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NATURAL GAS ACT 
(Exemption of Producers) 





TUESDAY, APRIL 19, 1955 


House or REPRESENTATIVES, 
CoMMITTEE ON INTERSTATE AND ForEIGN COMMERCE, 
Washington, D.C. 


The committee met at 10 a. m., pursuant to adjournment, in room 
1334, New House Office Building, Hon. J. Percy Priest (chairman) 
presiding. 

The CuarrmMan. The committee will come to order. 

The Chair desires to present to the record at this point a letter 
signed by Mr. ©. Oscar Berry, general counsel of the Washington 
Gas Light Co. 

(The letter referred to is as follows :) 


WASHINGTON Gas LicutT Co., 
Washington, D. C., April 18, 1955. 
Hon. J. Percy PRIEsT, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives of the United States, 
Washington, D. C. 


Dear Mr. Priest: In my letter to you dated March 18 I asked for the oppor- 
tunity of appearing and testifying at the hearings to be held on H. R. 4560, on 
behalf of Washington Gas Light Co. As stated therein, this company opposed 
H. R. 4560 in its present form, but intended to suggest modifications in the in- 
terests of granting independent producers maximum freedom from unnecessary 
regulation, consistent with the prevention of inflationary price increases in the 
cost of natural gas which must be passed along to consumers. 

When Mr. Randall J. Le Boeuf, Jr., appeared before your committee on April 
14, representing Consolidated Edison Co., of New York, he was authorized by 
this company to state that the basic position set forth in his testimony was gen- 
erally approved by this company, along with certain other gas distribution com- 
panies. The purpose of this letter is to confirm and support the point of view 
set forth by Mr. Le Boeuf, as representing the considered opinion of the man- 
agement of Washington Gas Light Co. 

We believe that the statement of facts and principles given by Mr. Le Boeuf 
is fundamentally sound and eminently fair. Accordingly, we urge the most 
serious consideration by your committee of his testimony and of the proposed 
amendments he will furnish. 

To avoid taking unnecessary time of your committee, we submit this brief 
statement for the record in lieu of a personal appearance, and we hereby re- 
linquish the time previously requested. 

Very truly yours, 
C. Oscar Berry, General Counsel. 


The Cuarrman. We resume our hearings on H. R. 4560, introduced 
by Mr. Harris, and H. R. 4675, an identical bill introduced by Mr. 
Hinshaw, and other bills, to amend the Natural Gas Act. 

Our first witness this morning is Mr. Wesley W. Cooper, a mem- 
ber of the County Board, Arlington County, Va. Mr. Cooper. 
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948 NATURAL GAS 


STATEMENTS OF WESLEY W. COOPER, MEMBER OF THE COUNTY 
BOARD, ARLINGTON COUNTY, VA.; AND CHARLES E. HAMMOND, 
EXECUTIVE SECRETARY, PUBLIC UTILITIES COMMISSION, AR- 
LINGTON COUNTY 


Mr. Coorer. Mr. Chairman and members of the committee, I am 
Wesley W. Cooper, a member of the County Board of Arlington 
eee Va., and appearing here on behalf of the Arlington County 

oard. 

Arlington County is a wholly urban community adjacent to the 
District of Columbia with a population currently estimated to be 
160,000. Natural gas is served in Arlington by the Washington Gas 
Light Co. Since 1947 the gas served has been natural gas, with some 
small amount of manufactured gas used for peak operations. There 
are currently 34,000 gasmeters in Arlington which allow natural gas 
to be served to substantially all of the residences of the community. 
Of the 333,000 meters of the company at 1954’s year end, about 160,000 
were for space-heating customers. It can be estimated that over 40 
percent of the homes in Arlington are committed to the use of natural 
gas for space heating. Consumption of this fuel per meter has risen 
by 63 percent since 1947 in the area served by the Washington Gas 
Light Co. 

It isa fact that consumers of natural gas in Arlington are dependent 
on this fuel as a primary source of energy, and as such the public 
interest is affected by decisions to regulate or not to regulate the well- 
head price of this natural resource commodity. The Arlington 
County Board feels the obligation to convey to your committee its 
feelings regarding the protection of the public interest so far as the 
citizens of Arlington County are affected as consumers of natural 
gas. 

Our local distributor, the Washington Gas Light Co., for the pur- 
poses of regulation in Virgina, is under the jurisdiction of the State 
Corporation Commission of Virginia. It is upon that body that local 
communities such as ours must rely for protection of the public inter- 
est. We know that the processes of regulation in a jurisdiction such 
as ours bring within the scope of the State regulatory body only the 
activities of the local distributing company, except in rare cases where 
the transmission companies have been found to perform a transmis- 
sion function in interstate commerce. Our State corporation com- 
mission has indicated that the cost of produced gas element in local- 
rate structures is one of the elements of the cost of service which it 
must accept without review. 

It is therefore the opinion of the Arlington County Board that the 
protection of the public interest lies in the appropriate scrutiny of 
the elements of operating revenues and expenses of utilities, with that 
public interest related to a fair return for the investor who provides 
the facilities for the service. In the case of natural gas, we believe 
this means a review of the public interest at all levels of production, 
transmission, and distribution. Your committee is especially con- 
cerned with the production phase of this public service, and so are 
we, as we notice from the record in this hearing that average field 
prices have increased from 6.0 cents per thousand cubic feet in 1947, 
the first year our community had natural gas, to 9.9 cents per thousand 
cubic feet in 1954, or about a 65-percent increase. 
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We are concerned because we know that this alarming increase can 
only cause the price of this commodity in our community to climb, too. 
We feel that to protect the public interest more fully, our State corpo- 
ration commission must have the knowledge that the cost-of-gas ele- 
ment of the distributor’s cost is arrived at fairly and with the protec- 
tion afforded by appropriate regulation of prices paid to producers of 
natural gas. 

The Arlington County Board is resolved that the public interest can 
best be served by support of the Virginia State Corporation Commis- 
sion’s presentation to your committee: It is the opinion of the Arling- 
ton County Board—that, since all of the ultimate costs of natural gas 
are paid by the consumers of natural gas, the review by the Federal 
Power Commission of the prices of gas paid to independent producers 
is in the public interest. It is the opinion of the County Board of 
Arlington that regulation does not mean unjust regulation, that fair 
regulation is possible, and that the fairness of the regulation can be 
tested in our courts. 

We therefore urge the committee to heed the statement of the Vir- 
ginia State Corporation Commission on this subject, feeling that the 
regulation of the independent producers is in the public interest, and 
that with appropriate, fair regulation, the supply of this natural re- 
source will be conserved, and with the proper regulation, the Federal 
Power Commission will be able to provide for incentive rates of return 
which will assure supplies of natural gas for the present and future 
consumers of natural gas. 

Mr. Chairman, that is the position of the Arlington County Board 
in support of the State corporation commission’s presentation to this 
committee, and we thank you for the courtesy of allowing us to come 
before you. 

The Cuarrman. Mr. Cooper. 

Mr. Coorrr. Yes, Mr. Chairman. 

The Cuarrman. The corporation commission has not yet made its 
presentation. 

a Cooper. I understand that. I believe they are to appear on the 
26th. 

The Cuairman. They have not yet made their presentation, but 
they are scheduled later. 

Mr. Coorrr. That is correct. 

The CuatrmMan. That was my recollection. But, you are sure that 
they will take the same position that you have taken in your state- 
ment, or they will take that position ? 

Mr. Cooper. Yes, sir; that is correct. We are supporting the posi- 
tion that the State commission will take before your committee. 

That committee has urged the local communities to take a stand 
with respect to the position that it will take before your committee. 

The Cuarrman. Thank you, sir. 

Mr. Hayworth, do you have any questions? 

Mr. Haywortn. No, Mr. Chairman. 

The Cuatrman. Mr. Heselton. 

Mr. Heseuron. Mr. Cooper, is it the position of the Arlington 
County Board they support any bill that is before the committee, or 
rather that they are opposed? I assume from your statement they 
are opposing the so-called Harris bill. 





950 NATURAL GAS 


Mr. Coorrr. Yes, sir. It is actually this, as far as the support of 
the bill is concerned, we would go along with the State corporation 
commission, since we are a caniiiana body so far as the State is con- 
cerned, and would have thus far agreed with the State corporation 
commission and, of course, it has not appeared before your committee ; 
= we will take that position that the State corporation commission 
takes. 

Mr. Hesexron. I am interested to pin it down if I can. 

You are testifying in terms of support—or opposition to any given 
bill?’ Am I right in assuming that you are in opposition to the bill 
introduced by my good friend, Mr. Harris? 

Mr. Coorrr. Yes, sir; that is correct. 

Mr. Hesexron. In contrast to that, my colleague, Mr. McDonald 
and I have identical bills, one of which is intended to confirm the 
Phillips decision. The second one is intended to reach the objection 
that has been raised, and I think rightly raised, by a great many 
people, that there are several thousand, probably up to 2,000 of the 
independent producers, small producers, who would be harmed by 
regulation and do not effectively contribute to the mass of interstate 
transmission of gas. 

Are you in a position to say whether you would support those bills ? 

Mr. Cooper. The bill that confirms the Phillips case; yes, sir. That 
is our position. 

Mr. Hesetron. Are you 

Mr. Harris. Will you restate the answer that was given just then? 

Mr. Hesetron. Let the reporter read it. 

(Thereupon, the reporter read the answer. ) 

Mr. Hesexton. Is that all right? 

Mr. Harris. I just wanted to know what his answer was. I did 
not express my views upon whether or not it would be all right. 

Mr. Heserron. It is my understanding that there is a proceeding 
before the Federal Power Commission on pending rate increases in 
the city of Denver. Denver has a population of 415,000. 

You have indicated that your estimated population in Arlington 
County is 160,000 

Mr. Coorrr. Yes, sir; that is correct. 

Mr. Hesetron. I have not made a mathematical computation, but 
it is indicated that the increase that is requested would result in a cost 
of $4 million extra additional every year to the consumers of Denver 
if that rate increase is granted. 

In your opinion, if the Harris bill became law, would the people, 
the consumers of Arlington County, have to pay an increased rate, 
proportionately, of that kind ? 

Mr. Coorrr. Well, I do not believe I could answer the question that 
way, Mr. Heselton. 

Mr. Hesetton. I realize that would probably take some studying 
to work it out. 

Mr. Coorrr. Yes, sir. 

Mr. Heseiron. What is the going rate for a household consumer 
for gas in Arlington County ? 

Mr. Cooper. The going rate? 

Mr. Hesetton. Average, if you have the rate. 

Mr. Coorrr. Yes; what is that? I am sorry. Apparently we do 
not have that information, nor the gas company either. 














NATURAL GAS 951 


Mr. Hesetron. It is my recollection, having been here for a number 
of years, that the natural gas came in a matter of 3 or 4 years ago. 

Mr. Cooper. 1947; yes, sir. 

Mr. Hesetton. 1947? 

Mr. Coorrr. Yes, sir. ; 

Mr. Heserron. Has there been any increase in the rates since that 
time? 

Mr. Coorrr. Increase in the rates—you mean not consumption ? 

Mr. Hesston. To the household consumer. 

Mr. Coorer. Totheconsumer. You mean consumption ? 

Mr. Hesetron. Yes. 

Mr. Coorer. Was that consumption increase ¢ 

To answer that a little more fully, I would like to ask Mr. Hammond 
here, who is the executive secretary, to answer that. 

Mr. Coorrr. I have not made a study of that. Mr. Hammond can 
give you a direct answer. He is with me on the public utility com- 
mission in Arlington. 

Mr. Harris. Mr. Hammond, will you give your full name for the 
record ? 

Mr. Hammonp. My name is Charles E. Hammond. I am executive 
secretary, Public Utilities Commission, Arlington County. 

Mr. Hesexron. Aré you in a position to answer the question ? 

Mr. Hammonp. I think the question Mr. Heselton is asking is one in 
relation to the consumer rates; whether they have changed in the last 
several years. 

Mr. Hesexron. That is right. 

Mr. Hammonp. I would say, the answer is, “Yes,” that they have 
changed; that the rate the distributor is paying has increased about 
four times in the last year, and we now have—— 

Mr. Hesetron. Four times in 1 year? 

Mr. Hammonp. There have been some small increases. That is not 
the rates that the consumer paid. That has only been changed one 
time, to my knowledge, in the last year, but the distributor has had to 

ay several rate increases in the last year. And furthermore, we have 
in Virginia now, an escalator-clause arrangement in our distributor 
rates which caused the rates to advance and decline, and whatever the 
rates for the distributor are, whether they advance or decline. That 
has made several movements during the last year, minor in some de- 
gree, and greater in other cases. 

Mr. Heseiron. Can you put that in dollars and cents? 

Mr. Hammonp. I do not have the figures right before me, but I 
believe for a fs bill, a normal gas bill, of about 25 therms, the bill 
has changed from about $4.05, and at one stage was reduced slightly, 
and now is about $3.95. 

I will say this in addition in answer to your question that for many 
years the people in Arlington County had been attempting to have the 

as rates lowered. As the statement there points out, in 1947, when 
the natural gas was brought into Arlington, there was belief at the 
time that gas rates would be lowered, and that condition did not obtain 
for several years, Just last year there was a consolidation with rates 
with Washington and Arlington and the institution of the escalator 
clause brought about a situation where there are minor fluctuations 
in the rates, each time the distributor pays a new rate, and we under- 
stand that they have changed several times in the last year. 
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Mr. Hesevron. I am very much interested in that statement because 
quite recently natural gas reached New England and particularly in 
Massachusetts, and there were all kinds of assurances from everybody 
that the rates were going to decrease; going become an Inexpensive 
fuel. As a matter of fact, the exact contrary has occurred and it has 
been stepped up all the time, constant stepup in the cost of natural 
gas, and I rather suspect that has been true all over the country. 

Who is your supplier ? aL é 

Mr. HAmonp. At the present time our supplier is Washington 
Gas Light Co. 

Mr. Heseuron. Who supplies the natural gas to them? 

Mr. Hammonp. The Atlantic Seaboard. That is in the Columbia 
System. 

Mr. Hesetron. I do not care which of you answer this. I wanted 
to defer it until Mr. Harris came in. It has been a matter I have been 
mulling over for some time and I would like to get somebody on the 
record on it. 

Can you conceive of any logical reason why new contracts should 
come under regulation and old contracts should stand free from 
regulation ? 

In other words, as I understand the Harris bill, it provides that 
there shall be supervision and regulation of all new contracts. 

Mr. Harris. Providing, if the gentleman will permit an interrup- 
tion, providing there is a request for increase in the cost of gas that 
goes to the distributor. 

Mr. Hesetton. Yes. But, the point I am trying to get clarified, 
particularly—and I cannot get it clear in my own mind—is why 
should there be any difference? If regulation is proper in the case 
of new contracts, why is it not proper—with the proviso that Mr. 
Harris has indicated—why should not it follow as logically as night 
follows day that regulation should exist with existing contracts also? 

_Mr. Hammonp. I think we would agree somewhat with your posi- 
tion there. We would also like to point out that by the same logic 
we can see no reason why two sections of a utility industry should be 
regulated while a third section, that is, the producer section, is free 
of regulation. 

Mr. HEsELTON. Did you say that you are a Public Utility Commis- 
sioner of Arlington County ? : 

Mr. Hammonp. I am executive assistant to the Public Utility Com- 
mission, which is an advisory body to the County Board. : 

Mr. Heseiton. How long have you been in office ? 

Mr. Hammonp. I am in my second year, in this position. 

Mr. Heseiton. What is your background in this field of utility 
regulation ? : 

Mr. Hammonp. I am what you might call a public utility economist, 
having worked also in the urban transportation field as well as the 
fields of general public utility, which covers gas, electricity, and other 
services. 

Mr. Heserton. Another thing has been bandied around in these 
hearings for a long time that I would like to have cleared up. Can 
you give us the definition of what is a utility? 

Mr. Hammonp. That is pretty hard, in concise terms, to give a defi- 
nition of public utility. 
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Mr. Hesevron. I agree with that; but when a commodity comes 
through a pipeline that is regulated and is the only source of that 
commodity for a community, does it not come as close to being a utility 
as anything you can think of? 

Mr. Hammonp. I think the restriction on the source of the supply 
is certainly one of the important elements in the defining of the public 
utility. We find that true with all of the generally recognized public 
utilities—electric companies, gas distribution companies, interstate 
as gg companies. 

Mr. Heseiron. Don’t you think to raise the argument as to natural 
gas somehow or other is not different from coal or wood or copper, 
is fallacious ? 

Mr. Hammonp. Yes, indeed; I think that is a fallacious argument, 
because of the nature of the source of supply. The source is limited. It 
is a natural resource which is very limited and we know that the de- 
mand for this commodity, if we want to use that term, far exceeds the 
supply at this time. There are people in many of our areas of the 
country crying out in their need for natural gas. 

The CHarmman. Will the gentleman from Massachusetts yield ? 

Mr. Hesevron. Yes. 

The Cuatrman. The question you asked the gentleman, as I under- 
stood it, was whether or not natural gas was comparable to coal or other 
minerals. 

Mr. Heserron. Yes. 

The Cuarrman. And you were discussing the question of the utility 
feature. 

Mr. Hesexron. Yes. 

The Cuarrman. I understood him to say that they were comparable. 
Therefore, my question to you, Mr. Heselton, and also to the gentle- 
man, is, if they are comparable in that respect, then would the utility 
theory apply to these other natural resources as well? I thought there 
was a little confusion there. 

Mr. Heserton. I do not so understand the gentleman. But will you 
rephrase or restate your answer to my question ? 

Mr. Hammnonp. I believe the chairman is alluding to the fact that 
I mentioned that natural gas was a natura] resource. 

I believe that is the association that he got. 

Mr. Hesertron. That is what I thought. 

Mr. Hammonp. I was, I believe, referring to the source of supply 
being limited as respects to the demand for the commodity and that 
the limited supply was further limited in a particular area due to the 
fact that there were pipelines laid in the ground which could not be 
moved readily; that the final consumer had very little, if any, choice 
as to the source of supply. 

The CHarMaN. 1 onbuiideietisl you. 

Mr. Hesexton. I thought so. 

The CHarrman. I thought that he was referring rather to the 
natural resource, than to public utility, and I thought that his answer 
was in direct opposition to the thought that you had in mind. 

That clears it up. The gentleman said natural resource instead of 
public utility. 

Mr. Hesevron. What I am trying to bring out, find out, is this: 
You have a great natural resource. However, by virtue of the eco- 
nomic situation, it has to be transmitted through pipelines to the con- 
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suming area. There is no choice, as you have pointed out, so far as 
the consumer is concerned. He just has to take it or leave it. As 
General Thompson—I think very unwisely—said—and I have great 
respect for him—he stated the other day, his choice was either to burn 
natural gas or go back to wood or coal. 

Isn’t there an aspect of this situation which approximates a 
monopoly ? 

Mr. Hammonp. I think in answer to your question I would say that 
there certainly is, or it approximates monopoly, when you think in 
terms of a particular company having control. 

I undobtedly should not have stated that in terms of a monopoly, 
but I must also state that a monopoly is not absolutely a requirement 
in the definition of public utility either. There are a number of public 
utilities that do not have monopolies. For instance, electrical industry 
does not have a monopoly in a real sense. It has a monopoly of electric 
energy only in particular. There are other forms of energy, natural 
gas being one of them. 

Mr. Heserron. I can conceive that you are correct on that, but it 
seems to me, as Mr. LeBoeuf said emphatically the other day before 
this committee, that you do not have anything that even approaches a 
true negotiating position so far as the price of natural gas is concerned. 
The pipeline and the producer set the price. The utility companies 
that are regulated simply have local services and have to take that 

rice. The consumer has to pay the price or else get out from under. 
n other words, he has to destroy his whole investment. 

Is not that as clear a case for reasonable regulation by the Federal 
Government as you could possibly set up under any condition ? 

Mr. Hammonp. We think there should be room for reasonable 
inquiry into the elements of the cost of supplying gas to the ultimate 
consumer, and that that reasonable inquiry should not stop at the 
transmission level or at the distribution level. We feel that it has to 
go all of the way. 

Mr. Heserron. Of course, I recognize, insofar as State regulation 
is concerned, there is no possibility that the State can effectively regu- 
late the field price of natural gas. 

Mr. Hammonp. I think I would have no hesitancy in answering 
that by stating that I am sure our courts have already decided long 
since that the States have no control over the price of gas in interstate 
commerce. 

Mr. Hesextton. Once it gets into interstate commerce it is either a 
case of Federal regulation or no regulation. 

Mr. Hammonp. That is correct. 

Mr. Kuen. Will the gentleman yield ? 

Mr. Hesetton. Yes. 

Mr. Kern. Before you leave that point of whether it is a public 
utility, is it not a fact that the reason for the desire, let us say, on the 
part of the producer not to be classed as a public utility is the fact 
that in a public utility the Federal Power Commission sets certain 
standards with regard to fixingrates? Isthat not so? 

Mr. Hammonp. I am sorry, but I did not quite get your statement. 

Mr. Kuietn. Well, as I understand it—the producers, the proponents 
of this legislation, claim this is not a public utility, and, therefore, 
should not be regulated by the Federal Power Commission. 
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That becomes important because there are certain standards that are 
taken into consideration by the Federal Power Commission in fixing 
the rates charged by public utilities. Is that not so? For instance, 
the cost feature or reasonable value, whatever itmay be.  - 

Mr. Hammonp. I think you are referring to certain of the usual ele- 
ments involved in rate regulation. Those usual elements vary from- 
jurisdiction to jurisdiction, but generally they have to do with some 
sort of fair value of the property. In some cases original cost less 
depreciation, but, generally speaking, it refers to a rate base which is 
related to the cost of the facilities that are used in the business. 

Mr. Kuxern. Well, is it not a fact as a general rule—and I under- 
stand from some of the testimony here that there have been some depar- 
tures from that rule—but generally the Federal Power Commission 
takes into consideration the cost in determining what the rate base 
should be. 

Mr. Hammonp. By cost you mean cost of the facilities? 

Mr. Kuiern. Yes. 

Mr. Hammonp. Why, yes, I think, generally speaking, the Power 
Commission has taken that position. 

Mr. Kuiern. And then I believe we had some testimony here that in 
the Panhandle case they departed from that and took the reasonable 
value. 

Mr. Hammonp. That is correct. 

Mr. Dies. Just and reasonable. 

Mr. Kern. But as a general rule they have been taking the cost as 
one of the factors to be taken into consideration in fixing the rate base. 

Mr. Hammonp. That is correct. They have been taking that element 
into consideration. 

Our position basically is that we feel there is no statute at this time 
that forces the Power Commission to stick to any particular type of 
regulation, that they have a flexible situation where they can adjust 
it to the circumstances that they find in the particular utility involved. 

Mr. Kuern. Well, if the Phillips decision were permitted to stand— 
in other words, if this legislation were not enacted, then what would be 
the base by which the Federal Power Commission would be able to fix 
the rates on this natural gas? 

Mr. Hammonp. I cannot answer upon what base the Power Commis- 
sion would use, but I would call to your attention the fact that the 
Power Commission held very lengthy hearings earlier this year dealing 
with the very subject as to how they should approach the problem of 
regulation of the independent producers, and the facts appear to me 
that they did choose to inquire as to what procedure should be fol- 
lowed. It leaves me to conclude that they may be looking for another 
approach to the subject other than the conventional, original cost, as 
to regulation. 

Mr. Kier. They did not come to any decision, did they ? 

Mr. Hammonp. I beg your pardon ? 

Mr. Kuiern. They did not come to any decision as to what bases they 
would use ? 

Mr. Hammonp. No. And I cannot speak for the Commission. But 
I would judge that the reason they did not come to any conclusion was 
the very face that this hearing is being held here. 

Mr. Kuiern. And the further fact that the Federal Power Com- 
mission thought that legislation of this kind should be enacted ? 
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Mr. Heserton. With one exception. 

Mr. Kier. I am talking about the majority. 

Thank you very much. 

Mr. Hesevron. I want to ask this of the gentleman who is testifying. 

There has been an effort made to compare the situation with regard 
to natural gas and the situation with regard to automobiles, and I want 
to read you a portion of a statement made by a gentleman who comes 
from the area in which automobiles are made, which I thought was 
quite appropriate : 

For example, 4 or 5 big companies produce our automobiles, but if you do not 
like an automobile you can, by simple choice, buy a competing product at about 
the same or even a lower price. You cannot do that with gas. Gas comes through 
a pipeline from Oklahoma or Texas or Louisiana— 
and I am surprised he does not say it comes from Arkansas. 

Mr. Harris. Very little of it. Not nearly as much as would be in- 
cluded if you include West Virginia and Pennsylvania. Why are they 
always saying Southwest ? 

Mr. Hesevtron. Once that pipeline is laid it costs millions of dollars 
to change it. In other words, there is no room for making a choice 
in the buying of natural gas. 

That is in the light of the fact that there is the illusion of competi- 
tion in the gas industry. The fact is that the natural gas industry is 
a monopoly and not a competitive industry. 

Would you agree with his statement? 

Mr. Coorrr. Yes; I would agree to it insofar as comparison between 
the automobile and natural gas is concerned, if that comparison can be 
made. 

Mr. Hesevron. There is no comparison between the two ? 

Mr. Cooper. I do not believe there is. 

Mr. Hesetron. You can buy a Ford, a Buick, a Chrysler—I am not 
plugging for any of thenr—but you can have a choice, but as to natural 
gas here in the greater Washington area you have no choice. 

Mr. Cooper. That is correct. 

Mr. Hesetton. That is all, Mr. Chairman. 

Mr. Sprincer. Will you yield at that point? 

Mr. Heseuton. Yes. 

Mr. Sprincer. Would you say that there is any difference in price? 

Mr. Cooper. Difference in price ? 

Mr. Sprincer. Yes. He was talking about the different automobiles. 
Is there any difference in price? Is there any difference in the price in 
the automobiles? 

Mr. Cooper. Absolutely. 

Mr. Sprincer. Difference between a Ford and a Plymouth and a 
Chevrolet ? 

Mr. Coorrr. Yes, sir. 

Mr. Sprincer. How much ? 

Mr. Coorrr. I think that there is considerable difference there, 
considerable difference if you take the whole category. 

Mr. Sprincer. I am talking about the same price range. 

Mr. Cooper. I see. 

Mr. Springer. Is it not a fact that the competitive factor there is 
very little? 

Mr. Cooper. Very little in that group. 

Mr. Sprrncer. That is all. 
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Mr. Hese.ton. However, there is not any question whatsoever but 
that Chrysler and Ford and one or two others are having a whale of 
a race trying to sell to the public, and making all sorts of concessions. 

Mr. Cooper. I think they will probably continue to do that. 

Mr. Frrepet. Mr. Chairman ? 

The Cuarrman. Mr. Friedel. 

Mr. Frrepex. I want to ask just a few questions. 

Mr. Cooper, in your statement, on page 2, in the next-to-the-last 
paragraph, you state in there— 
as we notice from the record in this hearing that average field prices have in- 
creased from 6 cents per thousand cubic feet in 1947, the first year our com- 
munity had natural gas, to 9.9 cents per thousand cubic feet in 1954, or about 
65 percent increase. 

Can you tell me what price the pipeline charged the distributor in 
1947 and what they charged the distributor in 1954? 

Mr. Cooper. Well, now, for the information that is in the state- 
ment, we have here in the record—I am going to have to ask Mr. 
Hammond to answer that question. He can answer it more specifi- 
cally than I. 

Mr. Friepev. I would like to have the answer to that question, 
please. 

Mr. Hammonp. Sir, I do not believe I can answer that question off 
hand. I donot have the material at hand. 

Mr. Friepet. Could you get that and have it inserted in the record ? 

Mr. Hammonp. Let me get your question absolutely now, 

You want the average prices of gas paid by the distributor to the 
transmission line? 

Mr. Friepet. To the transmission line; what price was paid in 
1947 and what price was paid in 1954, 

Mr. Hammonp. I will try to get that information. 

Mr. Frirepet. Thank you. That is all. 

Mr. Serincer. Mr. Chairman. 

The Cuatrman. Mr. Dolliver was next. 

Mr. Dotutver. I have no questions, Mr. Chairman. 

The Cuatrman. Mr. Springer ¢ 

Mr. Sprrncer. Mr. Cooper, are you an elective officer / 

Mr. Coorrer. Yes, sir. 

Mr. Sprincer. You are elected in Arlington County? 

Mr. Coorrr. That is right, the Arlington County Board, which is a 
five-member board, legislative body of the County. 

Mr. Sprincer. Will you turn over to page 2, down at the bottom of 
the page, paragraph 2 of your statement. There you say that the 
price of gas has risen about 65 percent since 1947. 

Do you consider that to be exhorbitant ? 

Mr. Coorer. Well. Mr. Springer, it is an increase that is discourag- 
ing from the standpoint of the consumer. That is the position we 
take. 

Mr. Sprincer. Over in Arlington County, some of your constituents 
are Government employees, are they not? 

Mr. Coorer. A large number. 

Mr. Sprincer. A large number of those are postal employees; a very 
substantial voting section in Arlington County is made up of postal 
employees, is it not ? 
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Mr. Cooper. I presume they are. 

Mr. Springer. I was just looking at the figures the other day for 
1946, and including the contemplated raise which will go in effect, I 
assume, before this session is over, the beginning salary of a postal 
employee had gone up 100 percent. 

Are you willing to say that is an exhorbitant raise over the same 
period of time ? 

Mr. Coorrr. No, sir; I do not say that it is exhorbitant. 

I think there is fear here, more than anything else, that it will con- 
tinue, the price of this commodity will continue to rise beyond the 
expectations of the general rise in the cost of living. 

Mr. Sprrncer. Well, do you feel that it has gone beyond comparable 
cost of living costs over a comparable period of time? 

Mr. Coorrr. Well, from the consumer standpoint it has gone higher 
than we would like for it to go. 

Mr. Sprincer. I understand. It has in my own community too, Mr. 
Cooper. 

The point that I am trying to make is, is the rise which has been 
made unreasonable or out of line with the rest of the cost of living in 
Arlington County or in that community ? 

Mr. Cooper. Well, from the word “unreasonable,” I think I would 
have to answer “No.” 

Mr. Sprincer. All right. Then actually, the rise which has been 
made here is about in line with what everything else has gone up; is 
that not about right? 

Mr. Cooper. I think generally that is true. I think that is true. 

Mr. Sprincer. I believe that the cost of living index—and I did 
happen to take the year 1946, which was the first year after the war, 
but I believe the cost of living index shows that it has risen somewhere 
in the neighborhood of 77 and 78 percent from 1946 to 1954. 

I am merely bringing that out. 

T had occasion to examine this cost of living. I am merely bringing 
that out to show that there is not anything that has been introduced, 
Mr. Cooper—and I have been listening to the evidence fairly closely 
all the time—to show that the rise in the price of natural gas, at the 
wellhead, is any greater than it has been for just about every other 
situation which we have had before us in an economic way that I 
know about. 

Now, if you have any other figures to show that the price at the well- 
head has been unreasonably increased, or has been about what it has 
been in the rest of the cost of living, I would like to hear that, because 
I am interested in knowing whether or not the natural industry, at 
the wellhead, is doing something out of line with what the rest of 
the country is faced with. 

Mr. Coorrr. I could not answer that, Mr. Springer. I might ask 
Mr. Hammond to be more specific. 

Mr. Sprincer. All right, if Mr. Hammond has any figures I will 
be happy to have him give them to us. Waite 

Mr. Hammonp. Sir, I would like to introduce some figures here and 
I would like to have an opportunity, if I may, to submit a chart that 
will be illustrative of the point you raise. 

Mr. Sprincer. All right. 

Mr. Hammonp. I just happen to have one copy of this, but I will 
be glad to supply more for the committee’s use. 
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I have a comparison of the Consumers’ Price Index, as compiled by 
the Bureau of Labor Statistics, compared with the United States 
average field prices as indicated in Mr. Boatwright’s testimony, 

The Consumers’ Price Index I am going to use is the current index 
which uses 1947-49 as 100 percent. 

Mr. Harris. Are you now talking about the Nation as a whole? 

Mr. Hammonp. That is correct. ‘ 

The Consumers’ Price Index for the year 1947 is 95.5 ; for 1948, 102.8; 
for 1949, 101.8; for 1950, 102.8; for 1951, 111; for 1952, 113.5; for 
1953, 114.4; and for 1954, 114.8. Now, that is using 1947-49 as 100 
yercent, as an index for the United States average field prices, we find 
in 1947 that the field price index would be 95.5; and, 1948, 103.5; for 
1949, 100.3; for 1950, 103.5; for 1951, 116.2; for 1952, 124.2; for 1953, 
146.5; and for 1954, 157.6. So using 1947-49 as the 100 percent, you 
find that the Consumers’ Price Index has increased to 114.8, while the 
same kind of index for field price of natural gas increased 157.8. 

Mr. Harris. Will the gentleman yield ? 

Mr. Sprincer. Yes, I will yield. 

Mr. Harris. Now, would you give the same increase for other fields, 
such as coal and fuel oil ? 

Mr. Hammonp. I do not have that information available. I would 
like to try to supply that. 

Mr. Harris. Well, I wish you would. I do have it, and I want you 
to supply your own figures. 

Mr. Hammonp. I will make an attempt to supply the information, 
insofar as my sources go. 

Mr. Hese.ton. Will the gentleman yield? 

Mr. Springer. I will yield to the gentleman from Massachusetts. 

Mr. Hesexton. What is your source of that information, the De- 
partment of Labor ? 

Mr. Hammonp, The Consumers’ Price Index data were obtained 
from the Bureau of Labor Statistics. 

The field price of natural gas was charted on Mr. Boatwright’s ex- 
hibit, page 47—page 23 and page 47. That was an exhibit to be in- 
troduced in his statement on March 25, 1955, before this committee. 

Mr. Heseiron. Thank you. 

Mr. Sprincer. I would like to ask the gentleman another question. 
I will direct this first to Mr. Cooper, and see if he can answer it. 

Before 1947, did you have any gas at all in Arlington County ? 

Mr. Coorer. We had no natural gas. 

Mr. Sprincer. Did you have gas other than natural gas? 

Mr. Coorer. Manufactured; yes. 

Mr. Serincer. How much was that ? 

Mr. Coorer. Do you know how much that was? 

Mr. Hammonp. The manufactured gas in 1947 was the same price 
as the natural gas was in 1947, 1948, 1949, 1950, and through 1953. I 
believe it was 1954 before there was a change. 

Mr. Sprrineer. In other words, when you got natural gas you got 
no decrease in price under manufactured gas? Do you understand 
that ? 

Mr. Coorrr. No. 

Mr. Sprincer. Now, have you compared any figures of those users 
of pare gas, before 1947 and those with manufactured gas before 
1947 ? 
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Mr. Hammonp. I do not know exactly what you are referring to. 
You are talking about the number of consumers; is that right ¢ 

Mr. SpRINGER. Let, me give you an example—and, I am going back 
into the depression. 

In 1937 I ran the cost on what it cost me to heat a house, my house, 
in Champaign, Ill., with manufactured gas, and during the winter 
months it ran about $80 a month. Now, with natural gas, it averages 
about $40 a month—about half of what manufactured gas cost in 1937. 

Now, that is what I want to know. Due to the fact that you have 
br ought natural gas in, have you had any cheaper gas than you had 
before, or not / 

Mr. Hammonp. My impression is that the answer would be “No.” 

Mr. Sprincer. Have you compared your figures, w ith regard to 
manufactured gas, with those areas in Virginia which were supplied 
with natural gas, to see what the different costs have been during the 
years that you have had manufactured gas and you had natural gas‘ 

Mr. Hammonp. I believe in general, natural gas came into Virginia 
pretty much about the same time. I do not believe we have a com- 
parison. 

Mr. Sprincer. Is it not true actually where natural gas has been 
introduced, you get your heating for considerably less than you had 
to pay when you had manufactured gas? 

Mr. Hammonp. I think that may be true in some areas. That is 
not true in Virginia. 

Mr. Sprincer. That is all on that. I have just two or three other 
questions. 

Were you told at the time natural gas was brought in in 1947 you 
were going to have cheaper gas? 

Mr. Hammonp. I do not believe that we were told that; no. 

Mr. Sprincer. That was not the story in my area. In fact, I had 
a great deal of difficulty getting natural gas and it was a premium 
fuel, without any question, because it was clean, and there were a lot 
of other desirable factors. I paid more to put the gas in than I did 
coal, but that was on the assumption that because they were building 
these pipelines from the Southwest through central Tllinois I could 
get the gas. I donot know what you were assuming. 

I am just trying to get this statement. Did you assume that you 
were going to get cheaper gas after all of these lines were laid than 
before? Am I clear on my question? Did you assume that you were 
going to get cheaper gas as a result of the piping of natural gas from 
Texas—I mean, as a result of laying those lines, you are going to get 
a cheaper form of fuel ? 

Mr. Hammonp. I think that was a pretty general assumption in 
many areas of the country, and I believe that was true in Virginia. 

Mr. Sprtncer. Upon what basis—I am interested in knowing upon 
what basis you assumed that, as an economic fact. 

Mr. Hammonp. I would not be able to answer that specifically 
except from the point of a consumer, which I was at the time when 
the natural gas came in. I was a consumer of manufactured gas. My 
recollection is—I was going to say my recollection is that it was the 
general feeling—from what source this general feeling came, I do not 
know—that the natural gas would be cheaper. 

Mr. Sprrncer. Have you made—TI am sorry, I did not get your 
name, 
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Mr. Hammonp. My name is Hammond. 

Mr. Sprincer. Mr. Hammond, I want to ask you this question. 

Mr. Hammond, have you made any comparison as to the rise at the 
wellhead, which you say is 65 percent—and I am assuming, in this 
instance, Mr. Cooper knows what he is talking about and is telling 
us the truth—have you made any compilation to show what the cost, 
the rise in the cost of the gas is at the wellhead in comparison with 
what the rise is in the cost of transporting it and bringing it to your 
county line? Have you separated those figures ¢ 

Mr. Hammonp. No; I have not separated that; but I believe that 
would be in the material that I promised to attempt to supply for 
the committee. 

Mr. Sprincer. Now, since the Interstate is regulated, would it be 
a safe assumption that if the price of wellhead gas has not risen any 
more than the comparable cost of transporting, this would be a rea- 
sonable figure, a rise of 65 percent ? 

Mr. Hammonp. I do not think that would be particularly a reason- 
able inquiry. The normal type of inquiry in the public utility field is 
to examine the cost of providing the service; adding to that a rea- 
sonable rate of return and then establishing a price. 

The fact should be reviewed us to what the real costs are and 
whether the matter of the cost is reasonable, is a matter for, I think, 
regulatory decision. 

There has been no regulatory decision during that time and I would 
not know whether the elements going into that producer price were 
fair, unfair, or what have you. 

Mr. Sprincer. A moment ago, Mr. Hammond, you made this state- 
ment. I would like to ask vou a little further about it. “There are 
areas of the United States that are crying for natural gas.” 

Now, I assume from that that you know there is a great shortage 
of natural gas for many areas in the United States. 

Mr. Hammonb. I believe I would have to refer to hearsay more than 
to actual knowledge on that. 

Mr. Sprincer. I think that is a safe statement. I think it is true. 
I think it has been found out generally by this committee that there 
are large areas which do not have natural gas. 

I want to ask you this question : Do you believe that the theory which 
you intend to put into operation, the regulation of natural gas pro- 
ducers and gatherers, that that will stimulate more production ? 

Mr. Hammonp. I do not know that I would be able to answer spe- 
cifically that it would stimulate more production. However, I do 
know that many utility industries in the United States, with regula- 
tion—and I presume fair regulation—made tremendous expansions in 
terms of their physical plant, even though they may have had fears 
about the regulation. 

We have in Virginia, the Virginia Electric Power Co., which has 
expanded many times over, all of which is under regulation by the 
local State commission. 

So. I have no reason to assume that with fair regulation there would 
not be a proper stimulus to the production of this fuel. 

Mr. Sprincer. You are familiar with the risks involved in seeking 
natural gas and oil; are you not? 

Mr. Hammonp. I am acquainted with those. I could not say I am 
familiar with them. 





962 NATURAL GAS 


Mr. Sprincer. With the risks that are involved—I believe that the 
testimony here was that out of every 10 wells drilled, I believe 1 was 
a producer. It might be 1 in 5 or maybe 1 in 14. 

Do you believe that a man investing his risk capital in the produc- 
tion of natural gas wells is going to be more fearful of putting his risk 
capital in under this kind of a regulation than he is under the pres- 
ent situation ? 

Mr. Hammonp. I doubt seriously you could say that he would be 
more inclined to risk his capital. 

Mr. Springer. I believe that is all, Mr. Chairman. 

Mr. Dres. Mr. Chairman. 

The Cuarrman. Mr. Dies. 

Mr. Dries. Mr. Cooper, of course, the distributing company is regu- 
lated now and so is the transmission company, so far as the price 
charged is concerned, and has been all along. The producers are 
unregulated. 

Mr. Coorrr. That is right. 

Mr. Dies. Your idea is that the producer ought to be under the 
same regulation ? 

Mr. Cooper. That is right. 

Mr. Dres. And you say that your figures show that the average field 
price of gas increased 65 percent since 1947. 

Mr. Coorer. Yes, sir. 

Mr. Dies. Now, how much has the cost to your consumer increased ? 
You are one of the members of the city council. How much has the 
cost of that gas increased from 1947 to 1954 to your consumers? 

Mr. Coorer. I think we have had 

Mr. Dies. I want that figure. That is very important. 

Mr. Cooper. I believe that is the same question we were referring 
to a moment ago and I said that I would try to get it. 

Mr. Dres. I just want to know if your consumers have had any 
increases or decreases. What is the story in your community? Have 
you suffered on account of the field price increases? Have your con- 
sumers paid any more or have they gotten a decrease, since 1947? 

Mr. Coorrr. They have got a decrease. 

Mr. Dies. Yes; since 1947, and no increase. 

I want to know what this increase in the field price has done to your 


consumers ¢ 

Mr. Cooper. I will say 

Mr. Dies. Do you have any idea? 

Mr. Hammonp. Sir, there have been increases, most of which were 
in the last year, due to the escalator clause arrangement with the dis- 
tributor. 


Mr. Dies. I say, since 1947. 
Mr. Ham»onp. There has been no change between 1947 and last 








ear. 

Mr. Dies. And 1954. 

Mr. Hammonpn. No, sir. 

Mr. Dies. What is the increase, if any, in the cost to your con- 
sumers? 

Mr. Hammonp. There was an increase last year, some minor in- 
creases; about 3 or 4 of them. I am not sure of the exact number. 
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Mr. Dirs. Do you have any idea, on a percentagewise basis, how 
much the price to your consumers in 1954 has increased, over 1947? 
Has it been a 5 percent increase or a 3 percent increase ? 

Mr. Hammonp. I would say that the increase is more in the neigh- 
borhood of 714 percent. i 

Mr. Dies. All right. You have had, then, about a 714 percent in- 
crease, your consumers, since 1947 ? 

Mr. Hammonp. I would like to point out in passing—— 

Mr. Dries. I will not hold you to the exact figure. I mean, I am 
just asking for a rough figure. You can supply that later, the exact 
increase. 

Mr. Hammonp. I want to point out, if I might have the opportunity 
of saying it, that during that time we had no decreases from the man- 
ufactured gas rates; that is, no decreases, and that during all this 
time our community was struggling in an attempt to have our gas 
rate lowered, to the point 

Mr. Dres (interposing). Yes. I have been trying to get everything 
I buy lowered, for years. Wealldothat. But what I am after, I want 
to get a picture of what has happened to your consumers. 

Mr. Hammonp. I am going to try to illustrate that picture by say- 
ing they have been struggling to get a rate for the gas which was com- 
parable to the adjacent community which was served by the same 
company. 

Mr. Dres. Yes. 

Mr. Hammonp. In other words, we have had 2 rates, 2 different 
jurisdictions. 

Mr. Dres. The information that I am asking for is solely this, and 
this is what I have asked for. You say that you have had a 71% per- 
cent increase, or about that. 

Mr. Hammonp. Yes, sir. 

Mr. Dres. You think that is an accurate statement ? 

ao Hammonp. I will supply a more accurate statement for the 
record. 

Mr. Dries. All right. So, from 1947 to 1954 your consumers are pay- 
ing 714 percent more for the gas, during that period; is that right? 

Mr. Hammonp. Yes, sir. 

Mr. Hate. Will the gentleman yield ? 

Mr. Dres. Yes. 

‘ Mr. Harr. Maybe he would prefer to give it on the cost of living 
asis. 

Mr. Dries. Maybe it could be worked out on that sort of a basis. 

Now, let me ask you some further questions. 

Mr. Sprtncer. Will the gentleman yield at that point? 

Mr. Dres. Yes. 

Mr. Sprrncer. Mr. Hammond, T am glad that the gentleman from 
Texas (Mr. Dies) has brought this out. I think he has done a much 
better job than I did. 

Actually, based on the cost of living, your rise in the cost of gas in 
Arlington County has only been a fraction of the rise in the cost of 
living, according to the Bureau of Labor Statistics cost of living index. 

Mr. Hammonp. Based on that particular point of view; yes. We 
had an unusual situation where we had a major supplier in Washing- 
ton, D. C., who was supplying gas to a subsidiary company in Arling- 
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ton, Va., at a much higher rate than the parent company was offering 
in Washington, D. C., and our rates were static and the other rates 
in Washington were increasing to come up finally to meet our rate. In 
other words, it was pretty obvious from our point of view that the 
rate should have been lowered, but the rate actually was increasing 
in Washington to come up to the same point as the Arlington rate, 
and that is what happened in 1954, early, and now all of the jurisdic- 
tions in which the Washington Gas Light Co. is involved have escalator 
clauses, where the distributors’ prices paid for gas are passed on 
directly and immediately to the consumer. 

Mr. Sprincer. Thatisall. Thank you, Mr. Dies. 

Mr. Dies. Mr. Hammond, I think it is fair to state that to date your 
consumer has been treated fair, considering the increased cost of living. 
According to the information you have furnished us, the increase 1n 
gas has not been out of line with the increase in the cost of living, so 
far as your consumers are concerned, to date. 

Mr. Hammonp. The increase has not been out of line, but we con- 
tend—— 

Mr. Dies. I know that you would like to get it lower, of course. 

Mr. Hammonp. We are not asking at this time to get it lower; no; 
and we have no hope, incidentally, of getting it lower. 

Mr. Dres. I understand. 

Mr. Hammonp. Through regulation. 

Mr. Dres. I see, but to date you have no reason to complain. The 
consumers in your area have no reason to complain about the increase 
in the cost of gas to them, any more than they have a right to complain 
about the increases of everything else during that same period. 

Mr. Hammonp. Our complaint was that the rate was too high. 

Mr. Dies. Will you just answer my question. What I am trying to 
get to is just this simple problem, so far as your community in con- 
cerned, that this increase in the cost of gas to the consumer has not 
been out of line with the increase in all other commodities in the cost 
of living. 

Mr. Hammonp. If you are comparing the increases, yes. 

Mr. Dies. That is all lam trying to get. 

Mr. Hammonp. We are illustrating, however, that the price of gas 
itself has been out of line. 

Mr. Dries. Well, of course, that is something that involves many, 
many factors. 

You know nothing about the production end; you are not qualified 
to say that the price of gas is unreasonable ; are you ? 

Mr. Hammonp. We were talking about 

Mr. Dries (continuing). It might be very cheap right now, so far 
as you know. 

Mr. Hammonp. I was not commenting, sir, on the producers’ price 
at that juncture. I was talking about the distributor’s price. 

Mr. Dries. I want to get that distributor end of it. You have had 
a 714 percent increase to the consumer. 

Now, your distributor is the Atlantic Seaboard Corp. 

Mr. Hammonp. Atlantic Seaboard is the transmission company. 
The Washington Gas Light Co. is the distributor. 

Mr. Drrs. I mean, that is the transmission company. 
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That transmission company in 1950 was paying 10.6 cents for its 
gas. I have got the figures on through to 1953. In 1953 they were 
paying 11 cents. That is the field price they were paying for gas. 

I have the figure for Baltimore, and the cost of that natural gas at 
the city gate now, to the distributor, was 29.1 cents in 1950. They are 
paying now 10.8. They sold to the distributor in Baltimore for 29 
cents. That was increased; while they only paid two-tenths of 1 
percent more for the gas, when it got to the distributor, they charged 
him 39.9. 

In other words, they increased the cost to the distributors 10 cents, 
while they were paying two-tenths of 1 percent for the gas, additional, 
and their volume increased. Their volume increased from 7,718,000 in 
1950 to 18,597,000. 

Mr. Hesetton. Where is that ? 

Mr. Dres. Baltimore. He has got the same transmission company. 

So that here the pipeline company, the one that supplies gas to your 
community, your pipeline company, is handling twice as much gas 
through the pipeline—and it is under regulation. The Federal Power 
Commission has got the power you want the Power Commission to 
have with respect to the producer, and yet they got a 10-cent increase, 
whereas they only had to pay, as I said, two-tenths of 1 cent additional. 

That figure is comparable to the figures in many, many communities, 
I have got right here, I may say—and the source of that information 
is the Federal Power Commission and Moody’s Public Utility Manual, 
and the American Gas Association Rate Book. 

Now, when you go through city after city here, you find that the 
increase of the field price has been relatively small compared with the 
increase from the transmission company to the distributors. 

Mr. Hesetton. Will the gentleman yield at that point ? 

Mr. Dres. Pardon me for just a second and I will yieid. 

Now, what I would like for you to furnish the committee when 
you furnish the costs—I believe you agreed to furnish the cost of the 
gas at the wellhead, to your supplier, to the supplier of your distrib- 
utor. Then, bring those figures down to date so that we can find out 
how much your supplier is getting today from the distributor in com- 
parison with what he got in 1947. 

You do not have that information, I am sure, but if you can get that, 
that will be interesting, and then also supply us with the exact figures 
of the increase in the costs to your consumers. 

I will yield to you. 

Mr. Hesetron. Just for an observation. The gentleman from Texas 
has called my attention to a matter that he has been examining the 
witness on, and I think that that is a very valuable contribution to this 
hearing. 

I am amazed at the information you have developed. In terms of 
my own position here—and my bill—and my examination—I do not 
want to leave any impression that I think the people who produce the 
gas are gouging anybody. I do not think they are. But I think the 
gentleman from Texas has brought to the attention of the committee 
in the statement he has there a point which needs considerable scrutiny. 

I would be very much interested in having the Federal Power Com- 
mission report to us why they have been giving these increases. Ap- 
parently they have given them—at least, so far as I can see, they have 
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been almost automatic, wherever a transmission company comes in 
and asks for increases they get them. The consumer gets it in the neck. 
And I have a strong suspicion that it is not the producers in the field 
that are responsible for the complaints people like these gentlemen 
have, but the transmission companies, and ane like to know whether 
or not the Federal Power Commission is performing its proper func- 
tion in passing on these rate increases. 

Mr. Harris. Will the gentleman yield? 

Mr. Diss. Yes, I will yield. 

Mr. Harris, I am very glad to observe that our esteemed friend and 
collengie on this committee is finally getting the picture of this problem 

1ere, 

In order that we might be realistic toward this whole program, I 
would join him in his comments, by going one step further. Why is it 
that the distributing companies, and the group that is represented by 
them, are in here constantly, on matters of this kind, protesting vigor- 
ously about the producer operation when there have been only a few 
cents—2 cents, 3 cents or 4 cents—involved and yet the cost of gas 
which your distributing company has paid to the Atlantic Seaboard 
Corp., which is part of the Columbia system, is 33 cents, and 44.9 cents 
in 1953, an increase of 11.1 cents. 

Why have you not complained bitterly about where the real increase 
has been ? 

Now, I would like somebody who is vitally interested to tell this com- 
mittee why it is you are not bitterly complaining about these exces- 
sively high transportation costs, where your real increases are, instead 
of coming in and trying to imply, because there has been a 3- or 4-cent 
increase during all these years to the producer, that he is responsible 
for it? I would like to add to what the gentleman said a moment ago. 

Mr. Friepet. Will the gentleman yield? 

The CuatrMan. Will the gentleman from Texas yield ? 

Mr. Dies. Yes. 

Mr. Frrepen. Mr. Dies, in these figures you just produced, you spoke 
of Baltimore. I stated in the record the other day that the distribu- 
tor increased the price in Baltimore from 28 cents to 4314 cents, or a 
15-cent increase, and looking at these figures, the price at the well- 
head was only increased two-tenths of 1 cent, and here the distributor 
increased the price 15 cents. 

And I really believe that we should have the Federal Power Com- 
mission in here to explain why they gave a 15-cent increase, with less 
than a 1-cent increase at the wellhead. 

Mr. Hesetron. Will the gentleman yield? 

Mr. Dries. I will be glad to yield to the gentleman from Massa- 
chusetts. 

Mr. Heserron. I think that the Federal Power Commission should 
be brought before this committee again and we should have some real 
light on this. Mr. Dies has produced some very valuable information 
and has performed a very valuable service to us. 

Have you the information from all of the principal areas? 

Mr. Dres. I have not got all of them. I am getting them compiled 
from every city of any size. 

The CyatrmMan. May I say that we will have the Commission 
before us and we will get the information for the gentleman. 
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Mr. Harris. Will the gentleman yield at this point, in order to 
clear up something ? 

Mr. Tom: I will Yield. 

Mr. Harris. I would like to say to the gentleman from Massachu- 
setts [Mr. Heselton] that it is the intention to have this information 
compiled on each of the major consuming areas of gas in two different 
forms, one showing the increases as have been discussed here; the 
average price to the consumer for cooking purposes; the average price 
for cooking and heating water, and space heating; what is paid to the 
producer; what is paid to the interstate gas lines, and what the con- 
sumer pays to the distributor, and we plan to have all those tables 
included in the record for the information of the committee. 

Mr. Hesetton. Will the gentleman yield for just one more question ? 

Mr. Dies. Yes. 

Mr. Hesston. I do not want to leave my position uncertain. I do 
not yield for a minute on my theory that sound regulation of the dis- 
tributors is not in the public interest. I think that has been proven. 

What I am trying to emphasize is I think Mr. Dies has performed 
a very real service in pointing out what seems to me to be a complete 
discrepancy between the theory of sound regulation and what has been 
done in permitting these transmission companies to let their price go 
up in the past. 

Mr. Sraceers. Will the gentleman yield ? 

Mr. Dies. Yes. 

Mr. Sraccers. I would like to make this observation in connection 
with this discussion and invite this committee’s attention to the fact 
that this Harris bill does not meet the crux of this thing a all and 
that we have an overall picture which must be considered in the Gas 
Act, and that we would be derelict in our duty if we do not go into all 
phases of it and bring out a bill that will correct all of these things, 
if a correction is to be made, and I think that is what the committee 
should do. I think it should go into every phase of it. I believe Mr. 
Dies has spotlighted something that is going to give a dot of light on 
the subject not only for the Federal Power Commission, but anybody 
else who is interested. 

Mr. Dres. Mr. Chairman. 

Mr. Krern. Will the gentleman yield ? 

Mr. Dries. I will yield to the gentleman from New York. 

Mr. Kuern. May I interject? I am sorry that I missed a part of 
this. I had another committee meeting to attend. 

It seems to me from listening to this discussion since I got back that 
we have a new angle in the case. We started out with the producers’ 
costs and their problems. Then it developed during the course of 
these hearings that it was the distributing company which was the 
villain, because when you look at their figures it seems that their 
spread is particularly large. 

Now, you have brought in the transmission companies. 

In all fairness—and I do not hold any brief for any of these people— 
it seems to me, that since the transmission companies are presently 
regulated by the Federal Power Commission, and they have granted 
the increases, there is not much we can do about that, at this time. 

Now, the fact is that my consumers in New York City have to pay 
so much for this gas, and if that is regulated by the Power Commis- 
sion, then I may come around to the view of the gentleman from 
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Texas, that perhaps we should not have any regulation at all. What 
is evident is that somewhere along the line—and they say it is not the 
producer—it seems it is just a matter of pennies. It 1s always pennies. 
Every figure we have here comes down to just a few cents, yet in New 
York, when it comes to paying their gas bills, our people pay $2.37. 
But where is the fault, and who is at fault here—if there is any fault. 
Now it may very well be—and I want to be fair—I have not made up 
my mind—that the general inflationary conditions we have been going 
through, increased costs, on all of these types of facilities, add up to 
this. But if the Federal Power Commission which does regulate the 
transmission lines, and if that is where the untoward increase takes 
place, it certainly is something that ought to be gone into and I would 
be inclined to agree with the gentleman from Massachusetts, that the 
fact that we are going to blame one section of this does not solve the 
situation. The Federal Power Commission, it seems to me, should be, 
and is, charged with the responsibility of seeing that these rates are 
regulated, or at least held within bounds. As I have said, before you 
people, the distributors, in my opinion, are going to price yourselves 
out of this market, because I do not see any reason—no matter how 
good this natural gas may be—I do not see any reason why the people 
of New York City should pay so much for it. Maybe they ought 
to do without it. Maybe they ought to have some other kind of fuel. 
I do not know. 

If the Federal Power Commission cannot do the job, perhaps we 
should do the whole thing ourselves. 

Mr. Dries. Mr. Chairman. 

The Cuatrman. Mr. Dies, do you have other questions ? 

Mr. Dies. I want to complete this thought. 

Mr. Cooper, what you are primarily interested in is the consumer; 
that is, you want him to have gas at a fair and reasonable price. That 
is what you are concerned in in connection with this whole matter, is 
it not ? 

Mr. Coorerr., That is right ; that is correct ; yes, sir. 

Mr. Dres. And, of course, at the same time you want the producer 
to get enough return on his investment and the chances he takes, and 
so on and so forth. 

Mr. Coorrr. Absolutely. 

Mr. Dres. So that he can keep you supplied with the gas. 

Mr. Cooper. Yes, sir. 

Mr. Dtes. Now, the distributors, with the exception of possibly one 
that we have heard, want to remove, strike down, all of the escalator 
clauses in existing contracts. You understand that ? 

Mr. Cooprr. Yes, sir. 

Mr. Dres. In other words, they are in favor of the pending bill, if 
we outlaw all of the escalator contracts; but, of course, if you did out- 
law all of the escalator contracts, the reasonable ones, as well as the 
unreasonable ones, the distributor would certainly find himself in 
possession of a tremendous reserve of gas. 

In other words, he has got a contract. He gets rid of all increases 
and he has got his gas supply tied up, say, for 20 years, or 10 years, 
15 years. So that the price of gas to the distributor will be consider- 
ably lower. At any rate, he will save millions upon millions of dollars 
by that sort of legislation. You can see that, can you not? 

Mr. Cooper. Yes, sir. 
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Mr. Dies. Now, if his future conduct is the same as it has been in 
the past, as shown from these figures; if he continues to charge the 
distributor the same price for the gas, or continues to increase it, then 
out of the whole, out of such an amendment. and out of such a law, if 
he were able to get it passed, he would have a bonanza, would he not? 

Mr. Cooper. I think he would. 

Mr. Dres. Because he has gotten rid of the escalator clause by legis- 
lation and then he could continue to charge the distributor what he is 
now charging him, or he may continue to increase it as he has increased 
it in the past. 

You certainly would not want a situation like that to result, would 
you? I am not trying to put you in an embarrassing position. 

Mr. Cooper. I understand. I think that isa fair statement. 

Mr. Dries. I just want to bring out the point there 

Mr. Coorer (interposing). Yes. 

Mr. Dies. Now if you feel that through competition you could get 
& more reasonable price to your consumer than you can by Federal 
regulation, would you not prefer competition ? 

Mr. Coorrer. That is right. 

Mr. Dres. I mean, you are not particularly wedded to regulation, 
are you? 

Mr. Cooper. That is right. 

Mr. Dies. What you are interested in is that your consumers may 
continue to use gas and get it at a reasonable price. That is, in com- 
parison with other commodities. 

Mr. Cooper. That is correct. 

Mr. Dies. You could not expect the producer to sell his commodity 
at a sacrifice without getting a reasonable profit, could you ? 

Mr. Cooper. No, sir; absolutely not. 

Mr. Dres. And so when you study the figures—and I think you will 
be prepared to do it when you get the figures from your transmission 
company—and I wish you would get those figures and study them and 
see what has happened under Federal regulation, and then based upon 
that, decide whether or not you want to put 5,000 producers under the 
same sort of regulation. 

Now, you do not want to deceive your consumers into believing that 
Federal regulation is going to help them if it will not help them, do 
you? 

Mr. Cooper. That is right. 

Mr. Dres. And if the attempt to regulate 5,000 producers finally 
results in such hopeless chaos and lack of efficient production, and reg- 
ulation, and everything else, that you end up paying a lot more for 
your gas and finally get where you cannot get the supply—you would 
not want that to happen, would you? 

Mr. Coorer. No, sir; I would not want that to happen. That is a 
matter of speculation. I do not anticipate that it will happen. 

Mr. Dries. Well, you can pretty well judge the future by the past. 

Mr. Coorrr. I think we can to a large extent. 

Mr. Dres. And if your distributor, the distributor you have been 
dealing with, has been required to pay to the transmission company fat 
more than the transmission has to pay in increases of field prices— 
and that has been done under Federal regulation—what hope have 
you got, so far as the future is concerned, by bringing the producer 
under regulation ? 
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I just want you to take those things into consideration and furnish 
us with the figures showing the condition in your community so that 
it will give a true and correct picture of what has happened. Thank 
you. 

Mr. Beamer. Mr. Chairman, will the gentleman yield? 

Mr. Dres. Yes. 

Mr. Beamer. I want to say on that point, Mr. Chairman, that I 
received a telegram, for example, from my district from a chairman 
of the CIO committee and his interest naturally was in the consumers, 
but he went a little further by saying that this bill was absolutely 
wrong, and that it was going to cost the consumers more. 

Here are members of the committee trying to determine whether 
or not this legislation is required, because of our interest in the con- 
sumers. Too often, some information is sent out that is not true. I 
think that some of these people get this information that is not true 
from someone out in the district or some person has been told that this 
legislation is going to increase the cost or is going to decrease the cost. 
Is it not vital that they get a true story as to exactly what the commit- 
tee is trying to do? 

How are we going to answer those letters and tell them what the 
situation is when they have a lot of misinformation? I think they do 
not realize the situation. Here we are trying very diligently to write 
a bill that will produce the results that they want. 

Mr. Dies. Mr. Cooper, the point has been well taken here that every- 
one is overlooking something. Of course, you have got a right to reg- 
ulate the producer. The Supreme Court has said so, under the Phillips 
decision. He is now under it, but what everyone is overlooking is the 
impossibility of trying to regulate thousands of people. 

In other words, it is impracticable, especially since you cannot regu- 
late the pipelines, the transmission companies, when you only have a 
few of them, when all of the testimony before this committee is to 
the effect that increased volume actually, in some instances, has low- 
ered the cost of the transmission, and the figures show that the trans- 
mission companies to all of these cities have increased their gas. For 
instance, here in Denver, Colo., from 31 million in 1949 to 48,555,000 
in 1953, and it is the same story everywhere. There have been enor- 
mous increases in volume that the transmision companies have sup- 
plied. 

Now, with that great increase in volume, with the transmission com- 
pany under regulation, the prices have steadily gone up, gone up 
greater in proportion than have the field prices. 

Then, how could the Federal Power Commission, through regula- 
tion of some 5,000 or 6,000 producers possibly help your consumers? 

You see that point. 

It is not a question of whether we can or cannot, and so on and so 
forth. 

It finally gets down to the proposition of the same thing we had dur- 
ing the war, trying to regulate prices, when everybody was buying on 
the black market. You remember that? 

Mr. Coorrr. Oh, yes. 

Mr. Dies. No doubt you bought an automobile and you had the 
experience of having to pay $300 cash premium. 

Mr. Coorrr. I tried to. I could not. 

Mr. Dres. It is one thing to pass a law. It is one thing to try to 
fix prices, but it is quite another thing to get any results. 
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Now, what you and the consuming cities ought to consider very 
carefully is just simply putting these producers under regulation may 
not only hurt you, the consumers, but hurt the producers, and every- 
body, without accomplishing any good. 

That is all, Mr. Chairman. 

The Cuarrman. Any further questions ? 

Mr. Hale, do you have any questions ? 

Mr. Hate. I have no questions. 

The CuHarrman. If not, we thank you very much for your appear- 
ance. There is just one question I want to ask. 

You mentioned, I think, in response to the question by Mr. Heselton 
that you believed there should at all times be reasonable inquiry by 
the Federal Power Commission into the costs. You have not stated 
your position with reference to the bill before us except that you are 
opposed to it in general and that you take the same position that the 

irginia Corporation Commission will take with reference to the de- 
tails of the bill. 

Mr. Coorrr. That is right; yes, sir. 

The Cuarrman. My question is simply this. I am repeating what 
has been said by several other members, that this committee is seeking 
information and seeking all of the facts in a field that is very com- 

lex and in a field where we must be very careful, looking only toward 

uture years, to do the best we can to resolve the problem. With ref- 
erence to the question of reasonable inquiry, which you have men- 
tioned, if legislation should be reported by this committee and enacted 
by the Congress which does not apply the utility theory to the 4,000 or 

5,000 producers of natural gas, but which contains provisions that 
give the Federal Power Commission some authority to review not only 
new and renegotiated contracts, but existing contracts, with reference 
to the effect that the escalation clauses, and favored nation clauses 
might have on determining a reasonable market price—Would you 
think that that would be at least a step toward adequate protection for 
the consumer as well as the producer, the transmission lines, and the 
distributors ? 

Mr. Coorrr. Yes, sir, we do. I think that a reasonable inquiry is cer- 
tainly something to be hoped for by most of the consumers. 

Mr. Hesevron. Will the chairman yield ? 

The Cuarrman. I will yield. 

Mr. Hese:ron. You said review. I assume you mean review with 
power to make orders? 

The CHarrmMan. Power to make alterations, if a review discloses 
that it is not a reasonable market price. 

Mr. Dres. Mr. Chairman, will you yield there ? 

The Cuarmman. I will yield to the gentleman from Texas. 

Mr. Dies. May I also request in connection with this information 
you are going to furnish, which you are going to get from the sup- 
plier, to see if you cannot shed a little light on this proposition, that 
perhaps the increase in transmission, what has been allowed the trans- 
mission companies, has come about because the Federal Power Com- 
mission has taken into consideration many factors that are not, of 
course, considered in the case of a producer. The producer has not 
been under regulation. Therefore, the cost of drilling dry holes—the 
fellows who failed—numerous men who spent their money and never 


61557—55—pt. 2——8 












972 NATURAL GAS 


get anything out of it, which the public gets the benefit of, but be- 
cause the transmission companies, when they come to fix the rates, 
they consider all these factors and perhaps the transmission company 
can supply you with some of that information and that will give you 
food for thought as to what will happen when they begin to consider 
all of the factors in trying to determine what is a reasonable price to 
the producer. 

I do not know that that is true. I am just curious to find out what 
his explanation of this situation will be. 

The Cuarrman. Are there any further questions? If not, we thank 
you, and you will be excused, Mr. Cooper, and Mr. Hammond. 

Mr. Coorrer. Thank you. 

Mr. Hammonp. Thank you. 


STATEMENT OF HON. EDMUND P. RADWAN, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF NEW YORK 


The Cuatrman. Mr. Radwan, we will be glad to hear you at this 
time. 

Mr. Rapwan. Yes, Mr. Chairman. I want to thank you for this 
opportunity for permitting me to appear before this honorable body, 
over which you preside. I ask permission to extend and revise my 
remarks, 

The CuarrMan. Without objection, it is so ordered. 

Mr. Rapwan. I represent the 41st Congressional District of New 
York which is entirely within the boundaries of the city of Buffalo, 
N. Y., and speaking for my district, I want to express vigorous oppo- 
sion to the bill before you, and I say that with all due respect to the 
gentleman that is the author of the bill. 

To conclude this brief statement, I merely say that all parties con- 
cerned have had their day before the Congress and what is more, 
they have had their day before the highest court in the land, and I 
think it is well settled, and the people in my district would like to 
have it set that way. 

Thank you. 

Mr. Hesexiton. Mr. Chairman ? 

The CuarrMan. Just a moment. 

Mr. Kuern. Will the gentleman sit down. He is not through yet. 

Mr. Rapwan. In order to get this preference, I made a promise not 
to consume more than 2 minutes, and I aim to keep that. 

Mr. Kuer. This will not be taken out of your time. 

Mr. Hesevtron. I want to ask, because of your vigorous opposition 
to the Harris bill, do you support the bills that Mr. McDonald and 
I have introduced and which are before the committee, one of which 
would confirm the Phillips decision as the law of the land, and the 
other would exempt some 2,000 small producers on the theory that, or 
philosophy, that they do not contribute significantly to the interstate 
movement of gas; and second, it would be a terrific burden to ad- 
minister and difficult for those small producers. 

Could you help us out this morning ? 

Mr. Rapwan. Well, as I understand the Phillips case, it is the law 
of the land. 

Mr. Heseiton. We expect to make it clear. 
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Mr. Rapwan. And if you just want to stamp it a little harder, I 


am for it. 
Mr. Heseiron. Thank you. 
Mr. Harris. Mr. Chairman. 


The Cuairman. Mr. Harris. ; ane = 
Mr. Harris. Mr. Radwan, I appreciate your clarifying your origi- 


nal statement that you vigorously express opposition to the bill and 


not to me, personally. 
Mr. Rapwan. Well, Mr. Harris , 
Mr. Harris. That, of course, is facetious. 
the bill I introduced proposes to do ? 
Mr. Rapwan. The Harris bill? 
Mr. Harris. Yes. 
Mr. Kue1n. Will the gentleman yield ? 
Mr. Harris. I will yield to the gentleman. 
Mr. Kuern. I think the gentleman probably realizes, just as we all 
do, of course, that this is a very involved and technical subject. 
We people in New York—and the gentleman’s district is 400 miles 
or more from mine, but we have the same problem. I can say to the 
gentleman, we belong to different political parties, but we both are 
interested in the consumers in the State of New York and we feel— 
perhaps wrongly, Mr. Harris, that the passage of this bill would result 
in, well, let me put it in a negative way, that it would not result in 
lowering the price to the consumer. 
What we want to do is to bring this wonderful, clean fuel, natural 
as, to the consumers all over the country, and particularly into our 
districts. But, we want some kind of legislation that will keep the 
ice down, or some regulation, if it is necessary. Is that your view, 


r 
os Radwan ? 

Mr. Rapwan. Substantially. 

Mr. Kiet. I do not want to go into it specifically, at this time. 


Mr. Rapwan. I will yield back the balance of my time, Mr. Chair- 
man. 

Mr. Harris. Just a minute. In fairness, you come before this com- 
mittee seriously expressing your opinion about pending legislation. 

Now, we must assume that you know something about the provisions 
of the bill and what is proposes to do. 

Mr. Rapwan. It proposes to get around—it proposes to get around 
the Supreme Court’s decision which gives the consumer the protection 
he now has. Iam putting it very briefly. 

Mr. Harris. Now, I would agree that your statement is, in part, 
correct. It does propose to clarify the Phillips decision. 

But, are you aware that the Phillips decision makes a utility out of 
every producer in the country ? 

Mr. Hesetton. Makes what? 


Mr. Harris. Utility. 
Mr. Dies. You are talking about the producer of natural gas? 


Mr. Harris. Thatisright. 'The producer of natural gas. 


Mr. Kern. Natural gas. 
Mr. Harris. Are you aware that that is the full effect of the Phillips 


decision ? 
Mr. Rapwan. I do not know whether I can subscribe to that con- 


clusion. 





But, do you know what 
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Mr. Harris. Well, for your information, it is, the bill proposes to 
take producers out of the utility status. There is one thing it proposes. 

Mr. Rapwan. That, I understand. 

Mr. Harris. Now, would you 

Mr. Rapwan (interposing). And I am opposed to that. 

Mr. Harris. You are opposed to that? 

Mr. Rapwan. Yes. 

Mr. Harris. You think that they should have that status—and 
certainly, I would not question your belief on a principle and you are 
entitled to that—but I do think that the record ought to show just 
what your position is. You do think that the consumer would be 
— protected by the producers’ having to undergo the burdens of 
utility ? 

Mr. Rapwan. I believe so. People in my district are satisfied with 
the law as it is and the protection they are now getting. 

Mr. Harris. Well, the idea is they haven’t gotten any yet. 

Mr. Sprincer. Will the gentleman yield ? 

Mr. Harris. I think that there is a question about any protection 
that any consumer might have gotten yet as a result of the Phillips 
decision. 

Mr. Sprincer. Will the gentleman yield? 

Mr. Harris. Yes. 

Mr. Sprincer. Mr. Radman, you are a lawyer, are you not ? 

Mr. Rapwan. That is correct. Is that a pertinent question ? 

Mr. Sprincer. And, Mr. Radwan, you ran for surrogate in your 
county ? 

Mr. Rapwan. Mr. Chairman—— 

Mr. Sprincer. I just wanted to bring that out in connection with 
the question that I am going to ask the gentleman. 

Would you vote for a bill similar to the Harris bill, if you were 
convinced that the Supreme Court made a wrong decision ? 

Mr. Rapwan. I would have to give your question further study. 

Mr.. Sprincer. All right; let me ask you this. I am reading Prout 
the Phillips decision. This is the opinion in Phillips Petroleum Com- 
pany Vv. Wisconsin, October term, 1952. This is the majority opinion. 
I am reading from the act, really. 

The provisions of this Act shall apply to the transportation of natural gas in 
interstate commerce, to the sale in interstate commerce of natural gas for resale 
for ultimate public consumption for domestic, commercial, industrial, or other 
use, and to natural gas companies engaged in such transportation or sale. 


Now, listen to this: 


but shall not apply to any other transportation or sale of natural gas or to the 
local distribution of natural gas or to the facilities used for such distribution or 


to the production or gathering of natural gas. 


I repeat that— 

but shall not apply to any other transportation or sale of natural gas or to the 
local distribution of natural gas or to the facilities used for such distribution or 
to the production or gathering of natural gas. 

How would you interpret a decision which puts the es and 
gathering of natural gas under the Federal Power Commission, in 
the light of those words? 

Mr. Rapwan. Well, I would not attempt it. I think I have an- 
swered. I would not attempt to interpret anything on the spur of the 
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moment. I never did that with any client of mine, and I would not do 
that as a judge, and I would not do it as a witness now. 

Mr. McDonap. Will the gentleman yield at that point? 

Mr. Sprincer. Yes. 

Mr. McDonap. Don’t you think that the important language just 
follows, where it says for the purpose of being introduced in interstate 
sales ? 

Mr. Sprincer. I do not find that in here. I am reading from 1 (b), 
now. 

This says: 
but shall not apply to any other transportation or sale of natural gas to the local 
distribution of natural gas or to the facilities used for such distribution or to 
the production or gathering of natural gas. 

It says, shall not apply. is ; 

Mr. McDonaxp. I may be incorrect, sir, but the decision in the Phil- 
lips case hinged on the point which was your original question to the 
gentleman from New York, that production and gathering related to 
interstate sales, was a crucial point and I am sure that nobody, the 
Supreme Court, or the people who testified against the Harris bill, 
would say that somebody who just produced and gathered gas was sub- 
ject to control. They do not become subject to control until they pro- 
duce gas and sell it. 

Mr. Sprineer. I do not interpret it that way. 

Now, I think I will say this, and then I will yield back. 

I believe these words—and I count them—these nine words were 
drawn by some of the best lawyers in this country, to exempt the pro- 
duction and gathering of natural gas. Those words were finally ar- 
rived at and put in the act with just that idea of eliminating producers 
and gatherers of natural gas. 

If that wording is not clear enough, I do not know what would be. 

However, gentlemen, I have made the point. I think you are entitled 
to your views. I will yield back. 

Mr. McDonatp. I have one thing that I think that I should say, in 
connection with what Mr. Heselton said. In your absence, this gentle- 
man, Mr. Heselton, not only is the supporter but other Members of 
Congress, too, have supported our bills and 12 New England power 
subsidiaries represented by Mr. Allen, have gone on record as sup- 
porting our bill. So, I would just like for that to appear in the record. 

Mr. Heseiron. I want to join in congratulating you in coming be- 
fore this committee and having the courage and independence to state 
your own opinion and to represent your constituency. This is a con- 
troversial matter. There is no question about it. There has been a 
lot of fog thrown around here. 

Mr. Dies. This morning, I think, brought out an especially impor- 
tant point which the committee is going to look into and that is the 
question of the ratemaking history as far as transmission companies 
are concerned. I think that is of very, very definite value. 

I agree with Mr. Staggers that the committee may have a much 
broader duty in this matter than simply passing upon Mr. Harris’ 
bill, Mr. McDonald’s bill, my bill, or any other bill before the com- 
mittee, in an attempt to straighten out this whole situation and get it 
under control. There is just one thing that I would like to say to you, 
and you may not have had it brought to your attention, but at my re- 
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quest the Federal Power Commission made a study of the holdings of 
the gas reserves. . 

There is a great deal of concern which has been expressed in re- 
gard to the regulation and the harshness of regulation and the ex- 
penses of regulations on all these small producers. That is one reason 
I introduced the second bill I mentioned to you and other gentlemen, 
and these studies show that 19 companies own and control 91 trillion 
cubic feet of the natural-gas reserves, today and that is 43 percent of 
the 211.5 trillion cubic feet in the United States, as of December 31, 
1953. 

All of those companies, as far as I know, are under regulation; al- 
ready regulated. 

So, it seems to me that there are a great many crocodile tears being 
shed around here on the part of some people as to the reasonableness 
or unreasonableness of regulating the whole natural-gas industry, 
which one witness, Mr. Le Boeuf, from New York, testified flatly was 
a complete monoply—no competitive possibility in the industry at all. 

I renew my congratulations of your having the courage and the 
stamina and forthrightness to come before this committee and express 
your point of view. 

Mr. Rapwan. I thank the gentleman from Massachusetts, and I 
will be very interested in examining a copy of that report which you 
have referred to. 

Mr. Hate. Mr. Chairman. 

Mr. Harris. Mr. Klein wanted to ask a question. 

Mr. Kuern. Mr. Radwan, your district is an urban district, is it not? 

Mr. Rapwan. Purely. 

Mr. Kuern. In the city of Buffalo? 

Mr. Rapwan. Yes, sir. 

Mr. Kuen. Do they use natural gas in Buffalo? 

Mr. Rapwan. Toa considerable degree. 

Mr. Kriern. Do you have any idea as to what the people in your 
district pay at the present time for the use of that gas; what their 
bills are? 

Mr. Rapwan. No; I did not come prepared with those figures; but 
now that you mention it, I might include that in my revised statement. 

Mr. Kuern. I wish you would. I think that you will find an amaz- 
ing thing there, in that the price in New York—I do not know how 
much higher or lower yours may be than in the city of New York, 
but in the city of New York it is so high, in comparison—and again 
I want to point out that it may not be anybody’s fault—but I want to 
point this out because it may be an extreme case—we found that the 
cost at the wellhead in Texas, for bringing this natural gas out of 
the ground was about 7 cents, and the price to the consumer in the 
city of New York as $2.37, and while the Harris bill may not be the 
answer, and while it may be that there is not any legislation that we 
could pass that could keep that price down, nevertheless, it is a fact 
that the people in the cities, and particularly in New York City, seem 
to be paying the highest price of any place in the country. From the 
consumer’s viewpoint in your district, and mine, we certainly have a 
vital interest in it—if regulation is the answer—but in something that 
will have the effect of keeping the price of this essential and very 
desirable commodity at a reasonable figure, so that your constituents, 
and mine, can afford to obtain it. 
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Mr. Rapwan. I thank the gentleman for that observation. 

Mr. Harris. May I say there, according to the 1953 report, the aver- 
age for the city of New York, all of those costs are under present regu- 
lation, which you feel the benefit of and the cost at the wellhead is 
7.8 cents of that $2.37 total. 

Now, that price is because there is a local distributing cost in the city 
of New York which is exceedingly high—in fact, $1.77. The pipeline 
company charge, which is under regulation, is 31.3 cents per 1,000 
cubic feet. 

So that gives some explanation about where the high cost is. 

I am sure that the gentleman will find similar facts in the interest of 
his consumers in Buffalo when he gets that information. 

Mr. Hate. I just want to ask one question of Mr. Radwan. How 
many people in your district have read, with care, the Phillips deci- 
sion? I would appreciate your answer. 

Mr. Rapwan. I do not have those statistics. 

Mr. Hate. I ask the question seriously. How widely do you think 
that opinion has been read ? 

Mr. Rapwan. The opinion that I expressed —— 

Mr. Hate. No; the opinion of the Supreme Court in the Phillips 
case. How many people in your district have read it and know what 
it means? 

Mr. Rapwan. I do not know. I do not know how many people have 
read that opinion; but I do know that the Common Council of the city 
of Buffalo has passed a resolution mandating my present position and 
they have also instructed the corporation counsel of the city of Buffalo, 
N. Y.. to come down here with perhaps two members of that council. 
The council, of course, is a legislative pady of the city, representing the 

ple of the city of Buffalo, and they have been mandated to come 
awh here to testify against the Harris bill. That, I state, not as an 
opinion, but as a fact. 

Mr. Hate. I do not question the fact. I do not question the sincerit 
of the belief of your city and municipal officers, that the Harris bill 
will make gas more expensive. But I do have grave doubt as to how 
carefully they have considered the Phillips decision. 

Mr. Heseron. Will the gentleman yield ? 

Mr. Hate. Yes. 

Mr. Hesetton. They know what their gas bills are? 

Mr. Rapwan. I am sure that they are well aware of that. I am sure 
they are well aware of that. 

Mr. Beamer. Will the gentleman yield to me for just one question ? 
I have just one point. I had a letter from the mayor of the city of 
Indianapolis, Mr. Alex Clark, stating, that they had received letters 
and telegrams from a purported association of mayors that were going 
to express themselves in opposition to this bill, and he indicated that 
apparently this association of mayors was receiving pressure from 
some other sources. And I know quite well that he is a very sincere 

rson. 

Mayor Clark eee that the mayors’ association does not speak 
for him, I think that the gentleman from Maine has put out a very 


important point. I, too, received a letter or telegram yesterday from 
an individual whom I know quite well, and I question very much 
whether he has read the decision. 
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Now, what we are trying to do is to find out whether this Harris 
bill is going to increase the cost to the consumer or whether some com- 
parable bill is going to decrease the cost. 

Suppose it Jou decrease the cost to the consumer. If so, I am going 
to support it. I think you will too, will you not, despite the statement 
of your city council, if you are convinced, and we are convinced that 
it is going to be better for the consumer ? 

That is what we are trying to determine, and so that is the reason 
we are trying to sit here with open minds as long as we possibly can, 
to find out about it, whether something should be done and how it 
should be done. 

Do I make myself clear? 

Mr. Rapwan. I think it clearly means that the gentleman is trying 
to perform his duty as a member of this committee and as a matter of 
fact, when the complete record comes out, I think that every Member 
of the House has a duty to show some respect to the opinion of the 
committee; but I do not come here in a judicial capacity. I am here 
as an advocate. My duty differs somewhat from that of the gentleman 
from Indiana (Mr. Beamer). 

You have a quasi-judicial burden thrust upon you, whereas mine is 
that of an advocate for the people that I represent. 

os ee But you still want to do the best you can for your 
people ? 

r. Rapwan. As an advocate. 

Mr. Beamer. Suppose that the city council has, shall we say, in- 
advertently misinformed you. 

Mr. Rapwan. Well, that is an assumption that I could not indulge 
in at the moment. 

Mr. Beamer. Well, I do. I feel my responsibility to my constit- 
uency back home is to do the best thing for them, even though one in- 
dividual, or one committee, seems to want another decision. 

That is a matter of opinion, Mr. Chairman. 

Mr. Harris. Is there anything further ? 

Mr. Sprincer. Mr. Chairman, I would like to say to the gentleman, 
it was not my intention to embarrass him in any way. I was trying 
to find out what his viewpoint was. 

I am sure that the gentleman is sincere and I want to say that I 
may differ with him on some of these things, but I know the gentleman 
pery well. I came here at the same line hee did. I have high regard 

or him. 

Mr. Rapwan. Thank you. And, I want to say to the gentleman 
from Ilinois that I just do not want to speak here as an attorney to 
try to intrepret something. I merely come here as a representative of 
a district. 

Mr. Harris. Thank you very much, Mr. Radwan. We appreciate 
your coming down and presenting your views on this subject. 

Mr. Rapwan. Thank you very much, Mr. Harris. 

Mr. Harris. The next witness is our colleague, Hon. Keith Thomson, 
of Wyoming. 
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STATEMENT OF HON. KEITH THOMSON, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF WYOMING 


Mr. Tuomson. Mr. Chairman, members of the Committee on In- 
terstate and Foreign Commerce, I am Keith Thomson, Member of 
Congress from Wyoming. I want to thank you not only for this 
opportunity to appear before the committee, but also for the careful 
consideration which you are giving to this important problem. 

To me, the problem before this committee and the Congress involves 
a very narrow issue and we should not be led astray. The question is 
simply, do we believe in the free-enterprise system based on competi- 
tion or do we believe in a controlled society based on regulation and 
price fixing. The Government should regulate only when regulation 
is necessary. We all recognize the necessity of regulation of public 
utilities. Do we stop to consider the basis for this regulation which 
justifies it? It is elementary that a public utility is established by the 
Government at some level, granting a monopoly subject to the right 
of the Government to regulate prices for protection of the public 
interest. There has been no grant of a franchise in the production of 
natural gas and there is no monopoly, and neither is desirable. There 
is no justification for price fixing. It is right and proper that we 
should regulate the transportation. It is right and proper that the 
States should control the distribution and the granting of franchises 
in the traditional manner. There is no justification for this Congress 
to provide for control of prices of the independent producer. 

F have been a consumer of natural gas for many years. As a con- 
sumer, it is valuable to me only when it is put to use. There would 
be just as much or more reason to say that we should provide for 
fixing the price of stoves, furnaces, and other appliances, as there is to 
say we should control the price of gas produced ” the independent 
producer. It would then follow logically that we should fix the price 
of steel and other basic commodities. 

Those of us who have lived with or around the oil and gas business 
recognize it as one of our most competitive industries. We appreciate 
the extreme risk involved in the industry. Coming from an area of 
increasing recent activity, I have never chosen to take that risk. 

I am confident that a great majority of this committee and this 
Congress have confidence and believe in our free-enterprise system 
that has brought to us in this country more advantages than any other 
system any place in the world. What has happened in the natural- 
gas industry without regulation is ample justification for our faith 
and confidence. A constituent of mine writing from Casper, Wyo., 
has set this out very clearly. I would like to quote from his letter: 

I am an engineer by profession and have in recent years studied the competi- 
tive fuel market. The results of these studies make interesting reading. 

As a homeowner in Casper, let me cite some examples of why I contend that 
we are protected by competition. 

4 ee gas, as a fuel, now costs me an average of 45 cents per thousand cubic 
eet. 

Gebo coal costs $16.50 per ton for home heating and would have to sell for 
$11.75 per ton in order to compete with natural gas. 

Fuel oil now sells for 18 cents per gallon delivered and would need to sell 
for 6% cents per gallon to compete. 


Electricity costs about 4 cents per kilowatt-hour for the average consumer 
and would have to sell for about one-tenth of 1 cent to be competitive. 
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These are actual figures representing today’s conditions as they exist in 
Casper, and demonstrate my point on competition. These facts also point out 
the judgment of the average citizen, since about 99 percent of all domestic heat- 
ing in Casper is done with gas. 

I have attached hereto a copy of the chart from which I took these figures. 
It is published nationally and is based on the actual heating value of the various 
fuels. Geography has nothing to do with the chart and it can be used in any 
locality. 

I urge favorable consideration of this legislation by your committee, that this 
Congress may, in unmistakable terms, remove this threat to our entire free enter- 
prise system. 


Mr. Harris. Are there any questions? If not, we thank you, Mr. 
Thomson. 

Mr. TuHomson. Thank you, Mr. Chairman. 

Mr. Harrts. The committee will stand adjourned until 10 tomorrow 
morning. 

(Thereupon, at 11:10 a. m., the committee adjourned to meet at 10 
a.m. the following morning, Wednesday, April 20, 1955.) 
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WEDNESDAY, APRIL 20, 1955 


House OF REPRESENTATIVES, 
CoMMITTEE ON INTERSTATE AND ForEIGN COMMERCE, 
Washington, D.C. 

The committee met at 10 a. m., pursuant to adjournment, in room 
1334, New House Office Building, Hon. J. Percy Priest (chairman) 
presiding. 

The Cuarrman. The committee will come to order. 

We are meeting this morning for the consideration of H. R. 4560, 
and related bills to amend the Natural Gas Act. 

Before calling our first witness, the Chair desires to submit for the 
record a statement prepared by Mr. Wesley E. Keller, vice president, 
Traux-Traer Coal Co., Minot, N. Dak. 

(The statement above referred to is as follows:) 


STATEMENT OF W. E. KELLER, VICE PRESIDENT, TRAUX-TRAER Coat Co., MINoT, 
N. Dak. 


Mr. Chairman and members of the committee, my name is W. E. Keller. I am 
a vice president of the Traux-Traer Coal Co., with offices at Minot, N. Dak. 
Our company operates four lignite strip mines in North Dakota. During the 
year ending April 30, 1954, our company produced 1,445,533 tons of lignite, of 
which 316,292 tons were sold to retailers for resale, and 1,129,240 tons were sold 
direct to powerplants, industries and State institutions as industrial fuel with 
a total revenue of $3,299,552. Our annual payroll is $1,152,000. The figures 
for our fiscal year ending April 30, 1955, will be substantially the same. 

The Staggers bill (H. R. 4943) in our opinion is much needed legislation for 
the protection of domestic industry against unfair competition from foreign 
natural gas. As a matter of fact, unless this bill is passed in the near future, 
the inadequate provisions of the present Natural Gas Act can, and probably will, 
permit serious damage, if not total destruction of the lignite industry in North 
Dakota. 

Canadian interests are now vigorously trying to find ways and means of export- 
ing Canadian gas into the United States via Emerson, Manitoba, adjcent to the 
Canadian borders of North Dakota and Minnesota. 

In addition, the Northern Natural Gas Co. of Omaha, Nebr., has an applica- 
tion on file with the Federal Power Commission for a certificate of convenience 
and necessity to construct a pipeline to transmit Canadian gas from Emerson, 
Manitoba, to Minneapolis and St. Paul through the Red River Valley. 

If Canadian gas is allowed to be imported via the route named, it could, and 
probably will, displace approximately 1 million tons of North Dakota lignite 
annually. Appendix A, attached to my statement confirms that tonnage and also 
shows that for my company alone, 528,067 tons are threatened, on which our 
revenue is approximately $144 million per year. The loss of 510,553 tons of 
our industrial tonnage shown on appendix A is nearly 50 percent of our total 
industrial business. That loss would necessitate the closing of at least two 
of our mines, unemployment, lost payrolls and buying power for hundreds of our 
employees and their dependents. 

For the tonnage of 869,667 tons threatened with displacement the gross loss in 
revenue to the lignite producers involved would be $1,982,840.76, based on an 
average realization of $2.28 per ton. That gentlemen, while being a small sum 
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compared with the figures with which you usually deal, is a sizable figure to us, 
and represents the difference between survival or extinction for many of us. 

The average age of the men employed in our mines is 42 years. From inquiry 
among other lignite producers, I am convinced that this is typical. Therefore, 
more than half of the miners in our State are from 42 to 65 years of age. Many 
of these men are too young for retirement benefits and too old to qualify for a 
20-year pension plan with another employer, even if they could readjust them- 
selves to a different type of employment, if it were available, and employers will- 
ing to employ men over 42 years old. There is no need for me to go into detail 
as to the extreme difficulty of a man over 42 years old finding new employment. 
Furthermore, if these men are forced to seek new employment, they will lose 
substantial welfare benefits earned over a long period of years. Their remaining 
years of productive labor would be insufficient to build up adequate retirement or 
pension benefits in any new employment obtained. 

If Canadian gas throws these men out of employment in the mines, many of 
them may, and probably will, become applicants for unemployment compensa- 
tion and subsistence relief. Those men do not want relief or charity. They 
simply ask that they be permited to continue to support themselves and their 
dependents through the mining of lignite, without fear of unemployment and 
destitution because this Congress ignores their welfare by failing to give the 
rien Power Commission the needed authority to consider and protect their 
nterests. 

Because of the substantial volume of known natural gas reserves in Alberta, 
Canadian gas could undoubtedly be sold on a firm basis throughout the year if 
allowed to enter the United States. 

In addition to those directly engaged in the production of lignite, there are 
thousands of other workers engaged in the transportation and retail distribution 
of lignite. 

The average freight rate on lignite from North Dakota mines to the points 
shown on appendix A is approximately $2.25 per ton. Therefore, the dollar value 
of the loss of about 1 million tons of revenue freight to the railroads is about 
equal to the feared monetary loss to lignite producers. 

In addition, retailers at the points shown, and at other towns along the pro- 
posed route of the pipeline would undoubtedly suffer from conversions from 
lignite to Canadian gas for space heating in homes, schools, small industries, busi- 
ness blocks, et cetera. 

Consequently, the total monetary loss in our domestic economy due to the dis- 
placement of North Dakota lignite by Canadian gas at points in North Dakota 
and Minnesota would be approximately 5 millions of dollars annually. 

The displacement of approximately 1 million tons of North Dakota lignite 
annually is about one-third of the total lignite produced in our State, and that 
loss could easily wreck the industry with serious economic losses to— _ 

(1) Lignite producers with substantial investments in lignite deposits and 
mining facilities; and a 

(2) Several thousand employees engaged in the production, transportation, 
retail distributions and operation of space heating and electric powerplants, plus 
their dependents ; and : 

(3) Local, State, and Federal Governments in reduced tax receipts for real 
aud personal property and net income; and 

(4) State school land department and Federal Government in discontinued 
royalty payments on lignite tonnage ; and 

(5) Discontinued royalty payments to private individuals for privilege of re- 
moving lignite deposits; and 

(6) Economie losses to retail merchants and other local business enterprises 
due to reduced payroll from lignite aud transportation industries. 

According to the last published report of the North Dakota State coal mine 
inspector for the year ending June 30, 1954, there are 75 licensed active mines 
in North Dakota, which produced a total of 2,806,474 tons, with a valuation at 
the mine of $6,488,786. The 75 active mines employed a total of about 600 men, 
not including office and sales personnel. Consequently, about 2,500 people in 
North Dakota who are employed in the production and sale of lignite, and their 
dependents, are vitally concerned that no foreign product be allowed to destroy 
their livelihood. 

Coal producers, retailers, and railroad industries, as well as the employees 
dependent thereon in this area have been subjected to serious economic stresses 
and strains during recent years because of the growing use of alternate fuels 
such as domestic natural and bottled gas, and domestic and imported fuel oils. 
Shutdowns, reduced production, and consequent unemployment have been grow- 





NATURAL GAS 983 


ing, and represent a serious problem for those interested in the future welfare 
of our State and Nation. 

This condition should not be aggravated by introducing unneeded foreign nat- 
ural gas into the Red River Valley in face of the fact that domestic sources can 
fulfill all fuel requirements without dependence upon foreign importations. 

The discovery of oil and natural gas in the Williston Basin of North Dakota 
already presents serious competitive problems to the lignite industry of North 
Dakota, and we feel that it would be highly improvident and unfair to allow 
foreign natural gas to add to the problems of those in the lignite industry who 
are endeavoring to perpetuate employment and livelihood to thousands of the 
citizens in our area. 

Under the present Natural Gas Act, the Federal Power Commission cannot 
take judicial notice of the economic effect upon American industry and labor 
by the importation of foreign gas. It need only determine generally if the supply 
of gas available for the project is adequate; if there is a market for the gas; 
if the applicant is adequately financed and the project is economically feasible. 

You gentlemen are undoubtedly aware that H. R. 4943 seeks to amend the 
Natural Gas Act in several respects, of which the following are of particular 
concern and interest to us, the passage of which we advocate most emphatically: 

Section 2 would require the Federal Power Commission to protect the public 
interest by adherence to sound principles of conservation in administering the 
powers conferred upon it by statute. FPC would be directed (1) to recognize 
that national defense and the economy require the maintenance of the produc- 
tive capacity of the several domestic fuel industries, and (2) to give effect to 
sound principles of conservation in the utilization of natural gas in order to pre- 
serve available reserves of this valuable fuel. 

Section 4 defines “interstate commerce” so as to make the importation of 
foreign natural gas subject to the same requirements applicable to domestic 
suppliers of natural gas. 

Section 5 would require natural-gas companies to secure a certificate of public 
convenience and necessity when seeking authority to import foreign gas. 

Section 6 would prohibit the sale of natural gas at a price less than its cost, 
including the cost of transportation and sale, plus a fair proportion of the fixed 
charges, a provision which is in consonance with the White House report on 
energy supplies recommending “that appropriate action be taken that will pro- 
hibit sales by interstate pipelines either for resale or for direct consumption 
which drive out competing fuels because the charges are below actual cost, plus 
a fair proportion of fixed charges.” 

Section 7 would give competing interests the specific right to intervene in new 
rate cases before Federal Power Commission. 

Section 8 would grant the same authority as section 7 in cases involving re- 
vision of discriminatory rates. 

The proposed measure does not make it mandatory upon the Federal Power 
Commission to deny an application because of possible economic dislocation, 
unemployment, or injury to American industry and labor, but it does give the 
Commission needed authority to consider the effect of such importation, and 
to deny application where such importation of foreign natural gas would seem 
inconsistent with public interest. 

The passage of H. R. 4943 would afford the lignite industry the opportunity 
of presenting to the Federal Power Commission data which might convince them 
that the application to import and distribute Canadian gas in the Red River 
Valley of Minnesota and North Dakota would not be in the best public interest, 
and would cause serious economic dislocation, unemployment, and injury to 
the lignite industry of North Dakota and concomitant labor in the mines; on the 
railroads and in retail fuel yards and industrial plants utilizing lignite. 

Other applications are pending before the Federal Power Commission to per- 
mit the use of foreign gas in other parts of the United States, which, if granted, 
pata undoubtedly be equally disastrous to the domestic economy of our 
country. 

The United States Geological Survey estimate of 351 billion tons of lignite in 
North Dakota is 75 percent of the Nation’ lignite reserves and 15 percent of the 
entire coal resources of the United States. 

With the abundance of lignite, plus substantial reserves of oil and gas in 
North Dakota, it would seem altogether altruistic and inconsiderate of our 
own national welfare to ignore and discourage the development of our own 
natural resources with unavoidable damage to labor and industry in the United 
States by encouraging or making possible the importation of a foreign product 
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which will have such a disastrous effect upon our own economy. Canada would 
never permit us to export a commodity also produced in Canada which might 
destroy their economy. Will you permit Canada to destroy ours? 

There are sufficient energy resources in North Dakota to satisfy the fuel 
requirements of the entire Nation for hundreds of years. 

Should we then permit a foreign product to invade our market, retard the 
normal development of our own natural resources and at the same time throw 
thousands of our citizens out of employment and a means of a decent livelihood? 
How far must we go on this good-neighbor policy? 

I am sure that you gentlemen will agree that the present Natural Gas Act 
is lacking in proper protection of our domestic economy when it fails to provide 
that the Federal Power Commission should give consideration to public interest 
as to whether the importation of natural gas might result in economic disaster 
to a large segment of our industry and labor. 

I am authorized to say that the Dakota Collieries Co., operating a lignite mine 
at Zap, N. Dak., and Baukol-Noonan, Inc., operating a mine at Noonan, N. Dak., 
concur in all of the foregoing statements except as to specific figures pertaining 
to the operations of the Truax-Traer Coal Co., 

Accordingly, I earnestly hope that you gentlemen will unanimously approve 
H. R. 4943, and also employ your important influence upon the other members 
of the House of Representatives and upon the members of the Senate Committee 
on Interstate and Foreign Commerce, and upon other Senators to assure its 
passage at this session of Congress. 


APPENDIX A 


Annual lignite tonnage threatened with displacement by Canadian Natural Gas 
at points on, or reasonably adjacent to proposed route of pipeline from Emer- 
son, Manitoba, to Minneapolis and St. Paul, Minn. 


[Year ending Apr. 30, 1954] 


Truax-Traer Approximate 
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Northwestern School and Experiment 
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1 Does not include sales to retail coal dealers by other lignite producers. 


Norte.—Average realization per ton by Truax-Traer Coal Co.: $2.28 on 528,067 tons =$1,203,992.76. 
Assuming same realization for all lignite producers, total gross revenue loss would be $1 (982,840. 76. 
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The Cuarrman. Our first witness this morning will be Mr. Rolla D. 
Campbell, general counsel, Island Creek Coal Co., Huntington, W. Va. 

We are very happy to have you before the committee, and you may 
proceed at this time with your testimony. 


STATEMENT OF ROLLA D. CAMPBELL, GENERAL COUNSEL, ISLAND 
CREEK COAL CO., HUNTINGTON, W. VA. 


Mr. Campsety. Mr. Chairman and gentlemen of the committee, my 
name is Rolla D. Campbell. I live in Huntington, W. Va. I have 
been actively identified with the bituminous coal] industry for the last 
35 years as a lawyer, official and owner. I am general counsel for two 
of the larger coal producing companies of southern West Virginia and 
have taken an active part in the work of many trade, business, and 
professional associations concerned with problems in the natural re- 
sources field. For several years I was a member of the natural re- 
sources committee of National Coal Association and devoted consider- 
able time and thought to the problems growing out of the competition 
between coal, oil, and nutivel wh and to the effect of various laws on 
such competition. 

My appearance before you today is on behalf of the National Coal 
Association, which is the trade association representing the commercial 
bituminous coal producers in all matters of national importance affect- 
ing the industry. I have also been authorized by Mr. Frank A. 
Earnest, president, the Anthracite Institute, to say that the anthracite 
producers generally support H. R. 4943, the Staggers bill, and endorse 
this presentation here today in support thereof. 

I am also glad to note that we have in the room here today, in the 
audience, the chief executive officers of many of the coal producing 
companies from all over the United States, manifesting their interest 
in this measure. 

Two other representatives of the Nationa] Coal Association will fol- 
low me and present special aspects of the problems posed by natural 
gas competition. Dr. Ford K. Edwards, director of National Coal 

ssociation’s department of coal economics, will supply you with eco- 
nomic and statistical data on the problem, and Mr. Robert E. Lee 
Hall, National Coa] Association’s general counsel, will give a section- 
by-section analysis of the bill and will illustrate the effect of the prac- 
tical application of the Staggers bill on the Nation’s fuel economy. 
My particular function is to present to you arguments of a broad, gen- 
eral nature showing the public need for amendment of the Natural 
Gas Act in general and the adoption of H. R. 4943 in particular by 
this Congress. 

The primary porns of our appearance is to support the Staggers 
bill. You also have before you a number of other bills designed to 
overrule the Phillips Petroleum decision and to relieve the Federal 
Power Commission of the duty of fixing the prices at which gas is 
sold by the producers and gatherers of natural gas to the interstate 
pipeline companies. We will not address ourselves to any of these 
latter bills, but it is fair to state that the position of the coal industry 
is that we will oppose any legislation proposing to remove Federal 
Power Commission controls over the production and gathering of 
natural gas unless such legislation is broadened to include the principal] 
features of the Staggers bill (H. R. 4943). Further, it is our position 
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that irrespective of whether action is taken by the Congress on the 
Harris bill (H. R. 4560), or similar legislation, we firmly believe that 
the public interest, national defense, and a balanced fuel economy re- 
quire enactment of the Staggers bill. 

The coal industry has grievously suffered during the 17 years’ life 
of the Natural Gas Act from wholesale invasion of its markets by 
natural gas going to market in pipelines authorized and regulated 
by the Federal Power Commission under the Natural Gas Act. The 
extent of that invasion will be spelled out in some detail by Dr. 
Edwards. It is sufficient here to say that a substantial part of the 
growth in natural gas consumption has been at the expense of the 
coal industry. This loss has occurred in all regions with respect to 
every single use to which coal can be put, save only one. So far, 
natural gas has not been used in blast furnaces in place of coal or 
coke, and we hope it never will. 

The effect of this loss is evident everywhere in the coal-producing 
regions of the country. Mine capacity and output have shrunk 
sharply; many mines have been permanently closed and abandoned; 
unemployment is distressingly apparent, and thousands of families 
are living on surplus commodities handed out by the Federal Gov- 
ernment and on public charity. In other words, we have a severe 
economic depression in the coal fields while the other parts of the 
country are enjoying prosperity. The seriousness of the problem in 
the coal industry is recognized in The White House Report on Energy 
Supplies and Resources Policy, issued February 26, 1955, which has 
been made a part of the record of these proceedings. 

It is not the contention of the coal industry that all of its com- 
petitive problems are the result of unfair competition from the natural 
gas industry. On the contrary, we acknowledge that substantial 
markets for coal have been lost by the free competitive processes to oil 
as well as natural gas. The railroads have dieselized, but their right 
to do so goes unchallenged by the coal industry, even though we may 
not applaud their decision to do so. Substantial markets have been 
lost to imported residual oil along the eastern seaboard, but since this 
competition is regarded as unfair by the industry, we have asked the 
Congress to take corrective measures with respect to this problem. 
So, also, today do we ask the Congress to correct some of the unfair 
competitive conditions that have resulted from federal legislation 
governing the transportation and sale of natural gas in interstate com- 
merce. 

In assessing our contention that federal legislation is necessary to 
balance the competitive conditions between the several fuel indus- 
tries, you are asked to examine examples of the unusually favorable 
legislation inuring to the benefit of the natural gas industry. Some 
elements of the natural gas industry have asserted that the coal indus- 
try is selfish in its approach and ought not to ask for any legislative 
help in its competition with natural gas. Apparently, the feeling is 
that the natural gas industry should be the sole beneficiary of legis- 
lation bearing upon competition between it and other fuels. It is 
interesting to list a few only of the benefits now enjoyed by the gas 
industry under existing legislation : 

1. State proration laws adjusting gas production to market demand. 
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This particular benefit, of course, applies primarily to the oil indus- 
try, but oil and gas are produced from the same wells, so the natural 
gas industry enjoys the benefits of those proration laws and exemp- 
tion from the antitrust laws which follow. 

2. Congressional approval of the interstate oil compact allowing 
coordination of State production regulations. 

3. Minimum price regulation by States. 

4. State laws permitting or requiring unitization of operations. 

5. State laws limiting the flaring of gas in oilfields and requiring 
the use of gas for maintaining field pressures. 

6. Protected markets for certificated gas lines under the Natural 
Gas Act in which markets other gas competition is prohibited. 

7. Exemption from price regulation under the Natural Gas Act of 
direct pipeline sales to consumers. 

8. The granting by Congress to pipelines of the power to condemn 
rights-of-way to be used partly in public business and partly in private 
business. 

9. The granting by Congress (March 27, 1954, Hinshaw bill) of 
an exemption from Federal Power Commission jurisdiction of natural 
gas distribution systems operating wholly within a State even though 
iaterstate natural gas is used and it is ultimately resold to consumers 
within the State. 

10. The requirements of the Federal Power Commission under the 
Natural Gas Act that long-term contracts must be made between pro- 
ducers of gas and pipeline companies as a condition of issuance of a 
certificate of public convenience and necessity to a pipeline, thereby 
guaranteeing market outlets for gas producers at profitable prices and 
eliminating all further competition for the gas so committed. 

11. An extremely favorable tax situation, whereby the depletion 
allowance is 2714 percent of gas as compared to 10 percent for coal. 

There are the further facts that with a low wage factor in produc- 
tion, transportation and consumption, gas is relatively immune to the 
higher costs flowing from Federal labor and social legislation and from 
the higher wages and other costs resulting from inflation, whereas 
coal, having a higher wage factor in production, transportation and 
use, has suffered severely from such legislation and from inflation, 
with consequent loss of markets to gas as well as oil. Moreover, a gas 
system can operate at varying loads with results which are only 
financial. But coal mines, when idle, suffer physical deterioration, as 
well as higher costs, while the labor force is dissipated and sales con- 
nections are lost. 

Natural gas has taken a very substantial share of the business we 
formerly had and has preempted our proportionate share of increased 
energy market. Without going into detail, it is only necessary here to 
point out that in 1938 the total amount of marketed natural gas repre- 
sented the heat equivalent of 92,822,480 tons of bituminous coal, which 
was 26.3 percent of the 1938 coal production, whereas in 1954 marketed 
natural gas represented the heat equivalent of 346,684,000 tons of 
bituminous coal which was 88.4 percent of the 1954 coal production. 

I would like to emphasize those figures, that at the end of the years 
between 1938 and 1954, gas gained as against coal from 26.3 percent 
to 88.4 percent, a most remarkable gain in production. 

Mr. Dottitver. Is that a national increase? 


61557—55—pt. 2——4 
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Mr. Camrsety. National. 

We could give you an endless recitation of conversions of coal 
consumers to gas consumers and of installations of gas-using equip- 
ment where coal would serve as well, but time will not permit. The 
detailed figures will be furnished by Dr. Edwards. However, I will 
cite an example of what I have in mind. Until very recent years, 
natural gas had not penetrated the New York area. Gas for public 
consumption was produced from coal and oil. The coal industry 
enjoyed a large and profitable business in supplying the gas utilities 
with high quality gas coals, which were coked in byproduct ovens. 
The coke was used to make water gas which was mixed with coke oven 
gas and sold. Surplus coke was sold for domestic fuel or for use in 
blast furnaces. These same utilities also burned coal and oil under 
boilers to generate electric power for sale to the public. The busi- 
ness of these gas-electric utilities was highly desirable to the coal 
industry because the demand was steady through the year and did 
not fluctuate with changes in business conditions. 

When the big pipelines reached the New York area, the local gas- 
lines were converted 100 percent to natural gas and coal lost all of its 
markets in the utility plants for gas coking coal. To the companies 
which had this business, the effect was disastrous. The tonnage so 
lost, amounting to millions of tons annually, was offered on the steam 
market at lower prices with a depressing effect on the market levels 
of all coals. But, to compound the injury, the utilities then began to 
burn gas under their boilers to make steam, and to cut back on their 
purchases of steam coals. Of course, there was a price incentive. 
Gas for boiler fuel was purchased at a price below the equivalent 
price of coal and hence replaced coal. 

This invasion began in 1951. Each year the quantity of gas burned 
under boilers by these utilities to make electricity increases and the 
quantity of coal used decreases. The changes are in millions of 
tons. Where isthe end? Is it complete replacement? The trend is 
definitely against coal unless something is done by Congress. 

The loss of the market for boiler fuel also affects loam the pro- 
duction of other coal which goes to commercial and domestic use. 
The boiler fuel market takes the fine sizes and the commercial and 
domestic markets take the coarser sizes. All sizes must be produced 
Seed Hence a restriction of the market for the small 
boiler sizes also reduces the output of the coarser sizes and often 
raises the price of the coarser sizes, which makes them more vulner- 
able to gas competition. A growing market for boiler fuel is abso- 
lutely essential if the coal industry is to maintain a safe level of pro- 
duction. The loss of boiler fuel markets has had adverse effects, both 
direct and indirect. 

As businessmen, we of course dislike losing our markets to any 
competing fuel. But we particularly dislike the loss to natural gas 
of our industrial markets, under circumstances where the competitive 
factors are not relatively equal. This loss has been made possible by 
the dump prices which the pipeline companies have made to the large 
consumers on so-called interruptible direct contracts. We call them 
dump prices because they are only a fraction of the prices at which 
the same gas is sold to the local gas companies for resale, and bear no 
relation to cost. By fraction I mean substantially less. As you 
know, the Federal Power Commission cannot regulate the prices at 
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which gas is sold by pipelines to purchasers who consume the gas and 
do not resell it. But in fixing the rates on regulated sales, it permits 
the pipeline companies to charge most of the fixed costs against the 
regulated sales and thereby to reduce the costs charged against un- 
regualted sales. The coal industry feels that it has every right to call 
this practice unfair competition resulting directly, not from the free 
play of competitive forces, but from the terms of an act of Congress. 

One of the purposes of the Staggers bill is to correct this unfair com- 
petition and to prevent the sale of natural gas at prices below the costs 
which should fairly be charged against it. This provision of H. R. 
4943 is entirely consonant with, and responsive to, the recommenda- 
tions of the Cabinet committee contained in the White House Report 
on Energy Supplies and Resources Policy. Section 2 of that report 
reads as follows: 


SALES BELOW COST BY INTERSTATE PIPELINE COMPANIES 


The basic principle regarding the regulation of natural gas and the use of 
alternative energy sources should be as far as possible that of free choice by 
the consumer and free and fair competition among suppliers. This, it is con- 
fidently thought, will provide most effectively for the assurance and flexibility 
of energy supply, both for economic growth and strong security readiness. But 
sales either for resale or direct consumption below actual cost plus a fair pro- 
portion of fixed charges which drive out competing fuels constitute unfair compe- 
tition and are inimical to a sound fuels economy. 

The committee recommends, therefore, that appropriate action be taken that 
will prohibit sales by interstate pipelines either for resale or for direct consump- 
tion, which drive out competing fuels because the charges are below actual cost 
plus a fair proportion of fixed charges. 

Further, we call your attention to the fact that the Natural Gas Act 
confers the power of eminent domain on the interstate pipeline com- 
panies but fe permits the property so acquired to be used partly for 
private unregulated business. ‘This seems to be an anomaly in the field 
of utility regulation. At any rate, it is our view that the pipeline 
companies cannot be fairly and impartially regulated by the Federal 
Government as to only part of their business and left free of such regu- 
lation as to the other part and that direct sales must be brought under 
Federal regulation as well as sales for resale. ‘This recommendation is 
also inherent in the language above quoted from the Cabinet report. 

But we would not have you rest your decision solely on whether or 
not you think the coal business deserves your sympathetic action. 
There are two other paramount considerations which should appeal to 
you as of supreme importance in the public interest. If given effect, 
these considerations will also serve to bring about a better balance be- 
tween the competing fuel industries, thus strengthening the Nation’s 
wartime potential and peacetime economy. 

These two considerations are first, conservation, and second, national 
defense. 

Whereas natural gas may have appeared to be in plentiful supply 
at the time of the passage of the Natural Gas Act in 1938, the record 
now clearly demonstrates that it is a scarce commodity which is dan- 
gerously close to the point of exhaustion. According to figures of the 
American Gas Association, the reserve life index of natural gas of the 
United States has dropped more than 10 years in the period from 1946 
to 1954. The present reserve life index of natural gas based upon 
present consumption is only 221% years. 
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Nine years ago it was 3214 years. This means that even if the Fed- 
eral Power Commission today adopted a policy of refusing to certifi- 
cate any further requests for additional natural-gas service, it prob- 
ably cannot reverse the trend toward exhaustion although it could 
extend the useful life of existing and newly developed reserves if the 
present wasteful policies are curtailed. There is no question but that 
the trend today in the ratio of reserves to consumption is sharply 
downward. The danger to the public interest inherent in this situation 
is pointed up in the Sinith- Wimberly report, Natural Gas Investiga- 
tion (FPC Docket No. G-580-1948), at page 46: 

The true significance of such an index lies not merely in the number of years 
expressing the ratio of reserves to production but more particularly in the direc- 
tion of the indicated trend. So long as the trend is either upward or stable, the 
reserve situation is in a healthy condition. Should there be a sustained decline 
in this index, however, it would signify that additions to reserves were not keep- 
ing pace with withdrawals. A leveling off of this index, or its downward trend, 
would suggest the need for reappraisal of this natural resource in relation to 
the consumer requirements to be met, and a closer surveillance of proposed ex- 
tensions of pipeline facilities. In the face of such an adverse trend, the possible 
needs for national defense would also become a more vital consideration. 

The Federal Power Commission cannot be insensitive to the fact 
that the Nation has already passed the peril point in the life index 
of reserves, nor can there be any complacency on the part of the pub- 
lic or the Congress in the face of the danger inherent in the relatively 
few years’ supply left of this valuable natural resource. The natural 
gas industry has grown by leaps and bounds under the active sponsor- 
ship and protection of the Federal Government. As has been pointed 
out, much of the growth has been at the expense of an already estab- 
lished coal industry. There is no question but that the extraordinary 
consumption of gas for boiler fuel purposes has shortened what other- 
wise might have been a longer life for natural gas as a fuel for pub- 
lic consumption. Such uncontrolled use of gas has the multiple ad- 
verse effect of exhausting resources through inferior uses—where the 
benefits are small but the damage to the coal industry is ruinous— 
and forcing the pipelines to draw more quickly upon the country’s 
higher cost gas reserves. This does not serve the public interest. 

Contrast this situation with coal, which has proved reserves good 
for at least 2,500 years, or more than 100 times as long as the life of 
the proved gas reserves. If the reserves of coal had a life index of 
only 100 years, I am confident that the Nation would be greatly dis- 
turbed and would insist upon the most rigid conservation measures. 
Its indifference to the short life of the gas reserves is astounding. 

Under these circumstances, a strong and definite national policy of 
conservation of natural gas is called for. It is too valuable an asset 
not to be conserved for those uses which will provide the maximum 
benefits to the public. From the practical point of view, conservation 
can best be administered by the Federal Power Commission under an 
amended Natural Gas Act with a fresh mandate from the Congress. 

Weare not alone in this view. From time to time, the Federal Power 
Commission has asked Congress to give it more positive direction con- 
cerning conservation so that it will not have to guess at the intent of 
Congress included within the broad standard of the public interest now 
contained in the act. 
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In the 20th annual report of the Federal Power Commission to the 
Congress (1940), the Commission pointed out that— 
the Natural Gas Act and the work the Commission is doing under it should be 


considered as a first step in dealing with the conservation of one of the country’s 
exhaustible resources. 


The report went on to point out that the act— 


prevents any serious effort to control the unplanned construction of natural gas 
pipelines with a view to conserving one of the country’s valuable but exhaustible 
energy resources. * * * The Natural Gas Act as presently drafted does not 
enable the Commission to treat fully the serious implications of such a problem. 


It is significant that the Commission then followed these observa- 
tions with the following specific recommendation : 

The Commission is convinced that these conservation problems are of such 
preeminent importance * * * that the Natural Gas Act should be immediately 
an to give the Commission adequate power to resolve them in the publie 

In the report entitled “First Five Years Under the Natural Gas 
Act,” submitted to the Congress in January 1944, the Federal Power 
Commission referred to the need for an amendment to the Natural Gas 
Act so as to give it specific powers to deal with end-use control over 
natural gas. In the report, the Commission stated that it was “keenly 
aware of the importance of conservation.” 

Thereafter, in the 31st (1951), 33d (1953), and 34th (1954) annual 
reports to the Congress, the Commission recommended a broadening 
of its power to exercise end-use control and to conserve the available 
supplies of natural gas. 

The Commission has in a few certificate cases refused to authorize 
lines which would transport gas primarily to replace coal under boilers 
in market areas abundantly served by coal. We quote below from the 
decisions in these cases to show that the Commission is fully cognizant 
that use of gas for boiler fuel is a wasteful use. 

On June 10, 1944, in dismissing an application by Memphis Natural 
Gas Co. (FPC Docket G—522), the Federal Power Commission said : 

In view of the limited natural gas reserves shown by the record to be available 
to applicant, their present rapid rate of depletion, and the effect of excessive 
rates of withdrawal on the ultimate recovery of gas therefrom, it is necessary and 
appropriate in the public interest that such natural gas resources be conserved 
insofar as possible for domestic, commercial, and superior industrial uses 
(Memphis Natural Gas Co., 4 F. P. C. 608, 611). 

In Piedmont Natural Gas Corp. (FPC Docket G-1105), decided 
March 30, 1950, the Commission denied a certificate, partly on the 
grounds that the applicant proposed to sell a very high percentage of 
its gas to the Duke Power Co. for boiler fuel. 

In Texas Gas Transmission Corporation (Opinion 220, decided by 
the Federal Power Commission November 6, 1951), the Commission 
refused to permit the proposed sale of gas to Tennessee Valley Author- 
ity for boiler fuel use in the Johnsonville steam plant. The Commis- 
sion stated : 

The record does not show that the proposed sale of natural gas to TVA for 
use * * * as boiler fuel is or will be required by the present or future public 
convenience and necessity. 

In Transcontinental Gas Pipeline Corporation (FPC Docket G- 
1783), on April 16, 1952, the Federal Power Commission trial exami- 
ner recommended the sale of certain substantial quantities of natural 
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gas to the Duke Power Co. for use as boiler fuel. The Commission 
on its own motion reviewed the examiner’s decision. On June 24, 1952, 
the Commission modified and affirmed as modified the decision of 
the examiner, making an additional finding, as follows: 


We conclude that, if the gas proposed to be delivered to Duke Power for 
boiler fuel use can be made available for storage or for either present or future 
customers of Transcontinental for superior usc, it is in the public interest that 
the authorization herein permitting the delivery of natural gas to Duke Power 
Co. be further and specifically conditioned so as to facilitate such storage as 
hereinafter ordered. [Emphasis supplied.] 


In Mississippi River Fuel Corporation (FPC Docket G-1995), de- 
cided May 11, 1953, the Federal Power Commission stated : 


We have repeatedly held that the use of natural gas as boiler fuel is an infe- 
rior usage and that, while it is not to be denied in all situations, it should be 
permitted only on a positive showing that it is required by public convenience 
and necessity. * * * Indeed, the record shows that permitting operation of the 
facilities as proposed might result in harming the interests, now or in the future, 
of Mississippi and its present or future customers. 


In Panhandle Eastern Pipe Line Co. (FPC Docket G-2050), the 
report of the FPC trial examiner (June 12, 1953) stated : 


An informed source some years ago declared that the general use of natural 
gas under boilers for the production of steam is, under most circumstances, of 
very questionable social economy. 

The Supreme Court of Illinois has said that “the convenience and necessity 
which the law requires to support the Commission’s order is the convenience 
and necessity of the public as distinguished from that of an individual or any 
number of individuals.” 

* * * The question here is not whether the granting of the application will 
be for the convenience and accommodation of some of the public in Monroe, but 
whether it will be for the convenience, accommodation and advantage of the 
public generally in that city, considered as a whole. 


In discussing the broad question of conservation, the Federal Power 
Commission stated in its 20th annual report (1940) that the general 
use of natural gas under boilers for the production of steam is, under 
most circumstances, of very questional social economy. At page 79, 
the Commission stated : 


The first proposal to tap the Southwestern reserves of natural gas (G—180) 
to supply the tremendous markets available in the Northeastern States poses 
the country with a serious problem of energy-resource conservation. The Natural 
Gas Act as presently drafted does not enable the Commission to treat fully the 
serious implications of such a problem. The question should be raised as to 
whether the proposed use of natural gas would not result in displacing a less 
valuable fuel and create hardships in the industry already supplying the market, 
while at the same time rapidly depleting the country’s natural-gas reserves. 
Although, for a period of perhaps 20 years, the natural gas could be so priced as 
to appear to offer an apparent saving in fuel costs, this would mean simply that 
social costs which must eventually be paid had been ignored. 

Careful study of the entire problem may lead to the conclusion that use of 
natural gas should be restricted by functions rather than by areas. Thus, it is 
especially adapted to space and water heating, in urban homes and other build- 
ings and to the various industrial heat processes which require concentration of 
heat, flexibility of control, and uniformity of results. Industrial uses to which 
it appears particularly adapted include the treating and annealing of metals, the 
operation of kilns in the ceramic, cement, and lime industries, the manufacture 
of glass in its various forms, and use as a raw material in the chemical industry. 
General use of natural gas under boilers for the production of steam is, however, 
under most circumstances of very questionable social economy. 


But in spite of these few instances of refusal to issue certificates, the 
fact is that the quantities of natural gas used as boiler fuel increases 
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each year, and it is our sincere belief that they will continue to do so 
unless Congress writes a standard on conservation into the Natural 
Gas Act so as to empower the Federal Power Commission to restrain 
needless and wasteful uses of natural gas. 

The second important consideration is national defense. A healthy 
coal industry is an absolute necessity for the successful prosecution 
of any war. 

I would like to repeat that sentence. A healthy coal industry is an 
absolute necessity for the successful prosecution of any war. In 
World War I, and World War II, the industry was called on for 
greatly increased output under trying conditions and twice it has met 
the challenge of wartime fuel needs without asking for or receiving 
Government subsidy. However, the last great increase in production 
during World War II was made possible only by the use of idle road 
construction equipment in mining coal by the strip method. This 
method of vei, “tae output is no longer available. The easily 
stripped reserves have been largely exhausted. In the future, the 
increased output must come from highly mechanized deep mines and 
from strip mines using very large and heavy equipment. Assuming 
that the necessary machinery and equipment would be available in 
time of war (which could be a doubtful assumption), it would still 
require a substantial period of time to install and develop new mines, 
The normal time lag between planning and full production is 2 to 4 

ears if there are no delays in acquiring materials and machinery. 

requently lands must be assembled, leases negotiated, railroad or 
highway extensions built, new housing built, new powerlines brought 
in, and so forth, all of which require time. Therefore, the coal indus- 
try cannot now be thoughlessly relegated to a standby status while 
natural-gas reserves approach the vanishing point and then be relied 
upon to meet the wartime fuel requirements of the Nation in the event 
of hostilities, or to maintain an adequate defense potential in time of 


ace. 
if sharply rising demand for coal could find the railroads short of 
open-top cars. During wartime, such care are needed for carrying 
other commodities. The railroads, like the coal industry, will adjust 
their rolling equipment to current demand. Thus, a car supply en- 
tirely adequate for a 400-million-ton annual production will be tragi- 
cally inadequate for an annual production of 600 to 700 million tons. 
We understand that the railroads, the United Mine Workers, the rail- 
road brotherhoods, and others will testify in these proceedings about 
the impact that the transportation and sale of natural gas has on their 
interests and welfare. Therefore, I shall not go further into the matter 
of damage to other elements of our economy affected by Government 
policies in the fuels field. 

It is the belief of the coal industry that considerations of national 
defense demand the maintenance of a minimum output of at least 500 
million tons or more. Production fell below this figure in 1952 and 
has continued to decline since that time. In 1954, production of bitu- 
minous coal was about 392 million tons. 

I would like to contrast that production with the production in the 
year 1947, when the production amounted to 630 million tons, and the 
decline in production since 1947 has been in the order of 40 percent. 
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Stockpiling of coal or the maintenance of developed but idle mines 
is not the answer to this problem. Actual production from going mines 
is the only answer. 

The Federal Power Commission has recognized the — of fuel 
supply as related to national defense in a very limited way by asking 
in several reports to Congress for authority to allocate gas during 
periods of emergency. Such power it should have, of course. But it 
also needs a broader authority and responsibility in the realm of an 
industry so vital to an adequate national defense. It should be 
charged with the duty of considering national defense at every step 
in the process of administering its jurisdiction. It should have an 
affirmative duty to protect the production of coal] and to contribute 
to a balanced national-fuel economy. 

The heart of the Staggers bill is contained in section 2, which directs 
the Federal Power Commission to enforce the declared policies of 
Congress to promote the conservation of natural gas and to protect 
the national interest in having an abundant supply of fuels available 
in time of war. The inclusion of section 2 makes necessary the other 
provisions. To carry out these policies, it is necessary that the Com- 
mission have jurisdiction over all sales by the pipeline companies and 
accordingly section 1 deletes the words “for resale” which have the 
effect of denying to the Commission the power to regulate the prices 
of direct sales to consumers. With such deletion, the Commission will 
regulate all prices of al] sales by the pipelines and not just part. The 
problem of trying to distinguish between jurisdictional and nonjuris- 
dictional! sales will disappear. 

This is not a new suggestion for the National Coal Association. It 
was first urged by Mr. John D. Battle, its secretary, in 1936 when 
the Congress was considering legislation which later matured into the 

resent Natural Gas Act. It also has been recommended by the Federal 
ower Commission in its reports to the Congress of 1940, 1951, 1952, 
and 1953. 

The redefinition of natural gas company contained in section 3 is 
merely to conform the language of the act to the change recommended 
in section 1 and is, therefore, only technical. 

Sections 4 and 5 relate to imported natural gas. Strangely enough, 
under the terms of the Natural Gas Act, gas can be imported under 
conditions much less strict than those applicable to the supply of do- 
mestic gas. Our proposal, very briefly, is to subject imported gas to 
exactly the same requirements and restrictions as those applicable to 
gas produced and sold in this country. This change, too, has been the 
subject of Federal Power Commission affirmative legislative recom- 
mendations in the Annual Reports of 1951, 1952, 1953, and 1954. We 
believe that this change is necessary to protect American interests— 
consumers, industry, and labor. Nor is it unfair to Canada or Mexico, 
for this Nation to protect its own in the manner proposed. There is 
no justification whatsoever for preferential treatment for foreign gas 
over American fuels through the medium of Federal legislation. 

Our interest in the problem of imported gas is sharpened by the 
fact that foreign gas would be brought into markets now served by 
abundant supplies of coal and other fuels and would cause needless 
unemployment and further disruption of America’s fuel economy. 

Section 6 merely directs the Commission to conform rate schedules 
to the policies of section 2 of the Staggers bill and to disapprove prices 
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or rates which are not compensatory and which do not bear a fair share 
of fixed charges. This language is necessary to prohibit the practice 
of selling gas at dump prices, and will remove the unfair and discrim- 
inatory practice referred to above which has left coal helpless. This 
change is recommended in section 2 of the President’s Cabinet Com- 
mittee Report quoted above. 

Sections 7 and 8 direct the Commission to apply the standards of 
section 2 of the bill in the course of the ratemaking process. This is 
totally in consonance with public policy and the public interest. 

Section 9 directs that the standards of section 2 also be applied by 
the Commission in certificate cases when new or expanded facilities are 
requested by natural gas companies. 

ote that the Staggers bill does not deal with the problem of reg- 
ulating the prices to be paid by pipeline companies to producers, 
a and processors. That problem is dealt with in other bills, 
ut the provisions of the Staggers bill can be easily incorporated into 
such bills without any drafting difficulty. 

The time has come to conform the Natural Gas Act to present-day 
conditions. This new giant in the fuels picture has new obligations 
to the public not readily apparent when the Natural Gas Act was 
passed in 1938. It is up to the Congress to reappraise the existing leg- 
islation in the light of the rapid growth of the natural gas industry 
and take such steps as are necessary to achieve a balanced fuel economy 
in the best interests of the general welfare and national security. The 

ublic interest requires that favorable consideration be given the 

taggers bill. We in the coal business indulge the hope that regardless 
of what action is taken with respect to the bills affecting producers, 
gathers, and processors, you will recognize that the public interest 
requires immediate amendment of the Natural Gas Act as proposed in 
H. R. 4948—the a. bill. 

I thank you for the opportunity of appearing before the committee. 

The Cuarrman. Thank you very much, Mr. Campbell. 

Since the gentleman from West Virginia, Mr. Staggers, is the 
author of the bill to which you have directed most of your remarks, 
the Chair will recognize him first for questioning. He has main- 
tained a consistent interest in this problem from this approach. 

Mr. Sraccers. Mr. Chairman, I have no questions to ask the gentle- 
man at this time. 

I would like to make a couple of observations, and later, if I may, 
I would like to ask questions. 

I want to compliment the gentleman for the presentation, and I 
notice the words “public interest” appears many, many times in this 
presentation. 

I believe I heard somebody use the expression “coal interests,” but 
it is not coal interest. It is public interest of the United States. 

I believe that is what the Congress is here for, for the public inter- 
est, and I would like to call your attention to a little article that came 
out in the Wall Street Journal today—especially I would like to bring 
it to the attention of these two gentlemen from ‘Texas, Mr. Rogers and 
Mr. Dies. 

Texas cut May oil quota 214,195 barrels a day. 

They give the reason of imports being brought in and of the Congress not 
taking action for overall protection of America and American interests. 
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I would like to reiterate, in my opinion, what you have given very 
well there, that it is all for the public interest and it will help all 
segments of the gas industry; that it will be to the interest of the 
producers and gatherers in several ways; and that it will help the 
pipeline companies; it will help the distributing companies, and cer- 
tainly it will help the consumers. 

I do not have any questions at this time, Mr. Chairman. I would 
like to put those off until a later time, if I may. 

The CuatrMan. Very well, Mr. Staggers. 

Having started near the middle of the committee on this side, I will 
Bo next to Mr. Beamer, and we will work back this way, for the time 

eing. 

Mr. Beamer, do you have any questions? 

Mr. Beamer. I have no questions. 

The Cuarrman. Mr. Moulder. 

Mr. Movuuper. Yes, Mr. Chairman. Mr. Campbell, as I read and 
understand this bill as introduced by my colleague Mr. Staggers, two 
of its major objectives are, one, to establish a national fuel policy, to 
require maintenance of production capacity of each of the domestic 
fuel industries, and, two, to regulate sales of natural gas to the indus- 
tries. Is that correct? 

Mr. Campse.u. Yes; you will find those polices set forth in section 
2 of the bill. 

It might be appropriate at this time to read them, because they 
are—— 

Mr. Moutper. Well, since you have answered my question, I want 
to pursue my questions further. You have answered that that is 
correct. 

Mr. Camper. That is the part of the Staggers bill. 

Mr. Moutper. Do you propose in the administration of this na- 
tional fuel policy to have coal, oil, and other fuels regulated by the 
Federal Power Commission in the same manner that you regulate nat- 
ural gas at this time? 

Mr. Camppetu. No; that proposal is not made. 

Congress has already undertaken to regulate the interstate trans- 
mission and sale of natural gas. 

Tt is our view that it must take into account the effect of that regu- 
lation upon competing industries. It does not necessarily also have to 
bring those other industries under regulation, and, obviously, the type 
of regulation which you have in the Natural Gas Act is a different 
type of regulation, in any event, from that which you could apply to 
the coal industry. 

Mr. Movtper. Under the proposals of this bill, is it not a fact that 
under such a policy and regulation, that a ceiling would be built on 
gas sales until the production capacity of all other fuels is reached ? 

Mr. Camppety. Well, the Act, of course, would have to be admin- 
istered by the Power Commission and I take it that it would not do 
anything precipitously. 

Now, as we envision the operation of this act we think it would at 
least slow down the Commission in the granting of new certificates, 
and of drawing on reserves of gas, particularly where the use to which 
the gas is to be put would be largely or in good share an inferior use. 

Mr. Movtnper. In any event, if such a policy were practiced, and a 
ceiling was put on gas sales production capacity until other fuels 
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reached their production capacity, might consumers, for example, in 
Missouri who are now using Bas, or who are not using gas, probably, 
but who want gas desperately, would not that deprive them of the 
opportunity to have natural gas until the production capacity of the 
other fuels is reached ¢ 

Mr. Campsety. Well, if you have a policy of conservation, Mr. 
Moulder, somebody is going to have to pay a price for it in the form of 
not having all of the gas that he would lhiketohave. _ 

Now, our proposal essentially is that the use to which gas should be 
put should be for the benefit of your residential consumers and for 
your small industries, and commercial consumers, and that it should 
not be wasted under boilers. Bie 

Now, you have ample supplies of coal in and near Missouri which 
would supply all of the requirements of the large industries for boiler 
fuels, and the difficulty should not be insurmountable. . 

Mr. Moutper. I say though, if they prefer natural gas, it would 
deprive them of the opportunity to use natural gas until if and when 
production capacity of other fuels is reached. 

Mr. Campsety. That could be a possibility, if the fuel users wanted 
to get natural gas and the Commission said they thought that was 
wasteful use and they should use some other fuel. 

Mr. Moutper. Now, an example which you give here, you state that 
all stages of regulation if the public interest is to be protected. 

I am sure you feel and believe that maintaining a low rate on natural 
gas to domestic consumers is in the public interest. Do you not think 
so 

Mr. Campseti. Well, I would think it would depend upon what 
the effect of that low rate would be on the general supply of gas and 
the production of gas. Answering that question in a vacuum, I would 
say I cannot answer it, because it either could be or could not be in the 
public interest, depending upon the surrounding facts and circum- 
stances. 

Mr. Moutprer. Now, in Missouri, we have two major cities served 
by pipelines. That is, Kansas City and St. Louis, and they sell the 
senpeens volume of natural gas to those cities, and in Kansas City the 
industrial sales approximate 35 percent of the total gas sales. In St. 
Louis, the industrial sales are approximately 50 percent of the total 
natural gas sales. 

Now, do you not believe that that indirectly gives to the domestic 
users a lower rate? 

Mr. Campsetyi. Undoubtedly it gives them a lower rate for the time 
being. Undoubtedly also it brings the day much sooner when they 
may not have natural gas available and at that time they will have 
very much higher prices to pay for fuels. 

Mr. Mouxper. Now, you misunderstood me. Those supplies are 
allocated to the Federal Power Commission. 

Mr. Camppety. Well, I am afraid I cannot answer that question. 
I have heard a great deal about it. But, only the experts really know 
what happens in those cases. I do not know. 

Mr. Moutper. The point that I am trying to make is, the so-called 
fixed charges are substantially borne by the industrial or industry 
customers. 

Mr. Campsett. That is the point we have made. Now, wait a minute. 
The fixed charges are borne largely by the industry customers ? 
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Mr. Moutper. A portion of them are. 

Mr. Campsett. Let me answer this question. As I understand the 
rate schedules, the charges are based upon two different concepts. 
There is one charge based upon demand during the peak day of de- 
mand. Those are generally the customers who take gas in the cold 
weather, and the ones who have the preferred right to use gas. The 
bulk of the fixed charges are assessed against those users. Then there 
is the commodity charge which represents the cost of the gas, plus 
some of the direct operating charges, and a very small part of the 
fixed charges. So that, by and large, a given unit of gas sold for 
domestic or residential or commercial use will bear a much higher 
charge for fixed charges and cost than the same identical gas when 
sold for consumption under a boiler. 

Mr. Dotutver. Will the gentleman yield? 

Mr. Movutper. Yes. LA 

Mr. Dottiver. Following up your statement you take the position 
that a good deal of this so-called dump or interruptible gas that is 
used under boilers for industrial use is actually sold to those consumers 
below cost. 

Mr. Campsett. I think it is sold in many cases at below cost, and 
in most cases at below cost if you would allocate against those sales 
a fair proportion of the fixed charges. 

Mr. Dottiver. Is it your opinion that the Staggers bill would rectify 
that situation ? 

Mr. Campsett. There is a specific provision in the bill dealing with 
that situation. 

Mr. Dotttver. Thank you, Mr. Moulder. 

Mr. Moutper. There is a considerable difference of opinion as to 
cost, is that not so? 

Mr. Campsetu. If you get into that field, you can find all kinds of 
differences of opinion as to what item of cost ought to be charged 
against what service. 

Mr. Movtper. In other words, there are several different theories 
of approaching whether they are actually selling below cost or not. 

Mr. Campsety. That is right. But we know what the result is. 

Mr. Movtner. Coming back to my original question about the loss 
of industrial sales, the loss of industrial sales in any area of course 
would naturally shift a portion of the so-called fixed charges to the 
domestic users, is that not so ? 

Mr. Campsett. Undoubtedly. 

Mr. Moutper. And would result in an increase of domestic rates? 

Mr. CampretL. For the time being, but it might result in a lower 
rate over the life of the gas supply. 

Mr. Movtner. As I see it, what you are asking this committee—— 

Mr. Camppety. I have one other answer to make to your question. 
As you build up the volume going through the pipelines, one effect 
is to exhaust the supply of low priced gas which the pipelines have 
under contract, and to bring into effect more quickly the supply of 
gas from the higher priced, later made contracts. As the low priced 
gas is exhausted, and replaced by the higher priced gas, then the rates 
to the domestic consumer have to be increased. So that the effect of the 
industrial sales in great volume is to destroy the benefit for the do- 
mestic consumer of the low priced contracts which the pipeline com- 
panies have. 
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Mr. Moutper. I have one more question, Mr. Chairman. 

Mr. Campbell, as I understand you, and the purpose of the Staggers 
bill, what you are really asking this committee to do is to report 
favorably on a bill which would deny to the constituents of the mem- 
bers of this committee, and of the people throughout the country, the 
right to use gas until the full production capacity of coal is main- 
tained, and which destroys the medium through which domestic gas 
rates may be kept at a minimum. In effect that is what it would 
accomplish. 

Mr. Campsett. I beg to differ with you. That is not the effect that 
we propose. We say that this committee and the Congress in admin- 
istering the functions must keep in mind the overall long run benefits 
of the public generally. The coal industry we view as being essential 
to the welfare of the country, and particularly in time of war. 

Mr. Moutper. There is no question about that. 

Mr. Campsetu. I pointed out figures to show to you what has hap- 

ned to the coal industry, and what has happened to the natural gas 
industry. ‘The coal industry has been on the downgrade and the 
natural gas industry has been going up at astonishing rates of increase. 
We think the industries are out of balance, and that the Commission 
should be given authority to consider not only the effect on the natural 
gas industry, and the consumers of natural gas, but also of the effect 
of their regulations on the coal industry, and for that matter, the oil 
industry which is a competing industry. 

Testimony of the potential effects of the acts of the Commission is 
now before the Commission, but as I pointed out to you, the Commis- 
sion says it does not feel that it has adequate declaration by the Con- 
gress of the intent of Congress in the field of conservation. 

Mr. Movuper. You say that oil is a competing fuel, just as gas? 

Mr. Camppety. Of course it is. 

Mr. Moutper. You do not propose to regulate or control oil in this 
bill as you do natural gas? 

Mr. Campsetu. No, because the subject of the Natural Gas Act is 
natural gas. I would like to point out to you that natural gas reaches 
its market only because of an act of Congress. If it were not for an 
act of Congress, a lot of this gas would still be underground in the 
fields of production. 

Mr. Movutper. I want to agree with you about the essential necessity 
of coal and how it affects the economy of our country. But what ef- 
forts are being made in research and development of the use of coal 
for other purposes than for fuel? 

Mr. Campsety. We have done quite a lot. 

Mr. Mouuper. Do you not think there is a great future in that 
respect ? 

Mr. Campsett. I can tell you something about it if you would like 
to hear it. The coal industry, as you know, has been through no intent 
of anybody the particular suffered from the Federal policies in the 
field of labor legislation and social legislation. That is because wages 
represents a very high part of our production cost. So we have suf- 
fered from the advance legislation of the day in our competitive rela- 
tion with oil and gas which have a much lower wage factor in their 
total cost. 

To offset those increases which we have had, the coal industry has 
done a very notable job in reducing its costs and increasing the efliciency 
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of the mining process. We are outstanding in the world today in 
efficiency. In other words, output per man shift. I contrast that with 
Europe where the output per man shift is of the order of 1 to 114 tons. 
In this country I imagine now it is approaching 7 to 8 tons. 

Mr. Dottiver. Will you permit an interruption at that point? 

Last December some of the members of this committee visited a large 
enterprise in South Africa, the SASOL plant, where coal is bein 
mined with American machinery and supervision. Ours is admit: 
to be the most efficient in the world today. 

Mr. Campset.. I think we have been outstanding in our technical 


advances in the mining process. 
Mr. Movxper. I was referring to the use of coal for other purposes 


than fuel. 

Mr. Campsett. The coal industry has been spending money through 
cooperative research in trying to improve the efficiency of utilization. 
There has been a great increase in the efficiency of utilization of heat 
in the big public utility electric generating plants. As you know, in 
the last 15 years, the quantity of coal used to generate a kilowatt-hour 
has been reduced from around 3 pounds to 34 of a pound in the most 
modern plants. 

Since 1948, we have had several wage increases, but the prices of 
our product have been cut very substantially to the consumers, which 
prea an increase in efficiency of output, and also a very great loss 
of profits. 

he industry is operating practically at cost. 

Mr. Moutper. I am certainly in sympathy with your problem con- 
cerning the coal industry. But I don’t believe the natural gas indus- 
try, and the users of natural gas should be discriminated against in 


an area where it is available. 


That is all the questions I have. 
Mr. Campseti. Mr. Moulder, if you lived in a coal producing coun- 


try as I do, and drive through the coal fields and see what has occurred 
in those fields, and the desolation that is everywhere present, I am sure 


you would be most sympathetic. 


Mr. Moutper. Yes, sir, I am. 
Mr. Campsett. I think if Texas did not have an adequate supply of 


oil and gas, you might find similar conditions there. Of course, you 
know that the life index of gas reserves in Texas is on the decline. One 
of these days Texas may not have any gas, and it might find itself 
forced to import coal from West Virginia. We are not looking for- 
ward to that day, but it could happen. 

Mr. Sraccrrs. Mr. Chairman, may I intervene. 

Mr. Harris. Would the gentleman yield ? 


Mr. Moutper. Yes. 
Mr. Sraccrrs. Of course, I would not like this implication by Mr. 


Moulder’s last question to stand that this bill is going to raise the price 
of gas to consumers. I do not see from reading this testimony, or 
listening to it—that the price of gas is going to be raised. I believe he 
will agree with me in all fairness that if industry gets their gas below 
cost, and the consumer has to pay for those costs, that industry should 
be paying for it. In this White House report, it is definitely recom- 


mended—and may I read again— 
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The committee recommends, therefore, that appropriate action be taken that 
will prohibit sales by interstate pipelines either for resale or for direct con- 
sumption which drives out competing fuels because the charges are below actual 
cost plus a fair proportion of fixed charges. 

I would not want to ask the question, but I know he would agree 
with me, that he wants to be fair to all the consumers of the United 
States, and this direct sales is under no regulation. 

I would like to say that if we are going to be in the gas business 
at all, it should be regulated through the interstate pipelines. The wit- 
ness made one statement, that by act of Congress they are in business 
because we give the pipeline companies the right of eminent domain to 
seize property. By that reason I believe Congress should regulate 
those same pipelines. 

Mr. Harris. Mr. Heselton. 

Mr. Heserron. I think it is quite appropriate that Mr. Staggers 
has referred to a point I want to stress. That is, when he stated— 
and I know he stated it in all sincerity, and you have stated in all sin- 
cerity—that there is a White House report. I have tried to make 
clear beyond any question, that that is not a White House report. That 
is a Cabinet report. 

I notice in your pamphlet here you have referred to what appears 
to be a recommendation of the President. The President has not made 
any recommendation whatsoever. It is unfair to the public to leave 
any impression that he has made any recommendation. 

ere is the exact statement. I want to quote this for the record, 
to again make it perfectly clear: 

At the press conference March 16 the President was asked for the report of 
the Advisory Committee not necessarily representing his own views. The Presi- 
dent replied that the Advisory Committee had prepared its views and submitted 
them to him, that there has been no action on his part at all giving it, the report, 
final approval. 

Did you understand that ? 

Mr. Campsety. All I can say is that the title to the paper itself 
when published was as follows: “The White House Report on Ener. 
Supplies and Resources Policy.” We simply referred to it by the 
name which the paper itself carries. 

Mr. Hesetton. What are you quoting from ? 

Mr. Campsetu. The paper itself. 

Mr. Hese,ton. You mean the report of the committee ? 

Mr. Campse.y. That is my understanding. 

Mr. Heseitrn. You agree, do you not; that it is an advisory com- 
mittee report, and not the President’s recommendation ? 

Mr. CampsEtu. We are not saying it should be entitled the Presi- 
dent’s report. 

Mr. Heseiton. You are saying it isa White House report. 

Mr. Campsety. We just used the title which appeared on the paper. 
We did not undertake to provide a title for it ourselves. 

Mr. Heserton. I don’t think it is at all fair for any witness to come 
before this committee, to take an advisory committee report, and to 
attempt or to undertake to label it as the recommendation of the 
President of the United States. It is not a recommendation of the 
President of the United States. He made it emphatically clear that 
it is not. I think that ought to be clarified any time the attempt is 
made to involve the President in this. 

Mr. Sracerrs. Will the gentleman yield ? 
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Mr. Hesexron. Yes. 

Mr. Sraccers. Since you mentioned me, I think I am perfectly 
right in saying that it is a White House report when it is so labeled by 
the President’s press secretary. If I cannot repeat what they say to 
me and be within my rights, I don’t know the answer. I have not 
mentioned the President’s name in any way. I have said the White 
House report, and that is what it is labeled, and that is the way the 
original report came out. I believe any committee or any witness 
that comes before us—no matter who issued it—can use it. 

Mr. Harris. Will you indulge the Chair? These matters are per- 
sonal opinions and discussions which could very well be held in execu- 
tive committee sessions. In view of the fact that the House will meet 
at 12 o’clock on important legislation which will require the attend- 
ance of the committee, I wonder if we could not limit this to the ques- 
tioning on the legislation before us. It is just a matter of suggestion. 

Mr. Hesetron. I have the greatest respect for my colleague the 
gentleman from West Virginia and for the acting chairman, and 
all my colleagues, but I must insist that this statement furnished by 
this witness and this particular pamphlet that has been circulated ap- 
parently all over the country is misleading in the extreme when they 
attempt to associate the President of the United States with their 
position. He has not taken that position. He has made it clear that 
he has not taken any position. 

Mr. Dies. Will the gentleman yield ? 

Mr. Hesextron. Gladly. 

Mr. Dies. It is very clear that the President has not approved the 


gern 
. Heseiton. That is right. 

Mr. Dies. Probably where the misunderstanding occurred was that 
the report was released from the White House. 

Mr. Hesevron. That is right. 

Mr. Camesett, That is right. 

Mr. Dres. And it was labeled a White House report, which is not 
entirely fair, because it does leave the impression that it is some report 
of the President. 

This witness certainly was not trying to mislead the committee. He 
was just trying to use the familiar term. 

Mr. Harris. The gentleman has properly stated the situation with 
reference to legislation on the floor. There will probably be a rolleall 
fairly soon after the House meets. We emphasize that situation be- 
cause we had hoped to be able to have an afternoon session. So we 
will move along as expeditiously as possible. 

Mr. Heselton, you have the floor. 

Mr. Heseuron. I am pleased that my colleagues are willing to let 
me clairify the White House position, if I can, because I happen to 
know what it is. 

Mr. Kern. The gentleman usually knows the White House 
position. 

Mr. Hesetton. Frankly it does irritate me to have anyone attempt 
to mislead the public as to what the President’s position is, which has 
been stated very clearly. 

I shall be very brief on this. I take it you are for the Staggers bill. 

Mr. CamrsetL, That is correct. 











NATURAL GAS 1003 


Mr. Hesevton. Are you for the Harris bill? 

Mr. Campse.u. We have no opinion on the Harris bill. 

Mr. Hesevton. Are you for any other bills pending before the com- 
mittee ¢ 

Mr. CampsetL, The purpose of our appearance is to support the 
Staggers bill only. 

Mr. Heseuron. I recognize, Mr. Campbell, that very properly you 
are representing the coal industry, a very important industry in our 
economy. Why are you interested in the gas situation? Is it because 
it is a competitive fuel ¢ 

Mr. Campsety. I thought I had made my point clear that the coal 
industry has suffered grievously by the wholesale invasion of its 
markets by natural gas. 

Mr. Hesetron. That is right. 

Mr. Campsetu. Naturally we don’t like that. We happen to think 
in this particular case that our interests and the interests of the Nation 
coincide, and consequently we don’t have to rely solely on a plea of 
sympathy for ourselves in asking help from this committee. Our 
interest and the Nation’s interests as we see it are identical. 

Mr. Hesetron. You would very frankly say that if by some legisla- 
tive action Congress should place the gas industry in a position where 
it would price itself out of the market, you would benefit. 

Mr. Campse.tL. We would probably benefit, that is correct. 

Mr. Hesevron. And you would be glad to see that happen ? 

Mr. Campse.y. I am not saying that and our proposal does not go 
to that effect. We are not proposing to put the natural gas industry 
out of business. What we are trying to do is to urge that the public 
interest requires that the natural gas supply be stretched out for a 
longer period of time for those users for which it is most valuable. 
We think that is in the public interest. 

Mr. Hesetton. What are those uses? 

Mr. Campsety. Those uses are for household heating, for commer- 
cial space heating, and for certain industrial processes that require 
an extreme control of the heat, and also for certain industrial uses 
such as the making of ammonia for liquid nitrogen fertilizers. As 
you know, natural gas is the great source of liquid ammonia, and 
more and more of it is being used for that purpose. We would call 
that a preferential use. 

Mr. Heseiron. You say certain industrial uses. I gather from that 
that you feel certain other industrial uses could better be and should 
be sy ea by coal? 

Mr. Camrsety. That is correct. 

Mr. Heserron. That is your main purpose for supporting this 
legislation ? 

Mr. Campsety. No; that is ust one of the purposes. 

Mr. Heserron. At least you have an objective, I take it, and a 
praiseworthy one in terms of the coal industry. You would like to 
drive the gas industry out of certain of its present functions, so that 
coal could take its place. Is that not right? 

Mr. Campsett. Yes; we would like to replace gas under boilers in 
many particular places. It is not a question of driving it out, how- 
ever. We feel that gas got there in many instances as a result of 
unfair competition. 
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Mr. Hese.ton. Coming from the northeast, I am very much aware 
not only from letters generating from the campaign that has been 
undertaken by your organization, but from conversations with people 
in the industry of the fact that the coal people are making, have made 
and will continue to make a determined drive—and this runs beyond 
the question of natural gas—to place a limitation on the importation 
of residual fuel oils. 

Mr. Camrsety. That is correct. 

Mr. Hese.ron. It is a very important source of fuel to us in the 
northeast. 

Mr. Campse.t. For the heavy industries. 

Mr. Hesetton. We have spent, I assume, hundreds of millions of 
dollars in terms of setting up industrial means of using residual fuel 
oil particularly from Venezuela for industrial purposes. You would 
like to stop that ; would you not? 

Mr. Camrsett. May I make my reply by way of a remark? The 
places where we would like to replace imported residual oil with coal 
are places which can burn coal or oil almost by the turn of a valve. 

Mr. Hesetton. Some of them. 

Mr. Campsetu. As far as I know, none of them are set up so that 
they can burn imported residuals and not coal. 

Mr. Heseiton. You recognize that the Northeast economy has been 
largely converted over so that they can use residual] oils. 

Mr. Camppetu. I understand that they have been using increasing 

uantities of residual oil along the Atlantic seaboard. I also would 
hike to call your attention to the fact that you are paying for the 
residual oil in another way, because every time the price is reduced 
on residual oil, the price on gasoline and heating oils and the distillates 
is increased. So certain consumers in your area are subsidizing the 
cheap residual oil which you are getting into that area. You are not 
getting it free. 

Mr. Hesetton. That argument has a very familiar sound. 

Mr. CampseELL. It is true. 

Mr. Hrseuton. I have heard it over and over again. I am not say- 
ing that we have solved the problem. 

The whole point I am trying to bring out is that you, representing 
the coal industry, are here before this committee advocating a very 
proper but a very selfish point of view. You would like to see the 
recovery of the coal industry. I would like to see it. I do not know 
how it could be brought about. But I do not think it is fair to advocate 
its being brought about at the expense of the economy of the North- 
east, which is now geared largely to a residual oil economy. 

Do you have any comment on that ? 

Mr. Campsett. All I can say is that we differ. We have different 
opinions on that subject. We have absolutely no apology for our ap- 
pearance here because, as I said, we are not pleading only for our 
selfish interest in contrast with gas—and I might say any time the 
Congress wants to put us on a strictly competitive basis, we will meet 
either the oil or gas industry on relative terms—but that is not what 
we have to deal with. We have to deal with the competitive situation 
which has been created by an act of Congress. : 

Mr. Hesetron. Not by an act of Congress. Let us be perfectly 
frank about it. John L. Lewis had a lot to do with it. 





NATURAL GAS 1005 


Mr. Campse.it. Yes. John L. Lewis arose under an act of Congress. 
Don’t forget that. 

Mr. Heseiron. One of the most amazing things to me is to have 
the Virginian Railroad and some of the other railroads which carry 
coal, and all dieselized, weep crocodile tears about the fate of the coal 
industry. We had to meet the situation in the Northeast. We met it. 
We are now pretty much geared to a residual oil economy. It is good 
for us. What I am asking you is why you should ask the Northeast 
as a particular segment of the economy to sacrifice itself completely 
because of the situation in which the coal industry unfortunately finds 
itself. 

Further, if you will tell me why you are so much interested in this 

as bill. 
" Mr. Campse.u. If I have not made myself clear on the subject, Mr. 
Heselton, I don’t think anything more I would say would be helpful. 
1 said we are interested in it because our markets have been taken away 
from us. They have not only driven us out of the markets, but have 
preempted our fair share of the energy market. If that is not enough 
of our interest, I don’t know what is. 

As I also said, in this particular case, we think our interest and the 
public interest are identical. If you want to serve the public interest, 
you will also help us. It won’t be because you want to help us, but 
because you want to help the public. But we will be the emalichenry of 
your public-spirited action, we hope. 

Mr. Hesevtron. In your statement several times I marked the point 
where you said that substantial markets have been lost to the imported 
residual oil on the eastern seaboard, but since this competition is re- 
garded as unfair by the industry, you have asked Congress to take cor- 
rective measures with respect to the problem. 

Mr. Campsety. That is correct. 

Mr. Hesetron. And other phases of it. All I can conclude from 
your testimony is that the coal people, very properly—I am not criti- 
cizing them for it, they should do it because they are responsible for 
their industry—are before this committee asking us to enact a law 
which will help them, and not particularly in terms of the public 
interest. 

Mr. Camrsett. Mr. Heselton, I don’t think I am the only witness 
that has come here who might want legislation which might help his 
business. Am] alone in that respect ? 

Mr. Heseuron. I could not say. We better leave it at that point. 

Mr. Campse.u. I also would like to say that we have a very full 
presentation on the subject of imported residual, fully documented 
with elaborate statistics, and very cogently reasoned, and if you would 
like to have us present that to you, I would be very happy to do so. 

Mr. Herserron. No. 

Mr. Camesety. This was not the forum where I wanted to debate 
that subject. 

Mr. Hesetton. We licked that proposition before, and I hope we 
will lick it again the next time itcomesup. That is all. 

Mr. Harris. Mr. Mack, do you have questions ? 

Mr. Mack. Yes, sir. I was not here for your forma] statement. 
On page 2, I wondered what you meant in the fourth line: 


We will not address ourselves to any of the latter bills but it is fair to state 
that the position of the coal industry is that we will oppose any legislation pro- 
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posing to remove FPC controls over the production and gathering of natural 
gas, unless such legislation is broad— 


and so forth. 

What did you mean by production and gathering of natural gas? 

Mr. Campsexy. As I understand the ambit of the Harris bill, which 
is one of the principal bills before the committee, it really undertakes 
to overrule the Phillips decision, so that the price of gas when sold 
by producers, gatherers and processors to the interstate pipelines will 
not be subject to price regulation by the Federal Power Commission. 
I said we are not addressing ourselves to the Harris bill or bills of that 
nature. 

Mr. Mack. You said you would oppose that provision. 

Mr. Campsett. We think this, Mr. Mack. The primary interest 
which Congress must have, if it is going to passa bill such as the Harris 
bill, will be assuring an adequate supply of gas for the consumers of 
the country. That is the only public interest ground on which Con- 

ress can act. If that is the case, then we say it is only dealing with 
half of the problem, because a part of the problem of assuring an ade- 
quate supply of gas for the people who should have it is to conserve 
the supplies which we have. We know that the supply of gas is ex- 
haustible. It is not going to run on forever. The figures we pre- 
sented, while they are not supported by detailed statistics, are correct 
nevertheless, and show that the life index—in other words, the total 
reserves divided by annual consumption—is declining very sharply, 
and has declined in 9 years from 32 years to 2214 years. We think that 
is a feature which is extremely disturbing and should be of most pro- 
found interest to the members of this committee. 

That decrease in life index occurred during a time when there was 
no price regulation of the prices at the well or at the end of the gather- 
ing lines. In other words, during a period of perfectly free private 
bargaining and negotiating as to price. Our notion is that the Harris 
bill only deals with one part of the problem. We think that the con- 
servation and national Sones angles are of paramount importance, 
and just as important as the other, and when you deal with it, you 
should deal with both problems and not merely with one segment. 

Mr. Mack. I did not understand this particular section of your 
statement, and I gather that you plan to oppose any bill that tends 
to remove this area from the jurisdiction of the Federal Power Com- 
mission. 

Mr. Campseii. Unless the Staggers bill would be incorporated in 
it, in which case we would be for the combined bills. 

Mr. Mack. A lot of us are in the same position. We have many 
mines in our districts that have been closed in the last 5 years. Nat- 
urally we are all interested in doing whatever we can to get them 
back in production and have the men employed. I am wondering what 
effect you think the Staggers bill will have on the coal situation in the 
country in the event it is passed. 

Mr. Camppetu. I answered the same question a little while before. 

Mr. Mack. Iamsorry. I was not here. 

Mr. Campsett. Briefly it is this. We would expect that the Com- 
mission would be less eager to grant new certificates for new lines and 
for increases in capacities of existing lines. We would expect that the 
Commission would undertake to throw more costs against the direct 
sales, the present unregulated sales. 
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Mr. Mack. I don’t want to take your time if you have already 
answered this question 

Mr. Campset. I have tried to. ri 

Mr. Mack. I am interested in knowing if you anticipate some of 
these mines that have closed to be reopened as a result of the passage 
of the Staggers bill. : 

Mr. Camrsett. We would hope that over a period of time there 
would be a better balancing as between the industries and our share of 
the energy market might at least hold to the present percentage which 
would involve an increase in production of coal. That is the minimum 
we would like to see. We think we ought to keep a larger share of the 
market than we now have. I have tried to advance in my paper why 
I think that is in the national interest. 

Mr. Mack. I have no further questions. 

Mr. Kern. I wanted to ask you just one question as I have to get 
away toa meeting. You may have answered this question. 

If the Staggers bill is not reported favorably by this committee, 
would your people support the Harris bill ? 

Mr. Campsett. I am not prepared to say that they would or would 
not, because they feel frankly that it only deals with half of the 
problem and of assuring adequate supplies. 

Mr. Kuern. Just one more question. If the opponents of the Harris 
bill are correct in their feeling that the passage of this bill would 
increase the price of natural gas to the consumers 

Mr. Hesevron. May I ask what bill you are referring to ? 

Mr. Kier. The Harris bill. Don’t you think that your group 
should support the bill because you have already testified here that if 
the price of natural gas is increased it will result, and I believe it will, 
in pricing the commodity out of the particular markets, and therefore 
might have the effect of having people use more coal ? 

Mr. Campsetu. If we were solely actuated by the motives ascribed 
to us by Mr. Heselton, we would answer yes to your question, but that 
is not the case. We feel that there is no assurance that an increase in 
the price at the well is going to mean any increase in the price of indus- 
trial gas and it might not mean that the load will be put on the domes- 
tic and commercial consumer. Our position is that if the supply of gas 
continues to increase, there is going to be much more injury to the coal 
industry than has occurred, and the country will be out of its gas much 
sooner than otherwise would be the case if conservation measures were 
applied, conservation in use and in production. As you know, the 
States of production have taken very pronounced steps to avoid waste 
in the production process. Whereas natural gas was flared at the well, 
now that is not permitted by law. The well must be capped or the gas 
used for recirculation or it must be sold. We do not think the prin- 
ciples of conservation end at the well. We think they go right through 
to the question of use. 

Mr. Hrseuron. Would the gentleman yield for a question at that 
point ? 

Mr. Mack. I yield. 

Mr. Hesevron. Would you in fact not like to see the price of natural 
gas increase ? 

Mr. Camepey. I think that would benefit us in a business way. 
undoubtedly. 
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The Cuarrman. Do you have any further question, Mr. Mack? 

Mr. Mack. Just one question. I wanted to ask in the event the Stag- 
gers bill is not passed, do you think that your organization will take a 
definite stand on the so-called Harris bill ? 

Mr. Camppe.i. My guess at the present moment is that they will 
oppose the Harris bill or any similar bill. 

r. Mack. Thank you. 

Mr. Campsetyt. Unless the Staggers bill is incorporated in it, in 
which case they would be for the combined bills. 

The Cuarrman. Mr. Dolliver. 

Mr. Dotuiver. I have been very interested in your presentation, Mr. 
Campbell. There are two lines of questioning that I would like te 
pursue. 

The first one follows what has just been asked you. It is my im- 
pression that the natural gas industry is opposed to the Supreme Court 
decision in the Phillips case. 

Mr. Campsett. That is a mild statement, if I may characterize it. 

Mr. Dotuiver. Let us say they are vigorously opposed to it, and the 
pending Harris bill is designed to alleviate that situation. 

It seems to be the fear of the natural gas producing industry that 
unless this legislation is passed, it will have a very detrimental effect 
on their industry in a variety of ways. Then we have been presented 
with testimony from the consumer interests of natural gas, who are 
likewise opposed in general to the Harris bill because they fear it will 
increase the price of their product which they get from the pipeline 
company. 

Do you have any opinion as to the effect of the Harris bill on the 
price of natural gas at the consumers’ end? Would it decrease the 
price of natural gas, or would it increase it ? 

Mr. Campse.u. That is a difficult question to answer, sir; because 
while there might be an increase under that bill at the input end of 
the pipeline, the distribution of that increase between the several 
consumers at the discharge end of the line could be an unpredictable 
thing. I don’t know how it would be allocated. But the increase 
would be there, and the consumers at the discharge end of the pipe- 
line would have to pay for it. 

Mr. Dotutver. Is not the distribution cost to the various types of 
consumers under the control of the local public utility commissions? 

Mr. Camrsett. No, as a practical matter, it is not. 

Mr. Dotuiver. I thought it was. It does not agree with my under- 
standing of the situation. 

Mr. Campsetu. The direct sales of pipeline gas from an interstate 
line to an industry is not subject to price regulation by the Federal 
Power Commission. 

Mr. Dotutver. That is not what I am talking about. 

Mr. Campsetu. I know it. Let me finish the sentence. While it is 
also subject to regulation by the local commissions, little attempt 1s 
made to regulate direct sales. 

Mr. Dotiiver. Do you mean to say that the Public Utilities Com- 
mission of, let us say, the State of Ohio, has no control of the rates 
charged in the city of Columbus, for example? 

Mr. Campsetu. Yes, if it is charged by the local utility. 

Mr. Dotuiver. That is what I am talking about. 
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Mr. Campse.u. But if it is charged by an interstate pipeline com- 
pany, it has the legal right to regulate the direct sales, but actually 
the right is not generally exercised. 

Mr. Dotturver. Isn’t the pattern of local cost to the consumer set 
by the local control body ? 

re Campse... In the cases where the gas is distributed by the local 
utility. 

Mr. Dottiver. Is not that a uniform practice ? 

Mr. CampseE tu. No, it is not. 

Mr. Do.utver. Let us explore that a little. I am getting some 
knowledge here that I did not heretofore possess. My understanding 
of the general pattern of the distribution of natural gas was that the 
pipeline company sold it to a local distributing company, is that not 
the usual pattern ? 

Mr. Campse. Let us put it this way: That is probably the pre- 
dominant case. But there are many cases where the pipeline com- 
panies sell gas to a power plant, we will say—a utility for burning 
the gas under the boiler—and that sale is not subject to Federal 
Power Commission control, and while it is subject to State control, 
State control is seldom actually exercised. 

Mr. Dotiiver. Are you or your organization prepared to furnish 
us with a list of those direct sales in interstate commerce ? 

Mr. Campsety. We could compile it from the records of the Fed- 
eral Power Commission. 

Mr. Dotttver. I would be very pleased to have that, Mr. Chairman, 
and I think that has some significance in this hearing. 

Mr. Camrsetyi. We have a chart which illustrates the point. There 
is one other practice that seems to be growing that might deserve your 
attention. In some cases the pipeline companies will insist on hav- 
ing the local utility, the distributing company, assign to it a large 
industrial consumer, and then it will pay the local utility a wheelage 
charge for transporting the pipeline gas to the local industry, and 
that sale then becomes for all practical purposes outside of the control 
of the local commission. It is regarded as a direct sale. 

Mr. Dotiiver. I think that type of operation also should be listed, 
or we should be given some additional information on that if you 
could procure it. 

Mr. Camppety. That is a practice which is not widely established, 
but apparently it is growing. 

Mr. Dotxtver. If you will procure that information, I will ask the 
permission of the chairman to insert it in the record, 

Mr. Campsett. We will certainly do the best we can. 

(The information referred to was submitted in a letter from Dr. 
Ford and appears in p. 1143.) 

Mr. Dotutver. One other line of questioning and that has to do with 
the competitive situation of the industry you represent with respect 
specifically to natural gas. Thas has been touched on heretofore in 
this hearing, and in your testimony, but I would like a further devel- 
opment. 

What is the coal industry doing in order to meet this threat, aside 
from asking for legislation? I mean in the production and in the 
= phases of your industry, what are you doing to meet this 
threat 
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Mr. Camrseti. We are doing everything within our capability. 
First, as to production costs, we have substantially reduced our pro- 
duction costs by increasing our efficiency. That comes from spending 
millions and millions of dollars for new machinery and equipment. 
The companies I represent have completely reequipped their mines 
with every piece of machinery being brand new for the purpose of 
cutting costs. 

Mr. Doitiver. That is very commendable. 

Mr. Campre.y. We are not the only ones. Numbers of them have 
done the same thing. In addition to that, we have reduced our prices 
and we have practically eliminated profits considered on an industry 
basis. We have reduced our prices at the mine. We have cut our 
costs, we have cut our prices, we have almost eliminated our profits 
in an effort to meet the competition of natural gas. In addition to 
that, we have spent large sums of money on research, and we have 
done everything that is within our capability to do to try to meet 
this matter from a point of view of self-help. 

Mr. Dotiiver. It seems to me that I have read over the last months 
something about the efforts of the coal industry to establish a gassifi- 
cation process for coal so that the hydrocarbons could be released not 
in the form of coal, but in the form of a gas mixture. What is the 
status of that enterprise, if you know? 

Mr. Campereti. A number of different research projects along that 
line have been underway, mostly by the Bureau of Mines of the Fed- 
eral Government, in an effort to provide processes which at some re- 
mote time in the future in the future would furnish a supply of gas 
to replace the supply of natural gas when it is exhausted. We have 
processes which work, but they are much more expensive, and are not 
presently economical and gas from those processes could not possibly 
compete with natural gas. So there is something that will have to be 
held for the remote future when the reserves of natural gas are sub- 
stantially exhausted, and then the public will be forced to go to coal 
as a source of gas which can be put in the pipeline. 

Mr. Dotutver. By what you have just said, you indicate that you 
see no present hope of this gassification of coal becoming a competing 
product with gas that comes naturally out of the ground. 

Mr. Camprett. It is in the distant future. The research that is 
being done now is of a very basic nature aimed at being commercial- 
ized at some time in thé future when the economics of the situation 
might make it possible. 

Mr. Dotutver. I likewise have read that there are some areas where 
because of the increase in the price of gas to the industrial consumer, 
they are coming back to coal. The new plants for production of elec- 
trical energy are being erected for the use of coal because of the in- 
crease which has been referred to in these hearings. Perhaps that 
offers some considerable hope to your form of energy. Could you 
elaborate on that ? 

Mr. Camppety. Yes, I can tell you something about it. Quite a 
number of large new electric generating plants have been built in the 
Ohio Valley and the Tennessee Valley. They are close to large re- 
serves of coal, and they are being fueled by coal. They are designed 
to use coal. 
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On the other hand, we have many of the utilities in areas like Chi- 
cago and St. Louis and other places, and New York City, that formerly 
used coal which are now using increasing quantities of natural gas. _ 

I would say generally speaking that the utility plants which lie 
close to the coal fields and have a low freight rate from the mines to 
the plants are staying on coal and new plants that are being built in 
those areas are designed to use coal, and those which are at a more 
remote distance from the mines are using increasing quantities of gas. 

Mr, Dotutver. I yield to Mr. Heselton. 

Mr. Heserron. Is the Dixon-Yates plant going to be on coal? 

Mr. Camppe.u. | am sorry I cannot answer the question. 

Mr. Hinsnaw. I may say to the gentleman that the Dixon- Yates 
plant is planned for coal. 

The CuarrMan. Will the gentleman yield at that point ? 

Mr. Dotuiver. Yes. 

The CHarrman. Assuming that it is built and put in operation. 

Mr. Dotutver. The reason I am asking these questions—and this is 
my last comment, Mr. Chairman—is because to me the whole fuel 
picture is one form of energy competing against another form of 
energy. Ultimately, it seems to me, regardless of what we may do 
here, that is going to be the answer to this problem as far as the coal 
and the gas and the oil industries are concerned, and atomic energy 
as well. It is the competitive value to the ultimate consumer that is 
going to determine which source of energy is going to be used. 

That isall,Mr.Chairman. Thank you. 

The Cuarman. Mr. Hale. 

Mr. Hare. Mr. Campbell, I should like to say to you in the first 
place that I am not entirely certain that it is a function of this com- 
mittee to pass on the relative degree of selfishness of the witnesses that 
come before it, but if we were to do it in your case, I do not think you 
would be found to be any more selfish than any other witness. 

Mr. Campsett. Thank you, Mr. Hale. I have been in the hearing 
room and I observed others were likewise testifying in their self 
interest. 

Mr. Hate. I think the people who come here are concerned for their 
respective industries and as far as I personally feel, they have every 
right to be concerned for their industries. That is what they come 
here for, to help us to reach some kind of solution of a very compli- 
cated problem. 

I have been particularly interested in the fact that many witnesses 
who have appeared before us have been much concerned by the com- 
petitive position of natural gas with respect to other fuels and many 
of them seem to think that rapidly rising prices of natural gas may 
slowly price it out of the market. Now you come along and com- 
plain that natural gas has displaced coal. In the same breath you 
say that the natural gas people are cutting their own throats by using 
up their reserves. 

Mr. Campsety. No, I say they are cutting the public’s throat and 
not their own. 

Mr. Hater. They will cut their own throats when their reserves are 
exhausted. 

Mr. Campseti. They will get the money for their gas sooner or 
later. The sooner they get it, the better they like it, but so far as the 
public is concerned, I would not think it would be in the public inter- 
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est - exhaust the reserves of this valuable and scarce commodity too 
uickly. 

\ I weal like to comment on your first statement, if you do not mind. 
The natural gas people are expressing fear of what may happen in 
the future on price relationships. We are not talking about any fears 
of what might happen in the future. We are telling you about what 
has already happened to us and what is continuing to happen to us 
under present conditions. | 

Mr. Hate. Yes. But of course it is not going to continue to happen 
if the price of natural gas increases rapidly. 

Mr. Campse.y. That is a difficult thing to say. The trends are all 
still in favor of natural gas. We have seen nothing to indicate any 
reversal. Each year the Federal Power Commission approves new 
pipe lines, increases in capacity for existing lines, more gas reaches 
the market, somebody buys it, and they don’t buy coal. 

Mr. Hate. You personally are willing to tell the committee that you 
see no likelihood that the competitive situation of coal vis-i-vis natural 
gas is going to improve? ar Maal 

Mr. Campsetu. I have seen nothing in it at the present time to 
indicate any change. 

Mr. Hare. What is your idea as to the respective functions of the 
two industries and the position which one should bear to the other? 

Mr. Campsett. I am not urging that the coal industry have a speci- 
fied percentage of the energy market. I have tried to indicate to you 
that I think if present conditions continue, the supply of gas is goin 
to be exhausted sooner than it should be. The price of it will be Sulood 
to heights which will make it a quite scarce commodity. 

Mr. Hate. But then the competitive situation of coal would im- 

rove. 
' Mr. Camppect. At that time. We have to live in the meantime if 
there is going to be any coal industry then. 

Mr. Hate. Is it not a fact, Mr. Campbell, that the present rate of 
exhaustion of natural gas, unless extraordinary reserves are located, 
will vanish in a generation ? 

Mr. CameseE.t. It will vanish very rapidly. That is the main point 
of our argument. It should be conserved. 

Mr. Hate. Leaving the poor coal business to compete with a greatly 
enhanced atomic energy business probably. 

Mr. Campseti. That may be all too correct a description of the 
future. We think the situation has gotten to the point now where, as 
we said, Congress should reappraise the relative positions of the fuel 
industries and their value to the public and their value in terms of 
national defense. No one has mentioned the national defense angle, 
but we consider it to be extremely important. 

Mr. Rocrrs. Mr. Campbell, do you agree with the conclusion of the 
Supreme Court in the Phillips case ? 

Mr. Campseu. I don’t say I agree with it. I predicted it. 

Mr. Rocers. You do not say that you agree with it? 

Mr. Campse.i. No, I think it is a wrong decision as a matter of 
aw. 

Mr. Rocrrs. Thank you, Mr. Campbell. You and I concur. 

One further question. In regard to what you were talking about 
industrial sales having to do about creating unfair competition to the 
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coal business, is it not a fact that the Federal Power Commission at 
the present time has the authority or the power that they could correct 
that situation under the present law ¢ 

Mr. CampsELu. Only in part. They would require a larger part of 
the direct cost to be allocated to the direct sales. 

Mr. Rocers. That is the point I made. 

Mr. Campsetnt. Which would reduce the amount of fixed charges 
which are assessed against the regulated section. On the other hand, 
they cannot fix the level of the price. If the pipeline wants to go 
below cost, there is nothing the Power Commission can do to stop it. 

Mr. Rogers. Insofar as industrial sales are concerned. 

Mr. Campse.L. That is right. 

Mr. Rocers. They could divide the amount of gas in kind rather 
than in value and c arge it up on a pro rata basis as far as residential 
uses are concerned to where it would be almost impossible for the pipe- 
line company to sell it below cost for industrial use. 

Mr. Campset.. It might discourage them, too, but it would not pre- 
vent them. 

Mr. Rocers. Thank you. 

The Cuarrman. Mr. Hinshaw. 

Mr. Hinsuaw. Mr. Chairman, I am very much interested in this 
bill, H. R. 4943. As Mr. Heselton was endeavoring to find out what 
the actual purpose of the bill was, I think I could perhaps elicit that 
information by asking the question whether the bill is intended to go 
beyond the sale of natural gas to industrial users in direct sales. 

fr. Camppeii. Yes, it is. 

Mr. Hinsnaw. What other purpose has it? 

Mr. Campse.y. The two primary purposes are set forth in section 2. 

Mr. Hinsuaw. I realize that. 

Mr. Campse.u. One is to apply policies of conservation in both the 
certificating powers of the Commission and the price fixing powers of 
the Commission. The other is for the Commission to keep in mind 
when it is administering its authority the problems of national defense, 
and the ability of the coal industry to maintain a peacetime potential 
which can be called on in time of war. 

Mr. Hinsuaw. I am talking about the effect of it as far as price reg- 
ulation is concerned. Of course, we realize that you would like to have 
the natural gas industry economize and conserve its resources which 
it proposes to sell, because heat energy is involved, and you are in the 
heat energy business. 

But aside from that, is there any other purpose besides putting the 
industrial user who purchases natural gas direct from a pipeline under 
regulation / 

Mr. Campseti. Yes, it would also empower the Commission to reg- 
ulate the quantities of gas going to a local distributing company which 
might be applied by it to boiler fuel use. 

Mr. Hinsuaw. That is a new one. You mean control the amount 
of gas available to a local distributing public utility ? 

Mr. Campset. If it is applied for boiler fuel use, yes. 

Mr. Hinsuaw. At that point do you consider the boiler in a steam 
hot water heating plant of a home to be boiler use? 

Mr. Campse.y. No, we do not. 

Mr. HinsHaw. You are exclusively talking about industrial use? 
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Mr. Camppety. Yes. The large boiler plants where they could 
burn either fuel with relatively no inconvenience. 

Mr. Hinsnaw. Mr. Campbell, you are a very smart fellow, evidently. 

Mr. Camesett. Thank you very much. 

Mr. Hrysuaw. I would just like to know whether you have calcu- 
lated the effect of that type of measure upon the location of industry. 
At the present time the gas producing States are trying very hard to 
get industries to come directly into those States, because there is no 
Federal regulation of direct sales of producers of natural gas within a 
State, except as it becomes a public utility problem, and is offered to 
the public consumer through a public distributing system. Have you 
thought that one out? 

Mr. Camppetyt. Yes, we have. The answer is this: No large indus- 
try would move to Texas or Oklahoma in order to get cheap gas to 
turn under a boiler to make steam. They will move to Texas to get gas 
with which to make ammonia or with which to make the various plas- 
tics, and other products which come from the hydrocarbons contained 
in natural gas, and which they can buy there cheaper than in any 
other form. 

Mr. Hinsuaw. I would like to call your attention to the fact that 
since these hearings began in earnest, and many people have appeared, 
and many people have been thinking the situation over, that an organ- 
ization has been started in the State of Oklahoma for the further 
industrialization of the State through the production of power avail- 
able through local natural gas, and thereby to conserve the gas from 
going out of the State, and the business going out of the State. 
Whether or not that is of interest to West Virginia is another ques- 
tion. But there are plenty of industries in West Virginia that use gas 
that they produce from coal. 

Mr. Camppetn. That use gas produced from coal? We have no 
industries in West Virginia that use gas produced from coal. 

Mr. Hrnsnaw. You do not have a glass industry ? 

Mr. Campsetn. Most of them are burning natural gas. 

Mr. Hinsnaw. That is what I say. They are now burning natural 
gas but they recently burned natural gas from coal until the natural 
gas came in from the other parts of the country. 

Mr. Camrpett. That is right. We had one of the Oklahoma glass 
companies that came to my home town because it could buy gas at a 
cheap price. Of course, in that case gas helped it in its industrial 
processes. But it was not using gas to raise steam. It was using gas to 
heat glass. It felt it had better control with natural gas than with 
artificial gas. 

Mr. Hinsnaw. Let us assume that this Staggers bill is incorporated, 
I insist, in the Harris-Hinshaw bill—because I am author of a similar 
piece of legislation, and I am rather proud of it—and the price of gas 
to the industrial user is accordingly increased and coal becomes com- 
petitive as a source of gas in the State of West Virginia again as it was 
until recently when natural gas was offered. Is there any reason why 
the glass industry should not move to Oklahoma ? 

Mr. Camppett. The glass industry, did I hear you say ? 

Mr. Hinsnaw. Yes. 

Mr. Campsety. I don’t know the economics of it. If they get 
cheaper fuel in Oklahoma than they can get in West Virginia, and it 
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suits their purposes better, and they make money by moving, I would 
see no reason why they should not move. 

Mr. Hinsuaw. I assure you that the group that I speak of is going 
to try very hard to get them to move. 

Mr. Sraccers. West Virginia is an exporter of natural gas and 
have been. We were producing many, many new fields in my own 
district. We export gas, although it has been dropping through the 
years. We have our own gas. We are one of the oldest gas fields of 
the Nation. 

Mr. Hinsuaw. I know that. 

Mr. Sraccers. As I say, West Virginia is an exporter. So we would 
not have any reason to have any of our industries in West Virginia 
to move because of a gas field because they will find it as cheap there. 

Mr. HinsHaw. These people are trying to get the business from 
West Virginia. 

Mr. Sracerers. We have chambers of commerce trying to do things 
all over the Nation, but sometimes they do not do it. 

Mr. Hinsuaw. If they can sell natural gas cheaper in Oklahoma 
than in West Virginia, which I am sure they can, they will do it. 

I come from a country more or less in line with Mr. Heselton’s. We 
live a thousand miles from any source of coal and hence do not even 
know what coal is. You might be amused by the fact that here in 
Washington for years the Post Office Department has been designing 
post offices with coal bins in them for installation in California. Of 
course, we don’t have any coal, and we had to use them for storage bins 
for unused mail sacks or something of that sort. 

Mr. CaMpsBeLL. Sir, do you live in Washington ? 

Mr. Hinsnaw. No, I live in California. 

Mr. Camepety. There used to be a very small production in Cali- 
fornia of coal. Iam not sure whether it ceased or not. 

Mr. Hinswaw. I am sure I never heard of it. 

Mr. Campsett. We found that out when we had the National Bi- 
tuminous Coal Act of 1937, when we were under price regulation by 
the Federal Government. 

Mr. Hinsuaw. They must have mined all there is to mine and that 
is the end of that. The nearest coal is Colorado. I am just curious to 
know what the effects might be. 

Mr. CampsBeLL. I take it that California is tremendously interested 
in the continuity of the supply of natural gas, because when it is gone, 
you are going to either burn coal or imported oil and your fuel costs 
would be extremely high. So I would think that you would be in- 
terested in the conservation of natural gas for your constituents. 

Mr. Hinsuaw. We are another seaboard State, and still have some 
of our own oil if we can keep the Navy from taking it away from us. 
Mr. Campsety. You are importing oil from the Middle East. 

Mr. Hinsuaw. Yes; also gas. 

Mr. Hrsevron. Would the gentleman yield at that point? 

Mr. HinsHaw. Yes. 

Mr. Heseiron. There is one point that the witness has brought up 

7 repeatedly, that interests me because during my service on this com- 
q mittee, my colleague, Mr. Harris, can probably deal with this much 
more adequately than I can. That is this recurrent theme that gas is 
going to go out. Every year, as far as I know, and Mr. Harris will be 
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able to correct me, we have brought into proven reserves more gas than 
anybody ever anticipated. 

r. Harris. I would not put it that way. We have brought in more 
gas than we have consumed in this country, and therefore have in- 
creased the reserves each year. Even last year, when we had the 
highest consumption in the Nation, we increased the reserves. 

r. Hesritron. Exactly. While nobody, I assume, can say with an 
assurance that we are going to have a continuing reserve that will 
serve the a over the next half century, yet I think the actual 
facts, as far as I have been able to determine them, indicate that we 
have been gradually increasing the reserve, and have every reason to 
think that we will increase the reserve. 

Mr. Harris. If the gentleman would permit—— 

Mr. Hinsuaw. I will permit it. 

Mr. Harris. If we will give the industry an opportunity and a 
chance to operate in the future as they have in the past we will. But 
if you tie them down, I have some very serious doubts. 

Mr. Camrsetyt. Mr. Chairman, may I comment on that situation? 

The CuHarrman. You may, sir. Mr. Hinshaw has the floor. 

Mr. Campse.i. We have some figures which Dr. Edwards will intro- 
duce which bear directly on the point which you raised, Mr. Heselton. 
They show that in every gas field in the country which has been de- 
veloped to date, there is a rise in the production until a peak is reached, 
and then the production begins to decline and goes on a downhill 
curve, and that continues in spite of the fact that demand and price 
both rise in the field. That simply is another way of saying that every 
natural gas deposit is an exhaustible deposit, and when you reach the 
point of diminishing returns, an increase in price may prevent the line 
from going down more steeply, but it will not bring the supply back up 
to the peak point. There is no exception to that rule in the history of 
any gas field in the country. If we consider the United States as a gas 
field, the same rule will apply to it. Your price increases at the well 
may tend to prevent the supply from going downhill as rapidly as it 
otherwise would, but they won’t produce gas that is not there, and they 
will not bring the gas supply up to the former peak. 

Another interesting point there is that in the 4 predominant gas 
roducing States of this country, Texas, Louisiana, Oklahoma, and 
<ansas, the life index of the gas reserves—in other words, the proven 

reserves which you have talked about as having been increased— 
divided by the current annual consumption, has declined very sharply 
in each of the 4 States. That decline has contributed to the national 
decline to which I called attention in my paper from 32 years to 2214 
years in a period of 8 or 9 years, a most catastrophic fall in reserves. 

Mr. Hesevton. But that all presupposes no new discoveries. 

Mr. Campsety. No, sir; it does not. 

Mr. Hesetron. Up in North Dakota, in the Williston Basin, as I 
recall, there were very recent discoveries. 

Mr. CampseLt. Yes, sir; there have been discoveries everywhere. 
But they do not equal withdrawals. 

Mr. Hesetton. Thank you, Mr. Hinshaw. 

Mr. Hinsuaw. I think we are dealing with a very highly complex 
subject. I am sure we are dealing with a very highly complex subject. 
We are dealing not only with the subject of prices and regulation of a 
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commodity which is at the same time to be regulated as a public utility, 
but we are dealing with the economics of the location of industry and 
all sorts of things, transportation and everything else. Is that not 
true ¢ 

Mr. CamMpse.t. Yes, sir. You have a very high duty to perform in 
trying to adjust all the manifold conflicting interests which go to make 
up the total of the public interest. It is a very important job which 
you have. 

Mr. Hinsuaw. We hope that not everyone will be selfish in their 
outlook and viewpoint on this question, and we will get some honest- 
to-goodness unselfish good expert advice, because that is what we need. 

Mr. Campsett. Mr. Hinshaw, I would like to say one thing. What- 
ever our motives may have been, the facts that we have presented to 
you aretrue. You may accept them as true. 

Mr. Hrnsnaw. I am not challenging the truth or falsity of the mat- 
ter. I just want to put in the record a telegram, which was sent to 
the chairman of this committee. Hon. Percy Priest, recently. I under- 
stand that the copy addressed to him was in the office and consequently 
this is just a matter of interest : 


Understand that mayors of leading cities asked to oppose change in current 
Federal regulation of independent producers of natural gas. 


That is a very interesting statement. 


On the contrary as Mayor of Los Angeles, I heartily support the Hinshaw bill 
(and he would include the Harris bill) 

Mr. Harrts. I accept the modification. 

Mr. HinsnHaw (reading) : 

Which will eliminate Federal regulation of the producer and will assure an 
adequate supply of natural gas to Los Angeles and other large consuming areas 
at a price fair to both producer and consumer, and I urge your honorable com- 
mittee to recommend passage of the Hinshaw (Harris) bill. 

Signed Norris Polson, the mayor. 

Mr. Chairman, the hour is getting late and we have a call to the 
House. I do not believe I will be back to question because I have some 
other business that goes on this afternoon, but I assure the gentleman 
who is testifying that I accept his testimony as truth in so far as it goes. 

Mr. Campsetu. Thank you very much. 

The CuarrMan. There will be legislation on the floor of the House 
this afternoon. It is the intention of the Chair to have a session of the 
committee beginning at 2 o’clock, at which time general debate will 
be on long enough to allow Mr. Campbell to finish his testimony or the 
questioning of the witnesses. We will not attempt to go further than 
to finish with your testimony, and the questions of Mr. Campbell. 
The committee stands adjourned until 2 o’clock. 

(At 12:25 p. m., a recess was taken until 2 p. m., the same day.) 





AFTERNOON SESSION 


The Cuarrman. The committee will come to order. 

As we announced at the end of the morning session, we are convening 
for a comparatively short session this afternoon while there is general 
debate on in order that perhaps we might finish with Mr. Campbell’s 
testimony. We have a somewhat crowded day tomorrow also, and we 
are trying to go along as rapidly as possible without excluding any 
important testimony. 
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Before we resume with the questions, however, the Chair desires 
to present for the record at this point a statement in the form of a 
letter from the Long Island Lighting Co., signed by Mr. Errol W. 
Doebler, president of that company, in which they substantially take 
the same position as given to the committee in the testimony of Mr. 


LeBoeuf. 


(The letter referred to follows :) 
LONG ISLAND LIGHTING Co., 


Mineola, N. Y., April 19, 1955. 
Hon, J. Percy PRIEST 
Chairman, House Committee on Interstate and Foreign Commerce, 
House Office Building, Washington, D.C. 

Dear Srr: I have been allotted time tomorrow to present the views of this 
company as to the Harris and related bills. However, in view of the full state- 
ment made by Mr. LeBoeuf on behalf of a number of distribution companies, 
including this one, and your wish to expedite the hearings and conclude them 
by April 29, I am happy to spare the committee’s time by substituting this letter 
for an appearance. 

We in the gas industry and you as our legislators are faced with the practical 
problem of setting up the industry so that the following goals will be realized 
as nearly as possible: 

1. The prices paid to the producers will be high enough to be an incentive 
for continued exploration and development of gas reserves. 

2. The pipeline companies will receive a fair return on the sums they have 
invested in the transportation equipment. 

3. The prices paid by the marketing companies will be low enough to permit 
the gas to be sold to the ultimate consumers at a competitive price, and afford 
a reasonable rate of return. 

The producers’ arguments are directed to the first of these three principles. 
The second principle, regulation of pipeline companies, seems to be well in hand 
under the Natural Gas Act. The third principle, providing gas at competitive 
prices, cannot be achieved without elimination of escalation clauses in existing 
and future gas purchase contracts. 

We support the five principles of Mr. LeBoeuf as a fair compromise of this 
difficult problem. We do not believe it would be adequate to leave to the Federal 
Power Commission the regulation of rates under the more objectionable of these 
clauses, although this may be done with the less harmful. We understand that 
this is the position of Messrs. Frazier and Heyke as well as Mr. LeBoeuf. 

We agree that where the price clauses of a producer contract have been out- 
lawed, there should be some avenue for producers to get relief if their costs rise. 
As a matter of fact, we believe that such relief should be obtainable even when 
the contract does not contain an escalation clause. In both cases, relief would 
be available under Mr. LeBoeuf’s five proposals, by application to the Commis- 
sion. This would also be true of a “cost of living” escalation clause, which 
would not be outlawed, but would be subject to approval of the Commission. 

In considering the economics of gas supply, I would like to caution the com- 
mittee against two dangers. First, it would be a mistake to assume that the 
current production costs of manufacturing plants which we distributing com- 
panies use only a few days a year, are indicative of what the production costs 
would be if the plants were run continuously. These stand-by plants have many 
costs which continue regardless of whether any gas is made. Therefore, when 
the plant is used only a few days, the costs for a whole year of stand-by service 
are piled onto the small production, causing a high unit cost. 

It would also be a mistake to take the present average cost of natural gas to 
a distribution company, as representing what it would cost to replace present 
peak-shaving manufactured gas with additional natural gas. The additional 
natural gas would have to be bought on a basis whereby the pipeline and pro- 
ducer would have to be paid for the use of their facilities for a whole year even 
though they were actually used for only a few days. Thus, with a high demand 
charge in the pipeline’s rate schedule, when gas is taken at a low load factor 
the cost would be much higher than present average costs. 

I appreciate the courtesy of the committee in its willingness to hear so patiently 
the views of the distribution companies, which as you have seen have serious 
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problems, too; and I am happy to cooperate in the committee’s desire to shorten 
the hearings. 
Very truly yours, 
ErRoL W. DOEBLER, President. 

The CuairMan. Weare ready now to resume. 

Mr. Harris, do you have some questions of the witness / 

Mr. Harris. Yes, Mr. Chairman. I would like to ask a few ques- 
tions at this time. 

First [ should like to say to Mr. Campbell that I have listened with 
much interest to your discussion here of your views as well as the po- 
sition of your national organization. It has been of some interest 
to me that you have presented a little different version of what is 
the best as far as the public interest is concerned than some of the pre- 
ceding witnesses, who have been interested in a different viewpoint. 

As I understand their presentation, a good many of them are ex- 
ceedingly fearful that there are going to be higher and higher prices 
of gas, and anything from their thinking that would permit higher 
costs would be against the public interest. 

I am sure you have heard some of that testimony presented here, 
if you have had the occasion to attend some of these hearings. 


STATEMENT OF ROLLA D. CAMPBELL—Resumed 


Mr. Campsett. I was here last week, Mr. Harris, and heard some 
testimony to that effect. 

Mr. Harris. Your position, which you and the entire industry sin- 
cerely believe is in the best interest of the public, is stated in one sen- 
tence on page 2 in which you state, and I quote: 


It is our position that irrespective of whether action is taken by the Congress 
on the Harris bill, H. R. 4560, or similar legislation, we firmly believe that the 
public interest, national defense and a balanced fuel economy require enactment 
of the Staggers bill. 

I am certainly sympathetic to the problems of the coal industry. 
In fact, I share the same sympathetic feeling towards a great many 
other businesses and institutions in this country, some of them hav- 
ing a pretty difficult time. The coal industry, I am sure, has its 
problems. 

Mr. Campsety. I believe some of your coal producers in Arkansas 
have had a pretty rough time in recent years. 

Mr. Harris. And some of our gas producers are having a pretty 
rough time, though we have as much gas as coal, although we do not 
have too much of either. 

But the Staggers bill first would amend section (b) of section 1 
of the Natural Gas Act by merely striking out the words “for resale.” 

Mr. Camprety, That is right. 

Mr. Harris. Insofar as the jurisdiction of the Federal Power Com- 
mission is concerned, that is the only distinction the bill which you 
—— makes from the present bill, is it not ? 

Mr. Campsett. As far as the ambit of its power is concerned 

Mr. Harris. The Phillips case, with which you are no doubt fa- 
miliar 

Mr. Campsbein. Quite. 

Mr. Harris. Extends the Federal regulatory control by the Federal 
Power Commission on all sales for resale. 


61557—55—pt. 2 6 
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Mr. Campse ut. It goes further than that. 

Mr. Harris. Wait a minute until I get through. All sales for re- 
sale over not only a natural gas company—that is what we refer to as 
interstate lines—but it also extends that control now to the producers 
and gatherers and processors of gas, does it not ? 

Mr. Campsety. They are defined as natural gas companies with all 
of the obligations and duties imposed on natural gas companies. 

Mr. Harris. Therefore, under the Phillips decision, they will and 
are classified as a public utility, are they not? 

Mr. Campse.u. They have duties because their business is impressed 
with the public interest. I would not call them a public utility. 

Mr. Harris. They are classified as an industry or business the same 
as public utilities. 

fr. Campseu. There is a difference. I always thought of a public 
utility as one obligated to serve the public alike. 

Mr. Harris. That is precisely what I thought. 

Mr. Campsetu. The gas industry is not required to make a sale to a 
pipeline company. 

Mr. Harris. I am not too sure about that. That is one thing that 
disturbs me. 

Mr. Campsett. The effect of the Phillips decision is to say that if 
you do make a contract with a pipeline company for shipment of gas 
in interstate commerce, you then become a natural gas company. That 
then imposes certain duties and obligations on you as a natural gas 
company. 

Mr. Harris. That istrue. Then consequently they have to subscribe 
to the same regulations, requirements and so forth as a utility, which 
the long lines are now considered. 

Mr. Camrsetu. No, I would say there is a distinction in the amount 
of duties they have. 

Mr. Harris. Under the Supreme Court decision ? 

Mr. CAMPBELL. Yes. 

Mr. Harris. I am interested in that. I wish you would explain. 

Mr. Campsetu. For instance, a railroad has got to serve everybody 
alike. If I tender goods to be transported, they have to give me cars 
and transport it, and charge me the published rate. That is their 
—_— duty. If you go into a hotel, which is a public business, they 

ae provide you with space. They cannot turn you down arbi- 
trarily. 

Mr. Harris. If they operate. 

Mr. Campsewy. If they operate. 

Mr. Harris. Very wal. 

Mr. Camppety. A producer of natural gas is not obligated to sell 
his gas to any interstate pipeline company. He can sell it locally. 
He can leave it in the ground. He can do anything he wants, but if 
he does make a sale 

Mr. Harris. That is right. 

Mr. Camrsetu. He sticks his head under the noose. 

Mr. Harris. That is right. That is precisely what I am getting at. 
If he operates just like that railroad operates, then he comes under the 
Phillips case, and subject to the jurisdiction of the Federal Power 
Commission. 

Mr. Campsext. Not altogether. I represent a gas producer in my 
State which developed quite a nice little supply on its property. 
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Some years ago we had the problem of whom to sell the gas to. We 
had three potential customers. We had an industrial customer and 
we had two pipeline companies. We could get a better deal out of 
the pipeline companies. I said, “Don’t sell to them, because you are 
sure to get your head under the noose of the Federal Power Commis- 
sion, and you should sell to the industrial customer which will consume 
the gas within the same State.” We did and we were interested in 
the Phillips decision as a matter of interest, but it did not affect us a 
particle because we had chosen to stay out from under the jurisdiction 
of the Commission. 

Mr. Hae. That proves you are a good lawyer. 

Mr. Campsett. Thank you very much, sir. That is one time I 
guessed right. , 

Mr. Harris. Of course you are right. What we are talking about 
is these sales that go in interstate commerce for reseale. You do not 
disagree that the results of the Phillips case bring sales of independent 
producers under the jurisdiction of the Federal Power Commission ? 

Mr. Campsett. When the sales are made, no, I do not disagree with 
that. 

Mr. Harris. That is true. 

Mr. Campse tt. It certainly is. 

Mr. Harris. The Staggers bill, which you support, does not change 
that situation at all. 

Mr. Campsett. No, it does not deal with that situation. 

Mr. Harris. Then consequently what you are proposing to this com- 
mittee is that producers and gatherers and processors of natural gas 
in the field continue to remain under the jurisdiction of the Federal 
Power Commission. 

Mr. Campse.u. No, that is not our position. Our position is that 
if you are going to make a change in the law vo bring about the results 
proposed by your bill, then you should at the same time make the 
changes in the law proposed by the Staggers bil] in order to deal with 
the problems at both ends of the line, instead of just at the producing 
end of the line. 

Mr. Harris. Yes, I appreciate that, but here is the bill that you say 
you support wholeheartedly. Isn’t that what you said in your state- 
ment ¢ 

Mr. Camrse.ti. We said we are for the Staggers bill. 

Mr. Harris. This bill does not in one way in the world change the 
present jurisdictional status under the Phillips case. 

Mr. Camepse.u. Not the slightest. 

Mr. Harris. Then consequently you are proposing to this commit- 
tee that the independent producers and processors continue to be reg- 
ulated and controlled as to their sales by the Federal Power Commis- 
sion, are you not? 

Mr. CampseLt. Insofar as the Staggers bill is concerned, that is true. 

Mr. Harris. That is the effect of the Staggers bill, is it not ? 

Mr. Camrsett, That is true. . 

Mr. Harris. That is what I am trying to get at. 

Mr. Campsett. I would like to explain something. We are not 
expert in gas production. I don’t know that our views which we 
might present to you on what the effect would be on the production 
of gas under certain conditions would be of any particular value to 
this committee. 
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Mr. Harris. Mr. Campbell, I think your views are of a great deal 
of value to this committee. 

Mr. Campsett. Thank you, sir. 

Mr. Tfiarrts. You have presented your case very well. I want to 
compliment you on that. But what I am trying to do here is to show 
precisely just what you are proposing to do. 

Mr. Campseti. That is our position. 

Mr. Harris. I do not see how there could be any question or con- 
troversy over it, because what you are saying to the gas producers is 
that we want you to continue to be regulated at the well head of your 
sales of gas that go in interstate commerce. 

Mr. Campve.u. If you will add one condition on it. 

Mr. Harris. Here is the bill. 

Mr. Campseiy. Unless the Staggers bill is passed. 

Mr. Harris. This is the Staggers bill. That is what I am talking 
about. Here is the bill, and if you will show me in any one way that 
statement is not correct, I would welcome it. 

Mr. Campseti. Your statement is correct, sir. Our position is 
that the controversey over the production end is not in our bailiwick. 

Mr. Harris. But you are saying here that the bill you support is 
the bill we want passed, and therefore we want to control the pro- 
ducers and gatherers of gas at the wellhead. 

Mr. Campseiy. No, I can’t agree with you, Mr. Harris. 

Mr. Harris. That is the effect of the bill, is it not ¢ 

Mr. Campsett. If you consider the Staggers bill and the Staggers 
bill alone, that is correct. 

Mr. Harris. That is what you are recommending. 

Mr. Camppett. We are recommending that the Staggers bill be 
passed regardless of what else you do, but we have no objection to 
your bill if the Staggers bill is incorporated. 

Mr. Harris. Why did you not include those provisions in your bill? 

Mr. Campseti. We thought that was somebody else’s problem, not 
ours. 

Mr. Hares. In other words, what I am trying to get down to is 
what you do is not only keep them under regulatory control, but you 
push them further than what the present law provides by extending 
the jurisdiction of the Federal Power Commission to direct sales. 

Mr. Camppett. We don’t push the producers further under con- 
trol. We would push the pipeline companies under further control. 

Mr. Harris. The producers furnish the pipeline companies. 

Mr. Campretyi. They are certainly separate interests as you heard 
in this committee. 

Mr. Harris. Very well. Under the Phillips case when the pro- 
ducer sells to the pipeline company to transport in interstate com- 
merce to the distributor for resale, the court said that the Federal 
Power Commission jurisdiction extended all the way back to the 
wellhead, did it not? 

Mr. Camppetyi. Yes. 

Mr. Harris. That jurisdiction does not include direct sales to the 
consumer, does it ? 

Mr. Campseti. Of the pipeline companies ‘ 

Mr. Harris. That is right. 

Mr. Campsets. That is right. 
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Mr. Harris. If the language that you propose here, to strike out 
the words “for resale” were to be adopted, then under the Phillips 
decision, and this amendment, the Federal Power Commission would 
control all sales from the consumer back to the producer at the well- 
head, would it not ? 

Mr. Campsetu. That is correct. 

Mr. Harris. Then therefore you extend the jurisdiction of the Fed- 
eral Power Commission to the producer not only on the gas that goes 
in interstate commerce for resale, but to include that that is presently 
exempted which goes in direct sales to the consumer. 

Mr. Campsety. Mr. Harris—— 

Mr. Harris. I am trying to get the facts here. 

Mr. Campretn. I want to maaan it as clear as I know how. As I 
understand the law at present, if a producer sells to a pipeline com- 
pany, that sale is subject to regrult ation even though the pipeline com- 
pany sells to a direct consumer on a sale which 1s not regulated be- 
cause it is exempt. In other words, the present producers | as to their 
sales are completely under the Federal Power Commission, because 
they don’t make any direct sales to consumers in the interstate com- 
merce. But the pipeline companies make two kinds of sales. One 
is for resale, and one is to direct consumers. Although the price they 
paid may have been regulated, the price they get when they sell to 
a direct consumer is not, as a practical matter, regulated under pres- 
ent law. In practice, such direct sales are treated as private business. 
The rates are negotiated between seller and buyer and are not deter- 
mined by the State commissions. 

Mr. Harris. This morning you testified, I believe in response to a 
question by Mr. Dolliver, that the State regulatory authority does not 
exercise jurisdiction over the prices of direct industrial sales of natu- 
ral gas of interstate pipelines. Did I misunderstand ? 

Mr. Camesetn. No, you did not. You understood me correctly. 

Mr. Harrts. Are you sure you are correct about that? 

Mr. Campsext. I am confident that any regulation which occurs is 
strictly nominal and for all practical purposes s does not have any effect 
on prices of direct sales. 

Mr. Harris. Are you familiar with the Supreme Court decision in 
the Panhandle Eastern Pipe Line Company v. Public Service Com- 
mission of Indiana, 332 U.S., page 507? 

Mr. Camppet.. No. | cannot say Iam. 

Mr. Harrts. For your information, I want to eall it to your atten- 
tion. You will find that on page 507, volume 332 of the United States 
Reports, it says : 

In the light of the legislative history, provisions and policy of the Natural Gas 
Act, and of the judicial history leading to its enactment, the sales of natural gas 
by an interstate pipeline carrier direct to industrial consumers, although in in- 
terstate commerce, are subject to regulation by the States. 

My attention has not been called to any decision of the court yet 
that has changed that, although I recognize that some of these deci- 
sions are subject to modification by the Supreme Court. 

Mr. Camprets. The Supreme Court changes its own law, as you 
know. 

Mr. Harrts. That is what I was thinking. 
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Mr. Campsety. My information on that subject, Mr. Harris, is that 
regardless of what the law might be, those direct sales are not in fact 
regulated. 

Mr. Harris. The Supreme Court is the highest court of the land, 
as you know. We have to abide by the decision of the Phillips case. 
Mr. CampseLt. It has the last guess. ; a 

Mr. Harris. I agree with you that it may not be the right decision, 
but it is so decided by the court. This is also the language of the 
Supreme Court. 

Mr. CampBe.. Yes. 

Mr. Hate. What is the date of that decision ? 

Mr. Harris. I was just looking for the date. Decided December 15, 
1947. Mr. Justice Rutledge delivered the opinion of the court. I 
don’t mean to imply at all that I am as good a lawyer as you are. I 
know law. But nevertheless, I happen to be familiar with this de- 
cision. 

Mr. Hatz. Was that a divided opinion ? 

Mr. Harris. No. 

Mr. Heseton. Will the gentleman yield ? 

Mr. Harris. I yield to the gentleman from Massachusetts. 

Mr. Heseiron. What Mr. Harris has just brought out would seem 
to me in direct contradiction to the heart of your case, as indicated 
in this little leaflet that you have handed to us, where you state that 
the FPC has asked that it be given jurisdiction over direct industrial 
sales of natural gas, this substantial volume of natural gas distributed 
in interstate commerce is now exempt from FPC jurisdiction. There 
is no reason in logic for it, that FPC should control all natural gas 
that enters the stream of commerce if the public interest is to be served. 

I am left somewhat confused as a result of Mr. Harris’ question and 
the citation of the decision as to just what your interpretation of the 
effect of the Staggers bill would be, and what your real objective is. 
Can you help me out by making a comment on that ¢ 

Mr. Campsetu. The objective is that the Federal Power Commis- 
sion would have the authority to regulate the prices at which direct 
sales were made by the interstate pipeline companies to purchasers 
who themselves consume the gas and do not resell it. The statute 
clearly exempts such sales now from the regulatory power of the Fed- 
eral Power Commission. Mr. Harris raised the point and said they 
are now subject to regulation by the local divisions, I had answered 
in response to that question that I did not think there is actually any 
real, substantive regulation by the States of direct sales. Such regu- 
lation as exists is purely formal, according to my information. 

_ He calls attention to a case where the Supreme Court says that even 
since the Natural Gas Act was passed, the States retain control of the 
prices of direct sales. I have not recently examined that case, and I 
would like the privilege, Mr. Harris, if I may, of filing a memorandum 
cn the subject. 

Mr. Harris. I wish you would. You may have the privilege of 
considering the case, an Indiana case, and after you have had an oppor- 
tunity, I would be glad to read any further explanation you may have 

of it. 

_ Mr. Campset. Yes. Thank you, sir. I do know this, that in the 

field of taxation, the Supreme Court has been changing its position 

from time to time on what is the permissible area of State taxation 
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of interstate taxes. For a long while the trend was toward extending 
the authority of the States in the interstate field, and now the tend- 
ency apparently is to retreat somewhat from that trend. 

Mr. Harris. I think the last decision on that was the Texas case, 
within the last few months, or a year. 

Mr. CamMpBELL. Yes. So it is conceivable that the decisions of 9 
years ago in this field of what is the proper thing as between State and 
Federal Government might not be the present thinking of the Supreme 
Court, even though that might be the last decision. 

Mr. Hese_ton. Will the gentleman yield further on that ? 

Mr. Harris. Yes. 

Mr. Hesetton. I am very glad that you made the suggestion to the 
witness to furnish the memorandum, Sacauee it will be very helpful 
to those of us who have sat and heard your testimony to be sure what 
your position is. Do I correctly understand that you are opposed 
to the results of the Phillips case ? 

Mr. Campsety. That I am opposed to it? 

Mr. Hesexron. Yes. 

Mr. Campseti. We have not taken any particular position on it. 
I think I told you that our primary purpose here is to persuade you 
that the Staggers bill should be enacted, whether or not you pass the 
Harris bill. We have not taken any position in opposition to the Har- 

ris bill if the Staggers bill is incorporated in it. But we do say that 
if you pass the Harris bill without the Staggers bill, you are only 
dealing piecemeal with a problem that should be dealt with as a whole. 

Mr. Harris. What I am endeavoring to point up here, Mr. Camp- 
bell, is that the bill Mr. Hinshaw and I have introduced is in direct 
conflict with the bill that was introduced by Mr. Staggers, because 
we propose to relieve the producers and the gatherers of the onerous 
burden of Federal regulation as the wellhead and making a utility out 
of them when they sell their gas in interstate commerce. 

What I am trying to show is that you do not intend by the Staggers 
bill to give that relief. Consequently, we cannot pass both bills. 

Mr. Campsett. Mr. Harris, I believe I pointed out that if the Stag- 
gers bill were incorporated in your bill that only one change would 

required in the Staggers bill. 

Mr. Harris. You mean that version or those provisions of the Stag- 
gers bill that could go with it without completely nullifying what we 
are trying to do? 

Mr. Campset.. Only one little word has to be changed, the definition 
of a natural gas company. Otherwise they fit together perfectly. 

Mr. Harris. Though I respect your judgment, I would have to dis- 
agree, 

“ee Campse... I might say that the bill was probably designed with 

that effect in mind, that it would fit perfectly in the Harris bill. 

Mr. Harris. I am interested in your interpretation of it, but I cer- 
tainly cannot agree that that would be the result. 

Mr. Campse... I suggest that you refer that to your technical con- 
sultants on the committee. 

Mr. Harris. We have a good many here. 

Mr. Campse.u. You will be advised the same way I have been. 

Mr. Harris. We have a good many here. I respectfully have to 
disagree with you on that, because you do not propose to change at all 
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the definition of tr. tusportation in interstate cominerce, neither do you 
propose to change the definition of sales in intersti ite commerce. 

Mr. Carnet. I believe we do ¢ ‘thange the definition of interstate 

mimerce 

Mr. Harris. I said transportation in interstate commerce. 

Mr. Camprnenyi. I see. 

Mv. Harris. All you do in changing your definition of interstate 
commerce is to make it ap plicable to any gas that comes from without 
the United States into the United States. 

Mr. Camrsetu. That is correct. 

Mr. Harris. That is the only way you can change the definition of 
interstate commerce. 

Mr. Campseiy. You are correct, sir. 

Mr. Harris. You do not propose to change the definition of trans- 
portation in interstate commerce, nor of sales i in interstate commerce. 

If the bill referred to as the Staggers bill would be enacted “to 
authorize the control by the Federal ‘Power Commission of the end 
use to which natural gas is put,” would be the effect. 

Mr. Camppe tt. That is correct. 

Mr. Harris. And that is extended to section 5 (2) and section 6 (1), 
7 (2), and 8 (3) ; is it not? 

Mr. Camppeti. Yes. 

Mr. Harris. Of course you have had this same position since the 
matter was first brought up as you testified a moment ago, back in 
1936 ? 

Mr. CaMppei. 1938. Yes, it was 1936. 

Mr. Harris. I believe the legislation was proposed even before 
that. It was finally adopted in 1938. 1936 and 1937 is when it was 
in the formative stages. It was about that time that Mr. Battle testi- 
fied for the record on the original bill, H. R. 4008, but nevertheless, 
from the position of your company, you have had the same request 
which you make here today before the Congress from the first con- 
sideration of the Natural Gas Act. 

Mr. Camppett. That is correct. Mr. Battle pointed out the effect 
of the words “for resale” included in section 1. He mentioned that 
he thought that it would create—here is what he said: 

Is it desirable to increase the cost to one class of users, the domestic con- 
sumers, and leave the larger class of users free to practice methods which as 
a competitor we feel are unfair in many instances, wasteful and generally 
speaking not helpful toward recovery? 

I think our position has been consistent over the years. 

Mr. Harris. That position would result in increased rates charged 
for industrial gas. 

Mr. Campset. It should, yes. 

Mn. Harris. That is the purpose of it. I wonder if you could 
reconcile the position which the distributing company witnesses pre- 
sented here, and that is that the present trend in the cost of gas will 
soon price the fuels out of their respective markets. 

Mr. Camesety. I am not sufficiently familiar with the details of 
their businesses to be able to evaluate their testimony in such manner as 
to be helpful to you. 

I would like to point out that all of them show increased sales of 
natural gas, and increased profits from the sale of natural gas over 
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what they used to make when they were selling artificial gas. So they 
have prospered very well under the present set of circumstances. 

Mr. Harris. They were complaining rather severely when they 
were here a few days ago about the fact that they were not doing so 
well, and their profits were not as much as they would like and what 
they had in the past, and they are ina pretty bad situation. 

Mr. Campsetu. I could not testify. I am under the general im- 
ression that most of them have increased their dividends and some 
of them have had stock dividends. 

Mr. Harris. It is a fact that during the years that the Natural Gas 
Act has been considered, the Congress s has given consider: ation to your 
views on this particular subject of industr ial sales; is that not right ? 

Mr. Campsenr. Mr. Harris, I take it we have had the opportunity. 
Actually, as you know, that opportunity is not worth much until such 
time as the congressional committees seriously consider an amendment. 
So far as I presently recall, this is the first time that the general frame- 
work of the act has been up for review by Congress since it was enacted 
in 1938. You have had two amendments since then of some conse- 
quence since it was adopted, and only two. 

Mr. Harris. Mr. Campbell, you know last year we had the Hinshaw 
bill. 

Mr. Campsety. Yes; that is right. 

Mr. Harris. We passed that. In 1950 and 1949 we had one of the 
toughest scraps over this thing that I think has ever existed, which 
finally resulted in the Kerr amendment being defeated. 

Mr. Campsett. That is right. 

Mr. Harrts. I always thought if we started that way in 1949, we 
would have a different result today. 

Would it be fair to say that the purpose of the passage of the Natural 
Gas Act—and my friend from Massachusetts has referred to this a 
number of times—was to provide the kind of regulation to assure the 
public adequate natural gas at the lowest reasonable rates possible ? 

Mr. Campseti. I think the purpose was to regulate and control the 
middleman between the producer and the consumer, towit, the pipe- 
line company, and to see that their rates were reasonable and in the 
public interest. 

Mr. Harris. Yes. 

Mr. Campsect. That was the purpose of the legislation and that is 
the way it is worded. 

Mr. Harris. I think that is very well stated, and I wholeheartedly 
agree with you. The prices of industrial gas sales made directly to 
the consumers of the interstate pipeline have never been regul: ated, 
of course, by the Federal] Power Commission. 

Mr. Campseti. Not on direct sales. 

Mr. Harris. That is right. Of course, that is what you are propos 
ing here today. You also state that the present pipeline prices for 
direct sales are too low; is that correct ? 

Mr. Campsetu. Yes, sir. We have suffered a considerable loss of 
business because of prices which are set just under the price we can 
make. 

Mr. Harris. You think the coal industry would be helped by Federa] 
regulation of direct gas sales? 

Mr. Camprety. We do. 
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Mr. Harris. Then, of course, as it would naturally follow, you must 
believe that the Federal Power Commission would raise these prices. 

Mr. Campse.ti. They might raise prices on industrial fuel. That 
might have the effect of reducing the prices on some of the other sales, 
such as residential and commercial, or not raising them if the pipeline 
loads are cut down so that the pipeline might suffer increased costs by 
not having full loads. What we are proposing does not necessarily 
mean that there should be an increased price to domestic consumers. 

Mr. Harris. If you increased the price on industrial sales to the 
point that it would restrict the use of gas for such purposes, then 
would it not obviously follow that the prices to the consumer would 
have to be increased ¢ 

Mr. Campseu. No. 

Mr. Harris. In order to take care of the cost depreciation and taxes? 

Mr. Campsetn. No, that does not follow necessarily. 

Mr. Harris. How are you going to take care of these costs ¢ 

Mr. Campeseu. I think if you examine the record you will find that 
some of the pipeline companies make a much higher rate of return 
on their nonjurisdictional sales. If those nonjurisdictional sales are 
brought under regulation, then they will bear a higher price prob- 
ably. But by the same token there might be lower costs to assess 
against the other sales. 

Mr. Harris. You have two things in mind, do you not? One is to 
increase the price of industrial sales ? 

Mr. Campreth. We think that would naturally follow. 

Mr. Harris. That is right. ‘The next is that that would naturally 
have the effect, or at least you hope so, of restricting or reducing the 
use of industrial sales in order that you may sell coal. Is that not true? 

Mr. Camppett. That is correct. 

Mr. Harris. If that naturally follows, and you reduce or restrict the 
use, would it not also follow naturally that in order to bear the costs 
of a distributing company and all of the costs involved that the con- 
sumers would have to take care of that ? 

Mr. Camppety. No, that does not follow. I grant you that seems 
a strange answer, but it is true. The reason the pipeline companies 
want to sell industrial gas is to get a full load in the summertime. 
They have a lower overall cost if they can operate at a full load than 
if they operate at a partial load. They are not peculiar in that fact. 
A coal mine is exactly the same in this respect. I have heard many 
coal people say that the profit lay in the top 10 percent of their pro- 
duction. 

The pipeline as I pointed out in my paper does not suffer any phys- 
ical deterioration of its plant when it is down. A coal mine does. 

If any of the pipeline companies are earning very high rates of re- 
turn on their nonregulated sales, and then they were put under the 
act, and they were limited to 534-percent return on what is now the 
nonregulated sales, that might be a benefit which would accrue to all 
of the purchasers of the pipeline company, and it would not neces- 
sarily follow that their increased costs through lower deliveries would 
have to result in higher prices to domestic consumers. 

The Carman. Will the gentleman from Arkansas yield ? 

Mr. Harris. I would be glad to yield to my chairman. 
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The Carman. Mr. Campbell, I am at this moment just a bit 
confused. If I understood you correctly in what you said earlier 
today and the answers you have just been giving to Mr. Harris, I 
understood you in response to Mr. Harris to say that in many instances 
the rate of return to the pipeline on its nonregulated sales was very 
high. 

Mr. Campseti. ‘They are much higher than on the regulated sales 
in the cases of some pipelines. I am not saying that all of them make 
a higher rate of return on direct sales than on sales for resale. I do 
not have the facts as to all of the pipelines. 

The CHatrman. This morning, if I recall correctly, your testi- 
mony was to the effect that a great deal of nonjurisdictional sales were 
made even below cost. I cannot understand quite how their rate of 
return would be higher on nonregulated sales, if they are selling below 
cost than it would on regulated sales. Would you clear that for my 
own information ? 

Mr. Camppetn. I will do the best I can. There are undoubtedly 
some sales at below actual cost. There are other sales that are below 
the prices charged to the utility customers for precisely the same 
gas. There is quite a variation in the price between what is charged 
the utility and what is charged to the direct customer. The point we 
have made is that that lower price is made possible because the pipe- 
line company is loading its regulated sales with fixed charges which 
are not made against the nonregulated sales. Therefore, they oe 
a lower cost for their nonregulated sales than they would if there wa 
a fair allocation of fixed costs against all of their sales. 

I grant you that it isa difficult situation, but what I am describing, 
I think, is what actually exists. 

The Cuarrman. I shall look into that a little further. That is some 
clarification, but I still think I need a bit more clarification to make 
the two statements jell together exactly. 

Thank you, Mr. Harris, for yielding. 

Mr. Harris. The Federal Power Commission does require them to 
assess a certain charge to their industrial sales in establishing the rate 
of their sales to distributing companies, does it not ? 

Mr. Campsetu. That is correct. 
Mr. Harris. Then the Federal Power Commission does have 


authority over that phase of it. 
Mr. Campseti. No; they only have authority over the allocation of 


costs. 


Mr. Harnais. That is what I am talking about, that phase of it. 


Mr. Campsetu. That is right. 
Mr. Harris. Then consequently they can make that determination 
under present law. 


Mr. Campsetu. They do. 
Mr. Harris. Can you tell me whether or not there is any difference 


in the price the industrial user pays for sales direct by the pipeline and 
the industrial sales that are made to the distributing companies ? 

Mr. Campseuu. Industrial sales made to the distributing com- 
panies? I don’t know of any such sales. 

Mr. Harris. Maybe I did not make myself clear. Distributing com- 
panies do have certain industrial sales, do they not ? 
Mr, Campsetu. Direct sales, yes. 
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Mr. Harris. Is there any substantial difference, generally speaking, 
in the industrial sales made by the distributing company—that i is the 
price—and the industrial sale made by the pipeline companies 4 

Mr. Campseiu. I think the direct sales from the pipeline companies 
ure substantially lower than those made by the distributing companies, 

Mr. Hanns. Do you have any statistical data on that that vou can 
present to the committee ? 

Mr. CampsBen . Personally I do not. Dr. Edwards may have. 

Mr. Harris. I should be glad to have that. My information is that 
those sales are generally about the same. 

Mr. Cameveiu. I would think offhand without knowing the facts 
that the distributing company would have to load the price ‘it pays for 
the gas with some expense of its own in order to compensate it for the 
use of its own lines. 

Mr. Harris. If it were true that they are about the same—that the 
industries who use gas pay the distributing company who is reselling 
it approximately the same as other industries are paying to the long 
lines selling directly—you would not expect, of course, the Federal 
Power Commission to require, if they had the jurisdiction, that those 
direct industrial sales would be higher than is being paid to the dis- 
tributing company, would you ¢ 

Mr. Camprett. I think I could say I would not. However, the sup- 
position of that state of facts would be very extraordinary to me. I 

cannot imagine that they exist. 

Mr. Harris. In fact, if you had some that were higher on direct 
sales, you might contemplate the Federal Power Commission reduc- 
ing those sales / 

Mr. Campre.y. I think they might limit the amount of gas going 
to the local distributing lines if they are selling on that basis, because 
then obviously they are giving too big a break to their industrial con- 
sumers. 

Mr. Harris. In 1937, the executive secretary of the National Coal 
Association testified that the history of all regulations of business is, 
I believe, and I am quoting from himn— 


That the ultimate cost of the commodity involved is increased. 


If that statement was true then, how can the coal industry be helped 
if regulation is invoked on these direct sales? 

Mr. Campee.i. How can the coal industry be helped by an increase 
in the price of industrial sales ? 

Mr. Tlarrts. By invoking the regulation of industrial sales. In 
other words, if your own organization took the position, and if that 
is still the position today, as testified by your executive secretary, and 
I quote again: 

The history of all reguiation of business is, I believe, that the ultimate cost 
of a commodity involved is increased. 

Mr. Camrrett. I would say probably as a general rule that is a 
correct statement. 

Mr. Harris. That isa correct statement ? 

Mr. Campseti. Asa general rule. 

Mr. Harris. Then how could the coal industry be helped by regula- 
tion if such regulation does not increase the gas prices? 

Mr. Camrpeiy. I think we said we thought one of the results of this 
measure would be that there would be an increase in price of industrial 
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yas and a diminution in the supply thereof. We did not say that there 
would be increases in prices to other consumers. We recognize that 
there might be, and if that should occur, then that might be the price 
which the public should be willing to pay for an extended life of the 
very limited gas reserves. 

Mr. Harris. You are a strong believer in what we usually refer to as 
the free-enterprise system, are you not? 

Mr. Camper. On terms where competitors can be on terms of legal 
equality. 
Mr. Harris. Of legal equality ¢ 


Mr. Campse. Yes. 
Mr. Harris. Then you would not suggest that we put all of these 


fuels on equal terms and put them under the control and jurisdiction 
of a Federal regulatory body ? 

Mr. Campseit. No. 

| might call your attention to the fact that the coal industry was 
subject to legal control as to minimum and maximum prices from 1937 
to 1943 under the National Bituminous Coal Act of 1936. 

Mr. Harris. You never did like it, did you ¢ 

Mr. Campsecu. No, we did not like it. At the same time our oil and 
gas competitors were not brought under the same bill and as far as 
I know nobody ever made the suggestion that they should be. 

If this committee should want to put the gas business and the coal 
business on equal competitive terms, we would have no objection. But 
here is what you would have to do. You would have to make the 
interstate pipeline companies common carriers to compare with the 
railroads which we use. You would have to apply to them the com- 
modity clause which is applicable to the railroads so that the pipeline 
companies could not transport any gas belonging to them in the pipe- 
lines. The producers would then be free to sell their gas to the 
consumers or to the purchasers at any price they wanted and on any 
terms they wanted. 

If that is the kind of regulation which you would like to have here 
to put us on a comparable basis, and that is the kind you would have 
to have to put us on a comparable basis, we would welcome competi- 
tion on those terms. 

Mr. Harris. But you do not think it would work either way, do you, 
under Federal control ? 

Mr. Campsety. I am not suggesting that it would work because 
one of the effects of it would be to invalidate every single contract of 
purchase which every pipeline has and to destroy the foundation of 
financial integrity of every pipeline in existence. But that is what 
it would take to put us on terms of competitive equality. 

Mr. Harris. You know, as a matter of fact, you could not do that 
because until or unless you would get enough pipelines all over the 
country and enough gas going through those pipelines to give every- 
body who wanted their fair share of services of the gas they would 
have to have? ; 

Mr. Camppei. You could do it if you wanted to. All you have to 
do is pass a law and that would be it. 

Mr. Harris. Yes, we passed a price-control law during the war, 
too, did we not? It did not work very well, did it ? 

Mr. Cameeent. I do not know which law you have reference to. 

Mr. Tfarrts. The price control law during the war. 
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Mr. CaMpBELL. Yes. 

Mr. Harris. You do not recall OPA ? 

Mr. Campsetu. Yes, of course, I do. 

Mr. Harris. I did not think any one could forget that one. 

Mr. Campsett. That was a war measure and went out with the war. 

Mr. Harris. That is right. But as a practical situation it could 
not work ? 

Mr. Campse.i. Yes. But I made that comparison, Mr. Harris, just 
to point out to you that the reason we are not on the same basis com- 

etitively is not because of any reason inherent in our competition 
Dut because of an act of Congress which has placed the natural-gas 
industry in an extremely favorable position and in doing so it has 
taken a great deal of our markets. We will meet anybody anywhere 
at any time on equal competitive terms. 

Mr. Harris. Of course, you know as well as most everyone else 
knows that each individual has in his own mind what he believes honest- 
ly and fairly to be competitive terms. I guess you could get about as 
many opinions on that subject as people thinking about it. 

The Staggers bill which you are supporting here under section 2 
would require the Federal Power Commission to give effect to sound 
principles of conservation in the utilization of natural gas in order 
to preserve the available reserves of natural gas for the purposes which 
will afford maximum long-range benefit to the public. 

Mr. Camesett. That is the standard we suggest, yes. 

Mr. Harris. Is it your opinion, then, that the Federal Power Com- 
mission should prohibit the use of gas for certain purposes ? 

Mr. Campse.u. It could take the form of a prohibition. It could 
take the form of a limitation. It could take the form of being more 
careful in extending existing pipelines and authorizing new pipelines 
and authorizing increased capacity of existing lines. That standard 
could be carried out in a great many different ways. 

Mr. Harris. That very well could be the effect of it. 

Mr. Campse.y. Yes, of course. 

Mr. Harris. Then when you do that you are saying to the consumer 
that he is to be denied the free choice of the fuel that he wants to use. 

Mr. Campsetu. That would be correct; yes, sir. If you are going 
to have conservation and if you are going to eliminate waste you have 
to say “No” to somebody, just as you do to your producer who produces 
natural gas from an oil well and you tell him you cannot operate that 
well unless he either sells the gas or recirculates it. 

Mr. Harris. You, in my opinion, qualified this morning and during 


the course of the testimony as being a man who knew something about 
the gas business. 


Mr. Campse.y. A very little bit. 

Mr. Harris. Before these interstate pipelines and other pipelines 
were available, this gas in substantial quantities and very large quan; 
tities was flared into the air, was it not ? 

Mr. Camppe.u. That is correct. 

Mr. Harris. Do you call that conservation ? 

Mr. Campsetu. No, sir, I do not. 

Mr. Harris. You know, as a matter of fact, if it is not made avail- 
able for sale or something, that in order to produce oil out of these 
wells you either have to flare it, put it back in the ground, or sell it? 
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Mr. Campsety. Yes, sir. Those are the choices which an operator 
has. 

Mr. Harris. That is right. I do not know. We wonder now if it 
is. There is a case now in litigation as to whether or not the local 
State regulatory authority can require them to recycle or whether 
they are going to have to send that all the way through to Illinois 
to the burner tips. 

Mr. Campsett. That is another issue under the Phillips case. 

Mr. Harris. Yes. 

Mr. CaMpBELL. Yes, sir. 

I want to make my point, Mr. Harris, to show you that the right 
of an owner to deal with his property is subject to public control when 
he is producing gas. I do not see anything more wrong about saying 
to a prospective user, you cannot use the gas if it is going to be a was- 
teful use than it is to say to the producer you cannot produce the gas 
if you are going to waste it. What is the difference in quality of those 
two prohibitions? Both are aimed at one thing, and that is to conserve 
gas for those uses for which it is most valuable. 

Mr. Harris. The point is that you cannot carry that out unless you 
have an outlet for a certain amount of gas. That is the point. I do 
ot Suppose you ever produced any gas, did you ? 

Mr. CAMPBELL. Yes. 

Mr. Harris. You are bound to be familiar with it, then. Sometimes 
you cannot put it back in the ground, can you ? 

Mr. CampseLt. No. We have been shut off frequently in the sum- 
mertime by the producing lines and then the gas is taken in the winter- 
time and we have had pressure put in the pipeline so we could not 

roduce against it. We have had lots of restrictions imposed upon us 
y our purchasers. But we figured those were just things that went 
with the gas business. We did not know any way to avoid them. 

Mr. Harris. Your concern about the conservation of this resource 
is quite interesting to me, Mr. Campbell, because I know since 1914 
people in competitive industries of oil and gas and certain users of 
the product have been constantly warning that we are going to give 
out of this natural resource. 

Mr. Campsety. Yes, sir. I have heard those ever since I was 18 
years old. 

Mr. Harris. Yes, sir. In fact, this country through the ingenuity 
of the people in this business has increased the reserves each year ? 

Mr. Campsei. Yes, sir, they have. But that is only part of the 
story. 

I brought some interesting figures for you. These are not produced 
by me out of by head. They come from the Gas Association which 
compiles these figures on proved reserves. 

Between 1946 and 1953, the reserve life index of natural gas in 
Louisiana dropped from 37 to 25 years. Listen to this one. In Texas 
from 41 to 24 years, or almost half. In Kansas from 66 to 31 years. 
Think of that, 66 to 31 years, more than half. Oklahoma from 16. 
years to 15 years. 

Those figures tell you what is going on with respect to your reserves. 

Mr. Harris. Yes, sir. But let us go a little further. What about 
the reserves in North Dakota, Montana and Colorado, and New Mex- 
1co, that have been discovered since this ? 
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Mr. Camesety. They do not equal withdrawals. 

Mr. Harris. No, but we have been adding to the total each year. 

Mr. Campseti. But not enough to equal withdrawals. The point 
of the thing is that in terms of annual use the supply is decreasing 
each year and that takes into consideration new discoveries each year. 

Mr. Harris. But the fact is that we have discovered more each year 
than we have used that year? 

Mr. Campseti. No, sir, that is not true. 

Mr. Harris. The record shows differently, which has been filed here 
with this committee. Not that I would want to argue with you. 

Mr. Camesetn. The figures speak for themselves but the life index 
is going down. 

Mr. Hesevron. Will the gentleman yield ? 

Mr. Harris. Yes. 

Mr. Hrsevron. I was thinking about this very subject and I am 
very glad you brought it out. If we do not already have it placed in 
the record, it would be helpful if we could get the picture as to the dis- 
coveries, the proven reserves and the increased use or sale over the last 
15 years, so that there cannot be any dispute about it. 

Mr. Harris. We have that information in the record for the last few 
years. I do not think we have them back 10 years. The record of 1947 
and the record of 1949 in which this same subject was considered by the 
Congress does have that information in it and I think information that 
can be easily and readily obtained. 

Mr. Campsetu. Mr. Harris, I think I am correct in stating that each 
year the reserves do increase in quantity but the life index of those 
increased reserves is declining. This whole subject was before the 
Federal Power Commission in the natural gas investigation several 
years ago, as a result of which it prepared and filed a report called the 
Smith-Wimberly report. 

I quoted from that in my statement in chief. It might be well to 
turn back to that quotation which is on page 6 of our statement. I 
think it is of extreme importance to the members of this committee 
because it said: 

Should there be a sustained decline in this index (that is the life index I have 
been talking about), however, it would signify that additions to reserve were 
not keeping pace with withdrawals. A leveling-off of this index or its downward 
trend would suggest the need for reappraisal of this natural resource in relation 
to the consumer requirements to be met and a closer surveillance of the proposed 
extension of pipeline facilities. In the face of such an adverse trend the possible 
needs for natural defense would also become a more vital consideration. 

I cannot state it any better. That was a conclusion reached after 
investigation and the testimony of a great many experts, and you will 
find a good many expert geologists supported that view. 

Mr. Harrts. I refer to the statement, which I believe is in the record, 
that of one of the most noted and outstanding geologists, who, in a 
speech delivered just a few weeks ago, stated that as far as he was con- 
cerned he fully believed there were sufficient undiscovered reserves in 
this country and that we need not fear about the future at all. 

Mr. Campsetu. Was he speaking of oil or gas? 

Mr. Harris. Both. 

Mr. Camppetu. Because the life index of the oil reserves has held 
relatively constant over the years and, in fact, probably has increased 
slightly. But natural gas is going in the opposite direction. 
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Mr. Harris. Mr. Campbell, I have the figures here supplied by the 
American Gas Association, going back to 1946. It is a rather remark- 
able thing that in 1946 we had the greatest increase of discoveries in the 
history of the country and that was 12 trillion cubic feet. In 1953, the 
year before last, we had next to the greatest discoveries of gas in the 
history of the country, which was 11 trillion 730 billion cubic feet. 

Mr. Campsetu. Do you have the figures for 1954? 

Mr. Harris. 1954 was a bad year. 

Mr. Campsetu. How bad wasit, Mr. Harris? 

Mr. Harris. It was an increased reserve of 263,600,000,000. 

Mr. CAMPBELL. Quite a contrast to the previous year. 

Mr. Harris. Yes. But do you know what the consumption was dur- 
ing that year? That was the reason. It was the greatest we ever had. 


It reached a little over 8 trillion feet. 

Mr. CaMpsBELL. The consumption increased. 

Mr. Harris. As my chairman reminds me here, the Phillips decision 
at that time might very well have had something to do with it. 

Mr. Campse.u. That came on June 7, 1954. 

Mr. Harris. Mr. Chairman, if it is not in the record, I ask that this 


report be included in the record at this point. 
The Cuatrman. I believe this particular report is not in the record 
and without objection it will be included in the record at this point. 
(The information referred to above follows :) 


AMERICAN GAS ASSOCIATION 
Washington, D. ( 


NATURAL GAS RESERVES FOR 1954 


Proved recoverable natural gas reserves in the United States on December 
31, 1954, reached a new high of 211.7 trillion cubic feet, an increase of 263 billion 
cubic feet over reserves of 211.4 trillion cubic feet a year earlier, it was announced 
today in a joint report of the Committee on Reserves of the American Gas Associ- 
ation and the American Petroleum Institute. Extensions and revisions, and new 
discoveries of natural gas in 1954 thereby again exceeded production which also 
attained a new peak of 9.4 trilion cubic feet. Production of natural gas was 
about 2 billion cubic feet more in 1954 than in the previous year. 

The AGA committee on natural gas reserves estimated that proved recoverable 
reserves of natural gas liquids had decreased slightly at the year-end to total 
5.2 billion barrels on December 31, 1954 as composed with record reserves of 5.4 
billion barrels on the comparable date in 1953. The production of natural gas 
liquids during 1954 totaled 301 million barrels as compared with 303 million 
barrels produced in 1953. 

Crude oil reserves on December 31, 1954 totaled approximately 29.6 billion 
barrels, compared with 28.9 billion barrels at the end of 1953, also a new record. 
The total estimated liquid hydrocarbon reserves on December 31, 1954, were 
34.80 billion barrels, compared with 34.38 billion barrels a year earlier. 

New discoveries of natural gas reserves in 1954 totaled 5.0 trillion cubic feet 
compared with 7.1 trillion cubic feet of new reserves brought in during 1953. 
Extensions and revisions of previous estimates during 1954 added 4.6 trillion 
cubie feet to the proved recoverable reserves. Such expansions and revisions 
totaled 13.4 trillion cubie feet a year earlier. Nearly 90.9 billion cubic feet of 
natural gas were added to estimated reserves in underground storage during 1954. 
Following is a tabulation of natural gas reserves and production. 


61557—55—pt. 2——-7 
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Natural gas 
Reserves, Natural Gas: 
Thousands of cubic feet 
Dee. 31, 1954 211, 710, 732, 000, 000 
Dec. 31, 1953 211, 447, 132, 000, 000 
Increase 1954 over 1953 263, 600, 000, 000 


Production, Natural Gas: 
9, 426, 509, 000, 000 
9, 238, 540, 000, 000 
Pacreaga 1004 oer Iie c o toce ese eeenwe 187, 969, 000 ,000 


The production figures for 1954 are net after deducting the amount of gas 
returned to reservoirs for cycling and pressure maintenance. 


Natural gas reserves 
Thousands of 
cubic feet 


Total proved reserves as of Dec. 31, 1953 211, 447, 132, 000 
Extensions and revisions of previous estimate during the 

year of 1954 4, 632, 309, 000 
New reserves discovered in 1954 4, 966, 894, 000 
Net changes in stored gas during 1954 90, 906, 000 


Total proved reserves added and net changes in stored 
gas during 1954 9, 960, 109, 000 


Total proved reserves as of Dec. 31, 1953 and additions dur- 
ing 195 221, 137, 241, 000 
Deduct production during 1954 9, 426, 509, 000 


Total proved reserves of natural gas as of Dec. 31, 1954__ 211, 710, 732, 000 


Reserves data are shown by States in table 1. 

Table 2 is a Summary of the committee’s annual estimates of proved natural 
gas reserves for the past 10 years, reflecting the changes in the natural gas 
reserve position in the United States during each of the 9 years since December 
31, 1945. 

The committee has continued the practice, begun in the report of December 
31, 1948, of reporting the volume of gas in storage in underground reservoirs. 
The underground storage figures are based on data furnished by the committee on 
underground storage of the American Gas Association. In order to conform 
to the procedure of that committee, the stored gas is considered to be that 
remaining gas which was native to the reservoir at the time storage began plus 
that gas which has been transferred from its original reservoir location in a gas 
or oil field to another natural underground reservoir for the primay purposes of 
conservation, fuller utilization of pipeline capacities, and more efficient delivery 
to markets. Prior to the report of December 31, 1953, the native gas remain- 
ing in a storage reservoir when injection began was classified and listed, for 
the most part, as a nonassociated natural gas reserve and was not included in 
the stored gas figure. Adjustments in, withdrawals from, or additions to stor- 
age are included in the figures shown under the heading “Net Change in Under- 
ground Storage.” Changes in underground storage are excluded from the column 
headed “Net Gas Production.” Net gas production is the gross production from 
producing reservoirs less that gas returned to producing reservoirs in cycling 
and repressuring projects. 

The committee wishes to point out that it is often not possible to estimate 
the total reserves of a field in the year of its discovery. Satisfactory estimates 
can be made only after there has been sufficient drilling in the fields and, in 
some cases, adequate production history established. For these reasons, the 
reserves listed as discovered during any current year must be considered only 
as the reserves indicated by the drilling in that year. The reserves of all fields 
and pools are reviewed and revised upward or downward in each succeeding 
annual report to reflect additional information on preceding estimates. These 
changes are shown as Extensions and Revisions. 

The procedure followed in estimating and assembling the proved reserve 
figures is the same as that used in the past reports. A proved reserve may be 
in either the drilled or undrilled portion of a given field. When the undrilled 
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area is considered proved, it is so related to the developed acreage and the 
known field geology and structure that its productive ability is considered as- 
sured. Proved recoverable reserves of natural gas are those reserves estimated 
to be producible under present operating practices, with no consideration being 
given to their ultimate use. Since the estimates are made by pools, the recovery 
factors or abandonment pressures used in the calculations are governed by the 
operating conditions in each individual pool. 

The estimates presented in this report incorporate the results of carefully 
detailed studies of many hundreds of fields and pools throughout the United 
States. Their preparation has required the help and active cooperation of 
specially trained geologists and engineers familiar with developments in all pro- 
ducing areas throughout the country. The committee is fortunate to have ob- 
tained the help of this group of men who have served as subcommittee members. 
As in past years, they have given generously of their time and efforts to make 
these estimates as complete and accurate as possible. The committee expresses 
its appreciation to these men. 

The committee also acknowledges the helpful cooperation of the committee on 
petroleum reserves of the American Petroleum Institute, on whose estimates 
of crude oil reserves the estimates of dissolved gas reserves are based, and the 
committee on underground storage of the American Gas Association, who sup- 
plied the data on which the underground storage figures are based. 

Respectfully submitted. 

COMMITTEE ON NATURAL GAS RESERVES. 
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TABLE 2.—Summary of annual estimates of natural gas reserves for period 
Dec. 31, 1945, to Dec. 31, 1954 


[Millions of cubic feet, 14.65 p. s. i. a., at 60° F.] 


1946... -- 


1947 
1948 
1949 
1950 
1951 
1952 


1953 


1954... 


Natural gas added during year 


WP art 


Extensions 
and 
revisions 


13, 013, 606 
8, 934, 470 


_| 13,371, 355 | 
| 4, 632, 309 


| Not estimated. 


Discoveries 
of new fields | 

} and new 
| pools in old | 
fields 


3, 410, 170 

4, 129, 089 | 
4, 612, 870 | 
2, 877, 351 | 
3, 039, 385 
5, 411, 043 
7, 081, 661 | 
4, 966, 894 





Total of 
discoveries, 
revisions 
and exten- 
sions 


"17, 729, 152 


10, 980, 824 | 
13, 898, 572 
12, 674, 209 
12, 049, 732 
16, 052, 991 | 
14, 345, 513 | 
20, 453, 016 | 
9, 599, 203 | 





Net change 
in storage 


(1) 

(") 
51, 482 
82, 746 
54, 301 
132, 751 
198, 850 
2 516, 431 
90, 906 


| 


| 





| 


Net pro- 
duction 
during 
year 


4, 942, 617 | 
5, 629, 811 | 
6, 007, 628 | 


6, 245, 041 
6, 892, 678 
7, 966, 941 


8, 639, 638 | 


9, 238, 540 


9, 426, 509 | 


Estimated | 
proved re- 
serves as of 

| end of year | 


147, 789, 367 | 
160, 575, 901 | 
165, 926, 914 | 
173, 869, 340 

180, 381, 344 

185, 592, 699 

193, 811, 511 | 
199, 716, 225 | 
211, 447, 132 | 
211, 710, 732 | 


Increase 
over pre- 


| vious year 


5, 351, 013 

7, 942, 426 

6, 512, 004 

5, 211, 355 

8, 218, 801 

5, 904, 725 

11, 730, 907 
263, 600 


is included in this figure. 


2 All native gas in storage reservoirs formerly classified as a natural gas reserve 


Mr. Harris. Mr. Chairman. 

The CuHarrman. Mr. Harris. 

Mr. Harris. I want to thank you for your patience and the very 
forthright position you have taken here, Mr. Campbell. I do want 
to end this with a firm conviction that you are proposing a bill here 
that is in direct conflict with the purposes of the original bills under 
consideration here, and consequently, I just do not see how you can 
go both ways at the same time. 

I respectfully disagree with you on what you feel would be in the 
best interests of the general public, from the national defense stand- 
point as well as from your own coal industry and the general public 
viewpoint. I think with this opening wedge, if you adhere to that 
viewpoint, the next step is going to be to your own industry. 

Thank you, Mr, Chairman. 

The Cuarrman. Are there further questions? If not, Mr. Camp- 
bell, we thank you very much. I join with Mr. Harris and others in 
thanking you for the forthrightness of your statement and for your 
patience in answering questions. 

Mr. Campsett. Mr. Chairman, before you adjourn, I would like 
to take this time to thank the members of the committee for their 
courtesy to me and their patience, because I am sure I have been 
somewhat of a burden to them. 

The CuarrMan. We appreciated having you here. 

Mr. Roserts. Mr. Chairman, as a member of this committee I wish 
to have inserted in the record of the committee hearings the following 
telegram which I have received from the Alabama Public Service 
Commission in opposition to the so-called Harris bill. 

There is considerable sentiment that the enactment of such a meas- 
ure as the Harris bill, removing regulatory authority of the wellhead 
price of natural gas, will only contribute to the private fortunes of a 
few and result in exorbitant increased costs to the many Alabama 
consumers dependent upon natural gas. 
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(The telegram referred to above follows :) 


Montaomery, ALA., April 12, 19 
Hon. KENNETH A. ROBERTS, 
House of Representatives, Washington, D.C. 

Urge your opposition to passage of Harris bill. By removing regulation of 
the wellhead price of natural gas this bill would place in the hands of natural- 
gas producers the privilege of controlling a major element in the cost of natural- 
gas service to Alabama consumers. This situation further forces interstate 
pipeline companies with distributors and consumers of relatively long standing 
in Alabama who are close to sources of supply of natural gas into bidding for 
supplies of natural gas at unregulated prices, against interstate pipeline com- 
panies with distributors and consumers situated in areas far more remote from 
source of supply and who are willing to pay substantially higher prices than 
consumers in Alabama have historically paid on an economic basis. This cou- 
pled with the apparent reluctance of the Federal Power Commission to give full 
recognition in the rates it establishes to transmission cost of service of natural 
gas on a mileage basis threatens to destroy the competitive position of the 
natural-gas industry in Alabama. 

ALABAMA PUBLIC SERVICE COMMISSION, 
Cc. C. (JAcK) OWEN, 
President. 
JIMMY HITCHCOCK, 
Associate Commissioner. 
SIBYL Poot, 
Associate Commissioner. 


The Cratrman. The committee will stand adjourned until 10 
o'clock tomorrow morning. 

(Thereupon, at 3:15 p. m., the committee recessed until 10 a. m., 
Thursday, April 21, 1955.) 





NATURAL GAS ACT 
(Exemption of Producers) 


THURSDAY, APRIL 21, 1955 


House or REPRESENTATIVES, 
COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
Washington, D. C. 

The committee met, pursuant to adjournment, in room 1334, New 
House Office Building, at 10 a. m., Hon. J. Percy Priest (chairman) 
presiding. 

The CHarrman. The committee will come to order. 

The Chair has been notified that Mr. Campbell has a brief state- 
ment to make with reference to the Supreme Court decision that was 
the subject of colloquy yesterday between him and the gentleman from 
Arkansas, Mr. Harris. 

We are glad to permit you to make that statement at this time, be- 
fore we start with the witnesses, Mr. Campbell. I hope it will not 
take any great length of time, because of the limited time we have. 


STATEMENT OF ROLLA CAMPBELL, GENERAL COUNSEL, ISLAND 
CREEK COAL CO., HUNTINGTON, W. VA.—Resumed 


Mr. CampsBeELL. I understand that, Mr. Chairman. 

Mr. Sraccers. Mr. Chairman, before we start, I want to make a 
suggestion. 

The CuatrMan. Mr. Staggers. 

Mr. Sraceers. If you do not mind, Mr. Campbell. 

Mr. Campse.L. No, indeed. 

Mr. Stacecrers. Mr. Kennedy wants to appear here today and has to 
leave early. I notice that the next witnesses are to be Mr. Edwards, 
and Mr. Hall, and Mr. Campbell, I wonder if it will be all right with 
the committee if Mr. Hall and Mr. Edwards give their direct testi- 
mony then step aside and let Mr. Kennedy give his testimony, and 
then bring back the witnesses for questioning. 

Mr. Dries. Mr. Chairman, I was not able to be here yesterday after- 
noon, because I had to be on the floor. I wanted to hear the debate. 

May I ask two or three short questions, or would that interrupt ? 

The Cuarrman. Let us permit Mr. Campbell to make his statement. 

Mr. Harris. Let us have that and that will settle this part. 

Mr. Dies. Yes, sir. 

The Cuatrman. Yes. 

Mr. Harris. May I ask then unanimous consent, Mr. Chairman, that 
at 11 o’clock we let the other witness stand aside in order that Gover- 
nor Kennedy may preesnt his testimony, because several days ago he 
advised me that he had to leave town. 

1041 
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The Cuarrman. With the understanding, if you obtain that unani- 
mous consent, it will be understood that his testimony will follow in 
the record the testimony of the other witnesses that have appeared. 

Mr. Harris. These other two witnesses. , 

The Cuatrman. That it will appear following their testimony. 

Mr. Harris. Yes, Mr. Chairman. 

The Crarrman. Is there any objection to that request? Without 
objection then, it is so ordered. 

Mr. Dies, in connection with your question, shall we permit Mr. 
Campbell to make his response to the questions Mr. Harris asked and 
then since you have a question or two, permit you to ask those questions 
at that time ? 

Mr. Dres. I just have a few very short questions. 

The Cuartrman. It will be in order then for you to ask those ques- 
tions. 

Mr. Campbell, you may proceed. 

Mr. Campsetyt. Thank you, Mr. Chairman. 

Yesterday, Mr. Harris inquired about the Panhandle Eastern Pipe- 
line v. Public Service Commission of Kansas (332 U. S., 507). 

He said it held that the State commissions could regulate the price 
at which gas is sold by interstate pipeline companies, on direct sales 
to local industries. 

I looked up the case and I find that it holds exactly that; Mr. Harris 
was correct. 

I find that the case has been followed in another decision in 1951, 
involving the Panhandle Eastern. Panhandle Eastern Pipe Line Co. 
v. Michigan Public Service Commission (341 U.S. 329). There, in a 
case arising in the State of Michigan, a question of the issuance of 
local certificate of convenience and necessity as a condition of a direct 
sale, was involved ; and the Supreme Court held that Michigan had the 
right to exact the certificate as a condition precedent, even though the 
sale was in interstate commerce. The Panhandle-Indiana case has not 
been overruled or distinguished, and therefore it is considered as law 
at the present time. 

I might say, however, that we are relying not on the extent of the 
rights of the States to regulate direct sales to consumers, but rather 
upon what has occurred under the present circumstances and those 
which have taken place since the Natural Gas Act was enacted; and 
it is our information, after some inquiry yesterday, that, as we stated 
yesterday, such regulation as the States do impose upon these direct 
sales is strictly formal; that we could not find any record of a contested 
case, and apparently the contracts negotiated between seller and buyer 
are accepted as filed and no complaints have been made against them, 
and, therefore, no issues have been made; but, as stated yesterday, our 
case is predicated not on what the law as to State regulation is, but 
on what has occurred under the present state of the law. It is our 
information that even in Indiana and Michigan active regulation of 
the prices of direct sales to industry consumers by interstate pipelines 
has not occurred. 

I would also like to observe that there is no question as to the power 
of Congress to regulate these direct sales, if it is inclined to do so. 
That is perfectly clear under the cases. 

I also think that Mr. Harris and other members of the committee 
would be interested in remarks of the Supreme Court in two cases 
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involving the question of conservation. One is the Cities Service Gas 
Company v. Peerless Oil & Gas Company (340 U.S., 179 (1950) ), re- 
lating to the Oklahoma laws where minimum pricing was considered 
as an essential element in the prevention of waste; and the other is the 
Federal Power Commission v. Hope Natural Gas Company (320 U.S., 
591), decided in 1944, opinion by Mr. Justice-Douglas, in which the 
Court said that in fixing rates, the Commission did not have the au- 
thority under the present act to consider the effect of waste and to pre- 
vent it by the use of its rate-regulating power. 

The Commission was there dealing with the question of stopping 
inferior use of gas under boilers, and the Court said, while the Com- 
mission may reach that question under its certificate powers, it could 
not deal with it in fixing rates. 

Thank you very much. 

The CHatrman. Now, Mr. Dies has asked permission to ask 2 or 
3 questions. Mr. Dies. 

Mr. Dies. Mr. Campbell, you were not here when the gas distribu- 
tors testified; but their chief complaint seems to be that they fear that 
gas is becoming competitive with other forms of energy. That seems 
to be the real reason they are opposed to the Harris bill and in favor 
of regulation. 

They say that if the trend continues in a short time they will be 
in competition with coal and with oil and they do not want that to 
happen. 

Now, I think that is a fair statement of their attitude. 

Mr. Campsetu. I heard one witness to that effect. 

Mr. Dres. Yes, sir. Now, as I gather from your able statement— 
and it was a very fair statement from the viewpoint of your indus- 
aan certainly your industry does have some very serious prob- 
ems. 

Mr. Campsetyt. We do, indeed. 

Mr. Dries. As I gather from your testimony you believe that gas 
ought to be competitive with coal ? 

Mr. CampBe.u. We would like to see it on a more competitive basis. 

Mr. Dres. More competitive ? 

Mr. Campsety. Yes, sir. 

Mr. Dres. Like every other commodity, you do not hope to be com- 
petitive in every field, but you think it ought to be more competitive. 

Mr. Campsety. Yes, sir. 

Mr. Dies. Now, if it is not competitive, you fear, as I understand, 
that there will be great waste of a natural resource ? 

i CampseEL_. That is correct, and that is occurring today, Mr. 
ies. 

Mr. Dies. If some of the distributors want to continue a cheap price 
for gas that nobody else can compete with, that would involve the use 
of tremendous amounts of the gas reserves, would it not? 

Mr. Campsett. That is correct. 

Mr. Dies. Now, that brings me to what I want to say about your 
testimony, that I cannot quite understand. 

I can understand that you are in favor of the Staggers bill. Mr. 
Staggers has been very fair and energetic in advancing his bill. But, 
I cannot see how your industry could oppose the Harris bill under any 
circumstances, if what these distributors say is true, that they are now 
beginning to meet competition, for the first time. 
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They say that if this thing continues that they are going to have to 
face stiff competition. 

Now, if that is true, it would seem to me that your industry would 
not want to oppose legislation that would bring about competitive 
conditions. 

Do you see what I mean ? 

Mr. CAMPBELL. Yes. 

Mr. Dres. I just do not see how your industry could oppose it. 

Now here is what is happening in the gas business: In the beginning 
they got gas tied up in contracts for a very small price. I know, be- 
cause I executed some contracts on land that I own back at a time when 
I knew nothing about the value of gas. We were looking for oil. Most 
anything they put in the contract, in that fine print, as my colleague 
from Texas said, we signed, because we wanted the bonus and we were 
thinking of oil. 

Now, how many such contracts they secured in the oil regions I do 
not know; but I would venture to say that they got a great deal of gas 
reserves tied up under most favorable terms. 

Now, of course, people have been educated, and in our area, on any 
new land, or where leases have lapsed, they are saying, “Now, wait a 
minute. I want a good price for my gas.” 

Not only is that true, but taxes are rising; cost of production is ris- 
ing; labor costs are rising—they are paying pretty high labor costs 
now. 

So that the trend is toward making gas more competitive, and that 
is the urge behind this Federal regulation, the belief of the distribu- 
tors of gas that if they can just get the Federal Power Commission 
to take hold of this thing they can keep the price down permanently at 
such a level that neither your industry nor the oil fuel industry or 
anyone else can compete with them. So while I do not blame you—I 
certainly can see the reason that you are advocating the merits of your 
case, and so on and so forth—yet, I am surprised that your industry 
would even contemplate opposition to this Harris bill, if you should 
not be successful in securing your bill as an amendment. 

Now, I do not want to commit you to anything of that sort, but I 
simply want to impress you with the idea that if the production and 
gathering of gas does get into Federal regulation, and the distributors 
are able to do what some of them hope they will do, which is to depress 
the price of gas by Government fiat, then it seems to me that your 
industry is in for some very rough sledding in the future. 

Mr. Camppetyt. Well, Mr. Dies, I do not know that I can give you 
an explanation which will entirely satisfy you, but I will tell it to you 
as I understand it. 

There is not any question about it but what a higher price in the field 
redounds in the long run to the benefit of the coal industry. We recog- 
nize that, and, of course you do. 

But, our experience has been that, in spite of rising prices in the 
field, there have not been correlative rises in the price of gas sold to 
direct industrial users and many of those field price increases have 
been loaded off onto other consumers. The price of industry gas has 
been made just below what coal can sell for, and consequently, you 
see these figures which Dr. Edwards will show to you, of a constantly 
rising volume of gas burned under utility boilers, in competition with 
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coal and oil, and a decrease in the relative percentages of the other 
fuels. 

Now, we just feel this way that if the Congress is going to attack 
this problem now on a general revision or look at the Natural Gas Act, 
it should not only look at the question of field prices, but it should also 
look at this question of industry prices. 

Mr. Dres. I understand that. 

Mr. Campse.u. Made on these direct contracts, which so far as the 
Federal Government is concerned are not subject to regulation as to 
price and which, as I pointed out yesterday, as a practical matter, 
are not being regulated by the States. 

So that that source of competition has been so injurious to us, and 
since it does create what we considered a bad economic waste, we 
thought we would just center our position on this competition and not 
try to get into the other fight. 

Mr. Dries. I understand your position. 

You feel like, if we are going to go into this thing, you want to pre- 
sent your case to us? 

Mr. Campsety. That is correct. 

Mr. Dies. But the thing I don’t want you to overlook is the fact 
that the distributors say that while they have been able to absorb this 
increase in price in the past that they can no longer do it, and, there- 
fore, they have now reached a time when, they must compete with oil 
and coal. So that at this critical stage when for the first time you are 
going to see some hope of being able to compete, with gas I would think 
that your industry, as a whole, would be very unwise in opposing this 
legislation. 

Mr. Camese.u. Well, as I mentioned, I question whether freeing up 
of the field price would have the effect of increasing the price at which 
the boiler fuel gas is sold and our feeling was that this is such an im- 
portant matter that 

Mr. Dies. I understand that. 

Mr. Campse.u. That we hoped that Congress would consider it, and 
as I told Mr. Harris yesterday, we have not the slightest objection to 
the Harris bill, if the Staggers bill is incorporated in it. We will then 
be active supporters of both of them. 

Mr. Dres. I may say, for your benefit, that I am one of those who 
does not believe that that condition should exist. I think that there 
ought to be competitive conditions, and I do not agree with those who 
take the position that the distributor ought to be able to keep gas so 
cheap that no one can compete with them anywhere in the United 
States. I think that that condition should not prevail. In the first 
place, it means that an owner of property is going to suffer and that 
means that he has got to part with his valuable property rights at a 
very low cost. It means that the producer will suffer, and everyone 
else will suffer. 

So, if what the distributors say is true, and what these mayors who 
appeared before us, and everyone, who is opposed to this legislation, 
say is true, it would seem to me that that would be water on your in- 
dustry’s back. 

Mr. Rogers. Will the gentleman yield? 

Mr. Dies. Yes, I will yield to the gentleman. 

Mr. Rocers. Mr. Campbell, that is something that I was confused 
on yesterday. 
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You said that if the ere bill were not included in the Harris 
bill, that you felt your industry would probably oppose the Harris 
bill? 


Mr. Campsetu. That is correct. 

Mr. Rocers. Now, if I remember your testimony correctly, that was 
based partially on the theory that if this were left under Federal con- 
trol there would be an attitude on the part of your industry to appear 
before the Federal Power Commission and ask them to set rates on 
gas, competitive—that is, taking into consideration competitive fuels. 
In addition, you also would approach it on a conservation theory and 
try to get the Federal Power Commission not to grant many addi- 
tional certificates, not only to pipeline companies, but to the original 
producers, who come into the public utility field, thereby cutting down 
the supply of gas, and giving you an opportunity and the coal indus- 
try, to furnish that energy. 

Mr. Campse.y. That is correct, except that it was not our idea that 
certificates would be denied to producers of gas. Conservation would 
be effected by control of the disposition of gas by the pipeline. 

Mr. Rogers. Now, that is what I wanted to clear up. 

I appreciate your position in it. I know that the coal industry is 
in a fad situation and certainly we want to do what is right for 
everybody. 

Mr. Camrsett. I want to thank you very much, Mr. Rogers. 

In reply to one of your statements, Mr. Dies, there has been no com- 
petition between natural gas and coal up to the present time and we 
do not see any at the present time. 

Mr. Dres. Of course, that is where you disagree, sharply disagree 
with the distributors. They are all here telling us that they are get- 
ting ready for very, very severe competition. 

Mr. Rocers. Will the gentleman yield to me for just on statement 
about that? 

Mr. Dres. Yes. 

Mr. Rogers. Mr. Campbell, you do recognize in fact that if gas is 
put under Federal control, there would not be any need to put coal 
and oil under control, because they will be incidentally controlled by 
whatever the Federal Power Commission does about gas. 

Mr. Camrsety. That is correct. 

Mr. Rocers. Thank you. 

The Crarrman. Thank you very much, Mr. Campbell. 

Our next witness is Dr. Ford K. Edwards, director of the depart- 
ment of coal economics, National] Coal Association. It is Dr. Edwards, 
T believe. 

Dr. Epwarps. Yes, sir. 

Thank you very much, Mr. Campbell. 

Mr. Campsetn. Thank you. 


STATEMENT OF DR. FORD K. EDWARDS, DIRECTOR, DEPARTMENT 
OF COAL ECONOMICS, NATIONAL COAL ASSOCIATION, WASHING- 
TON, D. C. 


Dr. Epwarps. Mr. Chairman and gentlemen of the committee—— 
The CHarrmaNn. At any point, Doctor, in the interest of time, with- 
out any desire to shut off testimony of any witness, where you care 
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to summarize a part of your written statement, you may be assured 
that it will be included in the record. 

Dr. Epwarps. Thank you, Mr. Chairman and members of the com- 
mittee. 

I am prepared to substantially summarize my statement and will 
ask that the parts I do not read be put into the record. 

The CHatrMan. Then, that will be included in the record. 

(The statement above referred to is as follows :) 


STATEMENT OF Forp K. EpWARDS, DIRECTOR, DEPARTMENT OF COAL ECONOMICS, 
NATIONAL COAL ASSOCIATION, IN SUPPORT OF THE STAGGERS BILL, H. R. 4943 


My name is Ford K. Edwards, director, department of coal economics, National 
Coal Association, Washington, D. C. 

During the past 5 years I have spent a very substantial period of time on 
economic matters pertaining to natural gas and have appeared before the Fed- 
eral Power Commission in a number of proceedings. For a period of 10 years 
I was employed by the Interstate Commerce Commission serving in various 
economic and accounting capacities, including that of director of the Bureau 
of Accounts and Cost Findings. I appear in support of the bill introduced by 
Congressman Harley O. Staggers, H. R. 4943. I sincerely appreciate the oppor- 
tunity to appear before this committee. 

The coal industry believes that H. R. 4943 is in the interest of natural gas 
conservation, is in the interest of the consumers of natural gas, and will provide 
a better competitive balance between the several fuel industries of the Nation. 

My testimony goes to four major considerations: the conservation of natural 
gas, national defense, the economics of dump gas sales, and, last, the anomalous 
and unhealthy situation created when gas moving through a common pipeline 
is part regulated and part unregulated. 


CONSERVATION 


As here used, the term “conservation” means the application of the Nation’s 
fuel resources to the uses for which they are best fitted. It means a recogni- 
tion of the inherent advantages of each fuel as measured by costs and services. 
It means maximizing the ultimate advantages and benefits to our national 
economy of this country’s fuel resources. 

As applied to natural gas, “conservation” means the consumption of this fuel 
in the uses for which it is best fitted. It does not mean the dumping of today’s 
reserves of 5-cent gas as a boiler fuel in order to save a few cents over coal when 
tomorrow’s replacement of the same gas will cost 15 to 20 cents or higher. 


THE SUPPLY SITUATION 


The necessity for natural gas conservation becomes obvious from a brief look 
at the supply situation. The broad picture is one of rapidly declining reserves in 
relation to a rapidly expanding demand. 

Since 1946 the annual net production of natural gas has increased 91 percent 
but the gas reserves are up only 32 percent. As shown in table 1 attached hereto, 
the life index of natural gas reserves in this country has declined from 32.5 
years in 1946 to 22.5 years in 1954 (year-end reserves divided by the year’s pro- 
duction). Although natural gas production in 1953 and 1954 was up some 90 
percent over 1946, the new discoveries of gas in 1953 were up only 15 percent 
over 1946. The 1954 experience was much more disturbing—the new discoveries 
were the lowest in the postwar period and scarcely more than half those of 
1946. This is in spite of the fact that the total footage drilled and wells com- 
pleted have been steadily rising. The 1954 figures for footage drilled and well 
completed were at an alltime peak and about 10 percent above 1953. Wildcat 
completions were also at a new high. The number of gas wells completed was up 
t percent over 1953 (Oil and Gas Journal, January 31, 1955, pp. 162, 238). 


EASTERN GAS SUPPLY SITUATION MORE CRITICAL 


Insofar as the eastern portion of the United States is concerned, the supply 
situation warrants concern. Two-thirds of the country’s gas production and 
reserves are accounted for by Louisiana and Texas. 
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Indeed, Texas accounts for one-half of the national total. East of the Missis- 
sippi the overwhelming part of the total natural gas supplies—over 80 percent— 
comes from Texas and Louisiana. 

Since 1946 the life index of the Texas reserves has fallen from 41.2 years to 
22.1 years. In 1954 for the first time in history the Texas gas reserves decreased. 
They declined by 1.4 trillion cubic feet. Actually this unfavorable trend first 
made itself evident in 1952 when the annual net increase in reserves began to fall 
away sharply. (See table 1 attached.) 

In Louisiana the life of the known reserves declined from 36.9 years to 24.4 
years between 1946 and 1954. Combining these two big gas-producing States, 
Texas and Louisiana, the reserve life index has fallen from 40 to 22 years since 
1946. If the rise in the consumption of natural gas had not slowed down consid- 
erably in 1954, because of the temporary business drop, the 1954 picture would 
have been worse than here indicated. 





NEW GAS DISCOVERIES DECLINING IN RELATION TO DEMAND 


Over the last 4 years, 1951 to 1954 inclusive, annual discoveries of natural gas 
in the United States have averaged 15 trillion cubic feet, but if the size of the 
reserves had been kept in proportion to the demand, and the life index maintained 
at the level of 1950, the new discoveries should have averaged 23 trillion cubic 
feet annually instead of 15 trillion. 

Since 1950 the annual year-to-year increases in natural gas production have 
averaged 8 percent. If one uses the conservative figure of a 5 percent increase 
in gas production, 1955 over 1954, the rate of new discoveries of gas should be 
double those of 1954 if the present reserve life is to be maintained. These figures 
indicate the magnitude of the added effort needed to arrest the current long 
decline in the life of the gas reserves. 

Between 1950 and 1953 new additions to the gas reserves have ranged between 
5.9 and 11.7 trillion cubic feet; but in 1954 they totaled but 0.3 trillion. This is 
a matter of grave concern to the gas-consuming public. According to an editorial 
in the Oil and Gas Journal of March 28, 1955, page 75, this sharp drop in the 
net additions to this country’s gas reserves came as a surprise to the entire 
industry. 

The foregoing represents a serious situation. Based on the experienc of the 
last several years, gas supplies for the eastern part of the United States, at least, 
could be reduced to a hand-to-mouth basis in some 10 to 15 years. While this 
is not expected to happen, as efforts to find new reserves no doubt would be 
stepped up, it does indicate the steadily increasing pressure of demand on supplies. 
Such pressure springs both from the increasing penetration of present fuel 
markets and from the basic growth in the population which has been continuing 
at what may be characterized as an explosive rate. 


APPALACHIAN EXPERIENCE—NEW SUPPLIES NOT FORTHCOMING 


It is assumed that new gas supplies can be found at a price but the experience 
since 1940 of Ohio, Pennsylvania, and West Virginia can well raise some doubts 
here. In 1940 the combined production of natural gas in these three Ap- 
palachian region States balanced their combined consumption, but by 1953 the 
picture had changed drastically. The critical factor from a gas-supply stand- 
point is that whereas the 1953 gas consumption for the three States rose to almost 
300 percent of the 1940 level and the average field price of gas (at the well) was 
up 67 percent (from 15 to 25 cents per thousand cubic feet). The increase in 
the production for the three States was incredibly small—only 3 percent. This 
poses the interesting question for the future, ‘What price added gas supplies?” 

Chart 1 portrays the Appalachian experience, 1940 and 1943. Gas consumption 
rose sharply and so did well prices, but significant increases in the marketed 
production of the gas were not forthcoming. 
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CHART 1, RISING DEMAND ANDO HIGHER FIELD PRICES DO NOT 
BRING OUT THE SUPPLIES 


PRODUCTION, CONSUMPTION, ANDO AVERAGE FIELD PRICES FOR 
OHIO, PENNSYLVANIA AND WEST VIRGINIA COMBINEO 
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The reason the added supplies were not forthcoming may be explained by the 
fact that natural-gas reserves are exhaustible. Production rates tend to reach 
a peak and then diminish with supplies falling far below the potential demand. 
This has been the experience in the Appalachian region, certain of the Mid- 
western States, and in California. 

Table 2 (attached) shows the production and consumption of natural gas for 
eight States, the characteristics trends here described being present in each case. 
Chart 2 shows the picture graphically for five Appalachian States combined—New 
York, Pennsylvania, Ohio, West Virginia, and Kentucky. New discoveries last 
year in Pennsylvania gave the tail end of the curve what is probably a temporary 
spurt but production nevertheless falls fars below the demand as evidenced by 
the huge rise in sales since 1946 when Southwest gas became available. 
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It seems reasonable to believe that the experience in the Appalachian region 
and elsewhere may carry over to the Southwest. This is evidenced by the fact 
that since 1946 the reserve life index for natural gas in Texas—a State which 
supplies half the Nation’s gas—has fallen from 41 years to 22 years. Further 
evidence may ile in the fact that last year (195) Texas produced 42 percent more 
gas than was discovered in that State. 





20-CENT GAS REPLACES 2-CENT GAS 


When one relates gas production to the volume of reserves the resulting pic- 
ture is one of rising demands pressing on stationary or declining supplies in some 
States and uncertain long-run supplies in other States. So long as the trend in 
the reserve life index is upward or stable and the volume of the reserves is ample 
the reserve situation may be considered healthy. But a sustained decline or even 
a leveling off in relation to the current trends in demand should be a matter of 
concern, certainly to consumers. 

One result of the present situation is the rising pressure on gas prices both at 
the well and at the consumer’s door. Market-place correction lies in an ac- 
celerated rate of gas discovery, in curtailed demand in the inferior uses, or both. 

Aside from the growing pressure of demand on supplies , natural gas is steadily 
becoming more expensive to find as a result of deeper holes, a rising proportion 
of dry holes and the higher cost of drilling in general 

Taking field prices for illustration, the 1940 Southwest prices for natural gas 
(at the well) averaged 2 cents per thousand cubic feet (Kansas, Louisiana, 
Oklahoma, Texas). Today the average is approaching 9 cents, or over fourfold 
the 1940 level. Today, recent contract prices on the gulf coast fall in the range of 
16 to 20 cents per thousand cubic feet. 

These figures serve to illustrate the forces of supply and demand at work in 
the field of natural gas. They demonstrate the importance of conservation. 
The 2-cent field gas has now been replaced by 9-cent gas, and the 9-cent gas is 
now in a fair way to be replaced by 20-cent gas. 


EFFECTUATING CONSERVATION 


In view of the supply and demand situation for natural gas, it seems a reason- 
able conclusion that the dumping of gas for low-grade uses works long-term 
injury to the economy of the Nation. 

It deprives special-advantage customers of the benefits of the fuel. It hastens 
the exhaustion of lower price reserves and adds to the pressure on field 
prices needed to bring forth new reserves and replacements. 

The practice of making direct pipeline gas sales is not believed conducive 
to conservation or the diversion of the gas to the superior uses. Distribution 
utilities with their large network of gas pipelines in place provide a means of 
combing the market for high-grade uses, particularly the smaller consumers, in 
a manner not available with direct pipeline sales. Distribution utilities usually 
reach every street and every residential, commercial and industrial area of the 
cities and communities they serve. Economy and efficiency, as well as conserva- 
tion principles and service to the smaller users, would plainly seem to call for 
the most complete use of their plant facilities as is possible in preference to 
large direct industrial sales. 


PIPELINE INCENTIVES WORK AGAINST CONSERVATION 


As the transmission company receives a fair return on its jurisdictional sales 
and these latter are heavily loaded with the pipelines’ capacity costs and fixed 
charges, there is an incentive to build up the volume of direct main-line sales. 

With a low proportionate share of the pipeline costs placed against this 
character of sale, the rates of return may be high with a consequent favorable 
effect upon the overall rate of return. Such rate of return, taking the jurisdic- 
tional and nonjurisdictional sales combined, may be higher than the Federal 
Power Commission would permit if all sales were under its jurisdiction. 

It is also generally easier to serve one large interruptible, inferior-use, indus- 
trial consumer than a number of small interruptible superior-use consumers 
which combined take the identical volume. 

It is believed that the economic effect of maintaining side by side in the same 
pipeline two classes of sales of the same product, one jurisdictional and the 
other nonjurisdictional, works against the interest of conservation. 
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H. R, 4943 IS A MAJOR STEP TOWARD CONSERVATION 


Section 1 of H. R. 4943 would amend subsection (b) of section 1 of the Natural 
Gas Act by deleting the words “for resale.”’ By this revision the Federal Power 
Commission would be vested with jurisdiction over the direct industrial sales 
of natural gas in interstate commerce. 

It is believed that H. R. 4943, if enacted into law, would be a material step 
toward natural-gas conservation. It would serve to reduce the price gap between 
interruptible and firm gas, thereby causing industrial gas to bear a fairer share 
of the cost of the transmission of natural gas. It would permit of a more realistic 
pricing of all gas by removing the anomaly of regulated and nonregulated gas 
moving to market in a common pipeline with common costs. It would permit the 
Commission to restrain wasteful uses and to extend the life of gas reserves for 
superior uses, 

The elimination of present incentives toward large direct industrial (non- 
jurisdictional) sales should encourage the diversion of such gas to superior uses. 
All of these factors should provide a better balance of competitive conditions 
between the several fuel industries. F 


COAL BEARS THE LOAD IN NATIONAL DEFENSE 


The second point I would like to deal with is that of national defense. Coal 
is the only fuel capable of rapid expansion in time of war. The first full year 
of World War II (1942) saw the United States total demand for energy, including 
hydro, rise by 159 million tons bituminous coal equivalent, an increase of 19 
percent. Of this amount coal, including anthracite, supplied 130 million tons, or 
82 percent. By 1944, the peak year of war effort, demand was up by 279 million 
tons of which coal supplied 170 million, or 61 percent. 

If one excludes the southwest, mountain, and Pacific regions—in other words, 
takes the vast industrial area stretching from the Dakotas, Nebraska, and 
Kansas east to Maine and southeast to Florida (and including all States east of 
the Mississippi) the reliance placed on coal in World War II was enormous 
and coal’s response was spectacular. Of the rise in energy demand between 
1940 and 1942 of 131 million tons, coal equivalent (including all forms of energy 
but motor fuel), coal supplied 87 percent. By 1944 coal was still the over- 
whelming source of emergency energy. Of the increased demand of 184 million 
tons, 80 percent was met by coal. Petroleum products, natural gas and hydro 
combined carried but 20 percent of the added energy requirements of World 
War II in the vast area here described. 

I offer these figures as indicating the enormous importance of coal in national 
defense. The added demands on coal in World War II were comparable to 
those of World War I despite the growth of oil and gas consumption in the in- 
tervening decades. The explanation is that oil and gas production and distribu- 
tion, to meet the economy’s needs, cannot be expanded rapidly. New oil and 
gas wells and networks of long-distance pipelines on a huge seale would be 
necessary. Such demands conflict with wartime needs for steel and other 
metals. 

Today, this country is depending to an ever-increasing degree on oil products 
brought from the Southern Hemisphere and the Middle East. In World War 
II these supplies were sharply cut off. Even the gulf-coast supplies by ocean 
tanker were cut off from the east coast. The nation’s fuel problems are further 
complicated by the fact that oil goes to war when defense emergencies arise. 
These factors serve to explain the extreme reliance on coal when a crisis arises. 
It is the only form of energy which has the needed wartime flexibility. 


COAL PRODUCTION CAPACITY CURRENTLY FAR BELOW MINIMUM REQUIREMENTS 


In 1954 bituminous coal production totaled only 392 million tons compared 
with 631 million tons in 1947, and 600 million in 1948. The minimum peacetime 
operation essential to meet the sharp rise in fuel requirements in a new world 
emergency has been placed by the industry in the neighborhood of 500 million 
tons. 

Coal consumption in competitive markets has declined drastically in the last 
Several years. Between 1948 and 1954 the coal consumption competitive with oil 
and gas (excluding metallurgical, rail, and overseas uses) dropped from 343 
million tons to 276 million, or by 20 percent. In 1954 the United States con- 
sumption of oil and natural gas (excluding motor fuels and field and carbon 
black use of natural gas) totaled an estimated 507 million tons, coal equivalent. 
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Since 1948 total bituminous coal production is down 35 percent, the number 
of mines has dropped from 9,000 to 6,000, or by one-third, and the number of 
men employed from 442,000 to 214,000. The corporate net income in the bitu- 
minous coal industry, as reported by the Bureau of Internal Revenue, declined 
from $197 million in 1948 to $33 million in 1952. The profit per ton has dropped 
from 33 cents to 7 cents over the same period. Today, coal production and 
prices have declined substantially since 1948 so that both aggregate profits and 
unit profits per ton are significantly lower. 

In contrast, the gross national product is up 39 percent, industrial production 
20 percent, and electric power 68 percent in the 6-year period, 1948 to 1954. 
Whereas wholesale prices increased 11 percent since 1948 through 1954, bitu- 
minous coal prices at the mine have decreased. Prices on industrial coals are 
reported as down 25 to 35 cents a ton in the last 18 months. 

These figures all point toward a serious weakening of the capacity and finan- 
cial strength of the coal industry. Yet it is the coal industry with its shrinking 
productive capacity which must be relied upon to meet quickly the huge added 
internal fuel requirements when defense emergencies arise. 

In 1940 bituminous coal accounted for 61 percent of the competitive energy 
consumption in the United States compared to 40 percent today. Thus, while the 
projected defense needs for fuels have risen, coal’s capacity to shoulder the 
burdens that would be placed on it has been materially weakened. The vital 
nature of the broad problem here faced was recognized by the Federal Power 
Commission in its report on Natural Gas Investigation (Docket G—580, 1948). 
The report states (p. 46) that a leveling off, or downward trend, of the reserve 
life index of natural gas would suggest the need for “‘* * * reappraisal of this 
natural resource in relation to the consumer requirements to be met, and a closer 
surveillance of proposed extensions of pipeline facilities.” In the matter of de- 
fense, the report states that in the face of such adverse trend the “* * * pos- 
sible needs for national defense would also become a more vital consideration.” 

The foregoing report covered a period (1920-46) which saw the life index of 
the natural gas reserves climb to their historic peak. Since then the reserve 
life index has moved sharply and continuously downward. It would appear that 
the time has arrived when the reappraisal of natural gas resources in relation 
to consumer requirements, as suggested by the Federal Power Commission re- 
port, was now at hand. The coal industry believes that H. R. 4943 is an effective 
step toward meeting changing conditions. 

Much of what has been said here as to coal productive capacity applies to the 
railroads which haul the coal. Without some minimum floor on the peacetime 
tonnage of coal hauled, the rail capacity in terms of plant, equipment, and labor 
to meet defense emergencies will not be present when the demand arises. 

These figures indicate, it is believed, the importance of coal in considerations 
of national defense. Natural gas, it is contended, should not be burned as a heavy 
boiler fuel at a nominal saving to industry when other fuels such as coal are 
available and needed coal-mining capacity is drying up for lack of markets. 

In the White House Report on Energy Supplies and Resources Policy the ques- 
tion is asked, “What trade policies for energy supplies will most effectively 
express the overlapping national needs for adequate protectable supplies in case 
of war * * *? What steps may be taken to improve the economic position of 
the coal industry, now seriously depressed, without penalizing competing indus- 
tries, as a means of enhancing the ability of that industry to contribute to the 
national defense?” It is believed that the encouragement of the consumption of 
natural gas in superior uses in contrast to sales for inferior uses, as provided in 
H. R. 49438, is an essential step in implementing defense policies. 


SOME ECONOMIC EFFECTS OF BOILER GAS SALES 


A few remarks on the economics of dumped gas sales are desirable. Indus- 
trial gas in inferior uses is frequently sold at levels no more than sufficient to 
displace the next cheaper industrial fuel. Yet, although the savings to the buyer 
are small in relation to other fuels and total plant expenses, the effect is never- 
theless to accelerate the pressures of demand on gas supplies and to hasten the 
exhaustion of the available 5-cent or 9-cent gas and the trend toward dependence 
upon gas costing 16 to 20 cents or higher at the well. 

; The superior-use consumer is here “holding the sack” as it were. As gas prices 
rise the inferior-gas consumer, by literally turning a valve, can shift to another 
heavy fuel. In contrast, the superior user, and the residential consumer in 
particular, is faced indefinitely with the higher gas costs to which the sales of 
dump gas contributed. 
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If the dump sales of natural gas are required to carry a larger share of the 
joint costs of providing pipeline capacity the volume of such sales may be ex- 
pected to diminish. If nonjurisdictional sales were eliminated there would be 
reduced incentives to exploit such sales as a supplementary pipeline profit and 
thereby build up an overall pipeline rate of return above that allowed by the 
Federal Power Commission. 


AMOUNT OF DIRECT LINE GAS SALES 


The total amount of the direct line sales is not known but a compilation of 
such sales for 28 transmission companies primarily serving the eastern half of 
the United States show 517.5 billion cubic feet of sales in 1953. This is the 
equivalent, on a British thermal unit basis, of 20.7 million tons of bituminous 
coal. These figures include some direct line sales to electric utility plants for 
boiler use, but do not include those electric plants which are operated by the 
local distributing pipeline companies which offer dual services (gas and electric). 


VOLUME OF DUMP OR INFERIOR-USE GAS 


While the volume of sales of natural gas for industrial use in this country is 
very large, accounting for about 64 percent of the total gas sales (exclusive of 
field use and carbon black), the amount of inferior-use gas can only be measured 
in certain market categories. Chart 3 portrays the sharp upward trend since 
1940 of the total United States industrial sales of gas, also of the sales in coal 
competitive areas. The latter excludes the West South Central and Pacific 
States. Superimposed on this chart is the reserve life index of natural gas for 
the United States. The life of the reserves, at the increasing rates of gas con- 
sumption, has fallen sharply and continuously. 

Boiler-gas sales to steam-electric plants are indicative of one major inferior 
use of natural gas. In 1954 these sales totaled 1.2 trillion cubic feet or the 
equivalent of over 50 million tons of coal. Excluding the west south central and 
Pacifie regions, the electric plant consumption in 1954 totaled 549 billion cubic 
feet, or 23 million tons, coal equivalent. As the United States industrial sales of 
natural gas (excluding the electric utilities, carbon black and field use) run to 
2.9 trillion cubic feet, or 1.4 trillion if one excludes the west south central and 
Pacifie regions, there is little doubt but that the inferior use under boilers or 
otherwise is much higher than that represented by-the utility consumption alone. 
In 1953 the consumption of natural gas by Portland cement plants amounted to 
4.7 million tons, coal equivalent. 

The American Gas Association provides a yearly breakdown between what it 
classifies as firm and interruptible industrial sales, although it includes under 
“firm” sales seasonal and off-peak gas as well as curtailable sales which may be 
interrupted by State law or regulation rather than by contract provision. In 
1953 the total industrial sales, amounting to 29.7 billion therms, were separated— 
16.3 billion firm and 13.3 billion interruptible. These latter approximate 1.3 tril- 
lion cubic feet of natural gas (at 1,000 British thermal unit per cubic feet) or 
over 50 million tons, coal equivalent. 

However one may approach the subject, the amount of the Nation’s total 
inferior use of natural gas, even if put at but 1.0 trillion cubic feet, is very large 
in relation to the 1953 total United States consumption (table 5, excludes field 
use and carbon black) of 6.2 trillion cubic feet. It is very large in relation to 
the net increase in United States natural gas reserves in 1954 of but-0.3 trillion 
cubie feet. It is large when one considers that in 11 major gas-producing States 
the reserves at the close of 1954 were lower than they were at the beginning of 
1954. These States were Arkansas, California, Kansas, Kentucky, Montana, New 
Mexico, New York, Pennsylvania, Texas, Utah, and West Virginia. 

The figure of 1.0 trillion cubic feet for inferior-use gas is large when one con- 
siders that in Texas, which accounts for half the United States total gas produc- 
tion, new discoveries have been sharply declining from 7.2 trillion cubie feet in 
1951 to 3.3 trillion in 1954, and that the Texas gas reserves decreased 1.4 trillion 
cubic feet in 1954. 
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CHART 3. GROWTH OF INDUSTRIAL CONSUMPTION OF WATURAL GAS 
IN THE U.S., 1940 -1953 COMPARED WITH LI7E INDEX OF RESERVES 
(CONSUMPTION EXCLUDES FIELD USE ANO CARBON BLACK) 
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BOILER GAS SALES INCREASE MOST RAPIDLY 





A disturbing feature of natural gas consumption is that although the demand 
by superior uses is heavy, it is the lowest grade use—boiler gas—that has been 
getting a disproportionate share of the natural gas supplies in recent years. 

The figures below set out the trends since 1950, based on such data as are 
available on electric utility boiler consumption. Industrial plant boiler consump- 
tionis not known. (See table 3 attached for regional data.) 
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Boiler gas consumed in the production of electric energy, and total United States 
consumption 


Boiler gas, electric plants United States total consumption ! 


| 

ing West South Cen- Increase over prior 
tral and Pacific period 
regions Billion 


Ga ee 2 ed en eS as cubic es i 
feet 


Billion | Increase | Billion | Increase oe Excluding 
cubic over prior | cubic | over prior Total | boiler 
feet | period | feet | period | | gas32 
(2) : (4) | (7) (8) 


United States exclud- 
United States 


Percent 


629 

764 

910 | 
1, 034 | 
1, 164 | 





1 Excludes field use and carbon black use. 
2 Excluding column (2). 


Source: Columns (2) and (4), Federal Power Commission 1946-53 annual consumption reports; 1954, 
monthly fuel consumption reports; column (6), Bureau of Mines Minerals Yearbook, 1940-52; 1953, Mineral 
Market Report No. MMS 2341; 1954, Quarterly Natural Gas Report No. 15. 


The figures show the percentage growth rates for boiler-gas sales to far 
exceed those for all sales of gas generally (exclusive of field use and carbon 
black). Since 1950 boiler-gas utilization has risen twice as fast as the con- 
sumption for nonboiler use. In 1954 boiler use was up 12 percent nationally 
compared to but 3 percent for all other uses, excluding field, carbon black and 


boiler gas. 
MANY BOILER SALES APPROACH THE STATUS OF YEAR-ROUND SERVICE 


A surprising characteristic of most steam-electric plant-boiler sales is the 
fact that they are only partially interrupted during the coldest months. The 
theory of interruptibility applies but partially even in the colder regions of the 
United States. 

This is brought out in the table below. The experience for the 3-year period, 
1952-54, shows the lowest monthly consumption usually is in January. Of the 
four quarters, the lowest is January-March. August is usually the month of 
peak consumption and July-September the peak quarter. The actual 3-year 
experience indicates a surprising proportion of boiler-gas consumption to be on 
a year-round basis for all practical purposes. 
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Low versus peak consumption of “dump” boiler gas by steam-electric plants, 
1952 to 1954, inclusive 


3-year consumption (million*cubic feet) 





l 
| 


Region Monthly Quarterly 
|Percent low 
of high 


Percent low 


of high Low High 


| 
Low | High 


(1) . ©@ 


(3) (5) (6) 


| Percent | 
. New England. 25 | 905 2.8 480 
2. Middle Atlantic 3, 202 23, 833 | 3.4 14, 094 
3. East North Central 9, 942 | 30, 973 32. 1 39, 919 
. West North Central___- 24, 509 53, 887 45. 5 90, 043 
5. South Atlantic 10, 923 | 20, 980 52.1 34, 532 | 
}. East South Central 12, 944 21, 639 59.8 41, 430 | , 893 
SU”. ee 12, 665 20, 927 5 40, 328 , 702 
Subtotal (excluding West 
South Central and Pa- | 
cific regions) ae 75, 497 172, 689 43. 260, 826 | 499, 710 52. 2 
United States total___- 179, 637 349, 084 51. { 574, O87 1, 005, 789 57.1 


Source: Federal Power Commission: 1952-53, annual fuel consumption reports; 1954, monthly fuel con- 
sumption reports. Regions described in appendix table 3. 


Some striking facts stand out from the above table. In the major coal-com- 
petitive regions of the United States (excluding the West South Central and 
Pacific regions) the boiler-gas consumption in the coldest month is 43.7 percent 
of the peak summer month. The consumption during the coldest quarter of the 
year, January—March, averages 52.2 percent of that for the peak summer quarter. 
In short, based on the 3-year experience, close to half the boiler-gas supply to 
utilities, for all practical purposes, is all-year gas. 

If we relate the total boiler-gas use in the coal-competitive region to the con- 
structive potential maximum use, the latter obtained by multiplying the peak 
quarter use by 4, we find actual use to here total 1.5 trillion cubie feet (1952 to 
1954, inclusive) as against a potential maximum use of 2.0 trillion. In other 
words, 75 percent of the “interruptible” boiler gas “got through” to the boilers 
over this 3-year period. 

For the United States as a whole, including the big West South Central gas- 
producing States and the Pacific coast, the “interruptible” gas delivered totaled 
77 percent of the potential total. Yet this gas generally is priced on an inter- 
ruptible or dump basis. 


COMPARATIVE PRICES ON INFERIOR AND SUPERIOR GAS SALES 


Some indication of the range in prices paid on boiler-gas sales, interruptible 
direct pipeline sales, and sales to ultimate consumers—residential, commercial, 
and industrial—is provided by the table to follow. The wide range between 
States in prices for residential and commercial sales is indicated in table 4 
(attached). 
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Value per thousand cubic feet of natural gas to consumer, by region and total 
United States, 1953 


[Cents per thousand cubic feet] 





‘ 

| Sales to ultimate consumers as re- 
| ported by Bureau of Mines ! 
| 
| 
| 


Interrupt- 
ible direct 
———————t ESO 
sales, in- 
| Industrial | dustrial ? 
| 


Electric 
utility 
boiler fuel 





Region 


Residen- | Commer- 
tial cial 
| 


() | @ cr @® | @ | ©) 


New England_--..---- . = uke 251. 220. 0 138. 1 
Middle Atlantic suck ‘ 115 4 51.4 
. East North Central_- ue : 71.6 38.9 
West North Central 58. f 44.1 | 21.6 | 
South Atlantic... . : .0 | 71.5 28.0 | 
East South Central. _- 3. 51.3 21.1 | 
. Mountain i } 44.3 17.0 
Subtotal (1. 1-7). ‘ a 68. 0 29. 8 | 
Total United States_____- . 61.0 | 22.8 | 


2 2O NN OOO 





ODP oR ON 


! Excludes gas used for field use and carbon black manufacture. 

2 Weighted averages of interuptible gas sales onlv. Excludes regions where test data inadequate or large 
volumes of gas not identified as firm or interuptible. Regional sales for which average price shown: East 
North Central, $12.7 million; West North Central, $24.9 million; South Atlantic, $7.6 million; and East 
South Central, $13.8 million. 


Sources: Columns (2)-(4), inclusive, Bureau of Mines (value at point of consumption); column (5), NCA 
study, Direct Pipeline Industrial Sales of Natural Gas, 1951-53; column (6) NCA Steam-Electric Plant Fuel 
Consumption and Costs, 1953, p. 25. Regions described in appendix hereto, table 3. 


It is evident from the figures here submitted that a very wide range exists in 
the price at which natural gas is sold to the ultimate consumer, both as to market 
categories and as to geographical regions or States for a single market category. 
These comparisons taken alone do not indicate, of course, what the price of the 
gas in each market category should be. This is a matter to be appraised and 
reviewed in each set of circumstances by the regulatory agency. 

The concern of the coal industry is that the interstate sales of gas for inferior 
uses should be subject to Federal Power Commission regulation to the end that 
such gas bear a fair share of the cost of transmission, including the fixed charges. 

A random check of sales of gas by transmission companies to distributing gas 
utilities shows average revenues per thousand cubic feet to approximate 35 cents 
in the Middle Atlantic territory ; 31 to 39 cents in the east north-central region ; 
15 to 36 cents in the west north-central region; and from 37 to 52 cents in the 
South Atlantic region. These figures, which cover 1953 sales totaling $143 million 
of sales for resale, are merely offered as indicating the potential range between 
the price to which boiler gas is sold and city-gate sales. There is room for doubt 
as to whether boiler gas pays a fair share of the pipeline costs or yields the con- 
tribution to the joint cost burdens and expenses of which it is economically 
capable. 

POSSIBLE EFFECT OF CURTAILING BOILER USE 


The question may fairly be raised as to the potential economic effect of placing 
a greater share of the pipeline joint costs on direct pipeline sales (through regu- 
lation) or on present inferior use jurisdictional sales such as steam-plant boiler 
gas. It is to be expected that the revenues from such sales will either be in- 
creased, thereby reducing the burden on other consumers, or that such gas will 
be diverted to higher uses capable of paying higher prices. It may mean a better 
combing of the regional market for commercial and residential sales or superior 
use firm industrial sales. 

Any of these results may mean an upgrading of the gas to a price level more 
in line with the intrinsic value of the fuel. It should provide a fairer apportion- 
ment of the joint cost burdens among classes of users. 

To the degree that dumped summer gas finds superior-use seasonal buyers, or 
can be placed in storage, or sold through interpipeline sales or exchanges, the 
summer period pipeline load factor may be maintained. 

If the inferior-use off-peak gas cannot all be disposed of as here described the 
result may be some lowering of the off-peak pipeline load factors. 

In this event, the added cost even on a 1,000-mile movement of the gas would 
be negligible to the ultimate consumer of residential, commercial, and other 
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superior-use gas. Against such higher costs, if they did eventuate, would be 
placed the prolongation of the life of the reserves of lower-cost gas. 


EFFECT OF GAS CONSERVATION OF ELECTRIC POWER CONSUMERS 


The curtailment of natural gas in boiler use would have limited effect upon 
the electric utility industry, at least in those areas where coal is plentiful. The 
gas is frequently (though not always) priced at but a few cents per thousand 
cubie feet (gas equivalent) below the competitive fuel burned at the same plant 
and available the year round. Secondly, the natural gas commonly accounts for 
a half or less of the total fuel burned. Thirdly, fuel usually accounts for some 
20 percent of the average consumer bill for electricity. 

In 1953, 7 large utility plants in the middle Atlantic region together burned 
46 billion cubic feet of gas as boiler fuel. If the next cheapest fuel burned in each 
of these plants had been substituted for the natural gas the effect would have 
been to raise the total fuel costs by 5.4 percent and the costs of electricity by 1 
percent. : 

A similar computation of 19 utility plants in the East North Central States 
showed 71 billion cubic feet of gas burned as boiler fuel in 1953. Had the gas 
been replaced by the next cheaper fuel presently burned in each plant the total 


= 


fuel charges would have been raised 5.2 percent and the costs of electricity 
about 1 percent. 

The point here made is that substantial portions of the natural gas now being 
consumed for inferior uses could be channeled to superior uses with but limited 
economic effect upon industry from which the gas is diverted. If but half the 
natural gas consumed at the 26 utility plants referred to above were diverted 
to commercial use it would serve well over 600,000 average residential customers 
or over 200,000 commercial customers. 


ANOMALOUS REGULATORY SITUATION CREATED WITH PIPELINE SALES PART REGULATED 
AND PART UNREGULATED 


My last and final point is that there is something most unreal about a situa- 
tion where natural gas moving through a common pipeline under conditions of 
joint cost is part regulated and part unregulated. To my knowledge no cattle 


raiser has ever tried to set the market price for beef and hides by applying a 
statistical cost formula to these products while they are “still on the hoof.” Yet 
this is the anomalous situation into which the Federal Power Commission is 
forced. 

The end results on costs, insofar as the large element of pipeline capacity costs 
and fixed charges are concerned, must necessarily be arbitrary to a major degree. 
But arbitrary statistical apportionment, however, have little or no place in 
market pricing. 

The two elements, (1) variable costs and (2) the grand total revenue require- 
ments, are the only cost factors that have economic reality in the market pricing 
of the gas. To force the Federal Power Commission to go beyond this in a situa- 
tion of joint costs is to force the Commission to solve a problem which is basi- 
cally insolvable. The results arrived at can never be viewed as lasting or stable. 

In treating all movements of natural gas as jurisdictional, a long step forward 
will be taken, it is believed, to add market realism to the application of the 
Natural Gas Act. 

CONCLUSIONS 


Taking stock of what has here been said, the supply picture of natural gas 
seems to shape up something as follows. The older gas-producing areas in the 
Appalachian region of the country have long ago reached their peak and prices 
of even 25 cents per thousand cubic feet at the well do not serve to bring forth 
but a fraction of the gas presently needed to supply the local demand. The en- 
tire Nation now depends on the single State of Texas for half its gas supply and 
the reserve situation in this State in relation to the growing demand has been 
steadily worsening. There are signs that a repetition of the Appalachian region 
experience of a rise to a production peak followed by a slow decline may be 
repeated in all other gas-producing States. 

Whatever new gas is to be found, it is becoming increasingly costly. The dis- 
tance from the new supplies to market centers is increasing; it is taking more 
exploratory wells to find the gas; the average amount of new gas discovered per 
exploratory well is dropping; and well prices are sharply rising. 
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On the consumer side the picture is of a mixed character with a steadily rising 
demand for natural gas at ever-increasing costs, but with a wholly dispropor- 
tionate part of the added gas supply being channeled into boiler-gas or other 
inferior-use markets. A wide spread exists between the prices at which the 
inferior-use gas is sold and the price received for superior-use gas. It is ex- 
tremely doubtful that such spreads can be economically justified in the light of 
all pertinent considerations. 

To sum up, the current volume and the trends in the sale of natural gas for 
inferior uses are not believed to serve the Nation’s best interests, whether from 
the standpoint of conservation of gas resources; the need for solid fuels in de- 
fense emergencies; or, indeed, the interests of the gas industry’s own superior- 
use consumers. 

It is earnestly contended that the amendment of the Natural Gas Act as pro- 
posed in H. R. 4948—the Staggers bill—is both desirable and timely in the na- 
tional interest. 

Again let me thank you for the opportunity of appearing before you. 


TABLE 1.—Natural-gas reserves of United States 


i. a. at 60° F.] 


Reserves at 
| beginning 
of year 


(1) 


147, 789, 
160, 575, 
165, 926, 
173, 869, 
180, 381, 
185, 592, 
193, 811, 
199, 716, 
211, 447, 


78, 306, 
86, 363, 
90, 025, 
95, 708, 
99, 170, 
102, 404, 
105, 653, 
105, 732, 
106, 529, 


[Millions of cubic feet 14.65 p. s 


| Total dis- 
coveries 


367 
902 
914 
340 
344 
699 | 
500 | 
225 
132 


aa, 
10, 
13, 
12, 
12, 


980, 824 
898, 572 | 
674, 299 | 
049, 732 
16, 052, 991 
14, 345, 513 
20, 453, 016 | 
9, 599, 203 | 


10, 154, 021 
6, 166, 268 
8, 393, 409 
6, 485, 564 
6, 613, 584 
7, 165, 956 
4, 409, 829 
5, 459, 797 
3, 356, 849 | 


676 
459 
566 
553 
403 
077 
229 
763 
626 


19, 849, 
22, 411, 
23, 481, 
23, 977, 
26, 687, 
28, 533, 
29, 005, 
31, 451, 
34, 458, 


393 
511 
233 
520 
811 
266 
031 
614 
912 


3, 170, 050 
1, 755, 589 
1, 255, 497 
3, 516, 017 
2, 761, 253 
1, 628, 931 


4, 438, 789 |. 


1 Includes offshore reserves. 


Source: Report of the Committee on Natural Gas Reserves of the American Gas)Association. 


| Net change 


3, 716, 455 |____- 
3, 848, 155 |---| 


UNITED STATES 


Net pro- | 
duction | 
during 
year 


in under- | 
ground 
storage 


4, 942, 617 
5, 629, 811 
6, 007, 628 | 
6, 245, 041 | 
6, 892, 678 | 
7, 966, 941 
8, 639, 638 
9, 238, 540 
9, 426, 509 | 


82,7 
54, ; 

132, 

198, 

516, 431 | 
90, 906 | 


TEXAS 


2, 097, 238 | 
2, 504, 161 
2, 710, 422 | 
3, 023, 714 | 
3, 380, 400 | 
918, 134 | 


1,330 | 3 
4, 330, 308 | 
4 
4 


13 | 
5, 466 | 
6, 002 | 


668, 400 
. 763, 415 | 


LOUISIANA 


607, 932 
685, 867 
759, 210 
805, 726 
915, 798 | 
1, 157, 166 
1, 269, 872 | 
1,431,491 | 
1, 507, 081 


Net increase 
over pre- 
vious vear 
(col. (6)— 

(1)) 


12, 786, 535 
5, 351, 013 
7, 942, 426 

6, 512, 004 

5, 211, 355 

8, 218, 801 

5, 904, 725 


11, 730, 907 | 
263, 600 | 


8, 056, 783 
3, 662, 107 
5, 682, 987 
3, 461, 850 
3, 233, 184 
3, 249, 152 
79, 534 

796, 863 
—1, 400, 564 


2, 562, 118 
1, 969, 722 

496, 287 
2, 710, 291 
1, 845, 455 

471, 765 
2, 446, 583 
3, 007, 298 


2, 341, 074 | 


Remaining | 
recoverable | 
reserves | 
end of year | 
(cols. (1), (2), | 
(3)—(4)) 


(6) 


160, 575, 902 
165, 926, 914 
173, 869, 340 | 
180, 381, 344 

' 185, 592, 699 | 

1 193, 811, 500 | 

1 199, 716, 225 
211, 447, 132 
211, 710, 732 


86, 363, 459 | 
90, 025, 566 

95, 708, 553 | 
99, 170, 403 

| ! 102, 404, 077 | 
1105, 653, 229 
1 105, 732, 763 
106, 529, 626 
105, 129, 062 


22,411,511 | 
23, 481, 233 | 
23, 977, 520 
26, 687, S11 | 
1 28, 533, 266 | 
1 29, 005, 031 
131, 451,614 | 
34, 458, 912 | 
36, 799, 986 


Reserve 
life index 
years 
(col. (6)+ 
(4)) 
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TABLE 2.—Natural gas production and consumption for the older producing States 


[Billions of cubic feet] 


New York Pennsylvania | Ohio Wes: Virginia 

. ’ ' 

| Produc- Con- | Produc- Con- Produc- Con- Produc- Con- 
tion sumption tion sumption tion sumption tion sumption 


| 
| 
| 
| 


(4) (5) (6) (7) 





45. 
52. 
47. 
53. 2 
48. 7 
49. £ 
56. 3 
50. 6 
68. 3 
79. 
69. ¢ 
68. ¢ 
61.¢ 
63. ¢ 
58. § 
47. 


138, 
135. 
130. 
127. 
126. 
108. 
112. 
118. 
110. 
113. 
130. 
133. 
123. 
113. 
125. 

86. 
101. 
112. 
105. 
101. 
107. 
105. 

99. 
102. 0 

88. 7 


61. 
63. 
86. 
94. 
110. 
115. 
76. 
93. 
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TABLE 2.—Natural gas production and consumption for the older producing 
States—Continued 


Kentucky Indiana Illinois California 


} ae ee a 
Produc- Oon- Produc- | Con- | Produc- Con- Produc- Con- 
tion (sumption; tion sumption) tion sumption) tion {sumption 


Pulgye arog @ | 





. PSPS rPPHPHrPapaas 


NDWDWOSOHGAOKKOUIDaH$DWOAnNWDWDAIWwnwnowrK OCNnNOCCCH DENNNWSHAOAHKHWMNWOAO 





= 


tw 
_ 
tw 
CreK KK DOO ODnNnwr OOn~ 


BEBESEES! 


a os 30 one > wm CO Oo CO 
PESASSSSZESSSSASHSSERSNBNSSSS Rio ee wewye ee weyers 
reno Roe ge co So CORSE CO mM SSNS SIO 


CHE WORRK ON ATH HK OH BANOO RO ADRK OCH NDN KOH OCMOKPAINIAIDWAwWs010O 


CPPS PSErPESS Sr. fr. 
nw 
Bs 


DO er OD OHO 





pea SSERSESESECSR SE enssssexnres, 


- wwe 
o ~— —_ 
BANE PSH 
2oococrfn 


ee eel 
BEPRVSRBNSSNGSSBroowwwee 


Pet Pt tee tpt pe fet bet et pet 
SEP PNENNS SDPO PNrr, 


| 
| 








eR OOK CRAIN RHR ON NON ROD OAK NE DOOCOC DWH OOH AIR DOW RH ROO 





PHD AWWANWRANWARONWUMMMOOCAAUATHWH OBS 
CNMN AWN WR WKWOOR ROSIE ORR ORR IONe 
R 
r<) 
o 


BESRASSSSSSASBSRVSS Ror erywywees 





SEBERR 


& 








Source: Natural Gas Statistics, 1936-50; Bureau of Mines Information Circular No. 7644; Bureau of Mines 
Mineral Yearbook 1937 for (consumption figures 1924-35); Mineral Yearbooks 1951 and 1952; 1953 Mineral 
Market Report No. MMS 2341. 
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TABLE 3.—Consumption of natural gas for production of electric energy for 
selected regions and the United States, 1940-547 


NATURAL GAS 


[Millions of cubic feet] 





East | 
| Moun- | 
South tain | 


Central 


(7) (8) 


Coalcom-| Total 
petitive | United 
total States 


(9) (10) 


77, 539 | 
81, 244 
94, 633 
90, 596 
110, 127 
114, 430 
118, 633 
126, 231 
173, 410 
232, 640 | 
269, 596 | 
351, 464 | 
461, 361 

505, 401 

548, 556 | 


| 

Middle 

Atlan- 
tic 


(3) 


East West 
North | North 
|Central|Central 


(4) (5) 


South 
Atlan- 
tic 


(6) 7 


| 


9, 806 

| 8,883 

| 10,410 
11, 679 
14, 109 
15, 709 | 
16, 875 
18, 096 
31, 794 
38, 883 
48, 698 
55, 365 | 
53, 867 


461 
39 

32 

40 

1, 304 
851 
783 
881 
326 

2,907 | 

1, 640 

36, 736 | 
| 41, 293 

| 87, 632 | 

5,927 | 60, 502 | 


4, 817 

5, 763 
12, 350 
12, 787 
18, 235 
17, 951 
15, 934 
15, 938 
17, 947 
27, 067 
29, 775 
47, 997 | 
54, 272 
67, 884 
64, 847 | 


12, 911 

9, 57 

13, 108 | 
6, 935 

5, 933 | 
5, 959 | 
5, 318 | 
5, 118 | 
17, 373 | 
38, 744 
37, 493 
34, 312 
96, 950 
75, 397 
79, 162 


43, 152 
46, 190 
49, 994 
49, 053 
55, 448 
59, 699 
67, 420 
67,974 
85, 371 
| 97,306 
111, 031 
121, 468 
151, 581 
168, 605 
180, 404 | 


183, 157 
205, 156 
238, 736 
305, 594 
359, 766 
326, 212 
306, 942 
373, 054 
478, 097 
550, 121 
628, 919 
763, 898 
910, 117 
1, 034, 272 
1, 163, 520 























1 Includes gas other than natural, impossible to segregate. 


Regions: New England (Maine, New Hampshire, Vermont, Massachusetts, Rhode Island, Connecticut); 
Middle Atlantic (New York, New Jersey, Pennsylvania); East North Central (Ohio, Indiana, Illinois, 
Michigan, Wisconsin); West North Central (Minnesota, Iowa, Missouri, North Dakota, South Dakota, 
Nebraska, Kansas); South Atlantic (District of Columbia, Maryland, Delaware, Virginia, West Virginia, 
North Carolina, South Carolina, Georgia, Florida); East South Central (Kentucky, Tennessee, Alabama, 
Mississippi); and Mountain (Montana, Idaho, Wyoming, Colorado, New Mexico, Arizona, Utah, Nevada). 
The less coal-competitive regions of West South Central (Arkansas, Louisiana, Oklahoma, Texas); and 
Pacific (Washington, Oregon, California) are included in ‘‘Total United States.” 


Source: Federal Power Commission (1940-53 Annual Fuel Consumption Reports; 1954 from Monthly 
Fuel Consumption Reports). 


TABLE 4.—Range in residential and commercial prices paid by ultimate 
consumers of natural gas by States—1953 


] | 

Average value at points || 

of consumption (cents | 
per thousand cubic 

feet) 


| Residential] 
(2) 


| 
| 
| 
| 
| 
| 


Commercial 


(3) | 


$0.55 | 
-50 
39 || 
. 56 
48 
14 


New Hampshire------ 
DR Sendai ctwcndecnes 
RL 2 ae 
Be | ee 
| North Carolina... -------- 
North Dakota and South 


-42 || Ohio_-_- 
.72 |} Oklahoma 
-91 || Pennsylvania._.........-- 
.53 || Rhode Island__- al 
.32 || South Carolina__-__-_---- 

. 53 || Tennessee -- 

.33 
21 | 
. 87 || Virginia-- 

.53 || West Virginia 

-42 || Wisconsin ‘ 
ee tT WN SR. bk 5 esas -| 


Colorado 

Connecticut 

Delaware, District of Co- 
lumbia, and Maryland. 

Florida. 

CT ES Se 

Illinois 


29 | 
29 











Kentucky 
Louisiana. -......-- 
Massachusetts...........- 


Minnesota 
Mississippi 
Missouri 











Source: Bureau of Mines Mineral Market Report No. MMS 2341, Nov. 9, 1954. 
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TABLE 5.—Summary of natural gas statistics—1953 


| Value at point 
Million cubic | of consumption 
(cents per thou- 

sand cubie feet 


Consumption 


(1) 





. Residential. _- gt 2 , 685, 503 
2. Commercial ‘ , ‘ . ; 530, 650 


INDUSTRIAL 
3. Field (drilling, pumping, etc.) ...-.-_- oe ; 4 : , 471, 085 
ALL OTHER INDUSTRIAL 


. Fuel at petroleum refineries__. -- > oh San ies tude cae kcal ceaey 558, 695 
. Other (including electric utility plants) 1 BO 4 La BER CO ie 3, 733, 405 
Subtotal all other industrial. ___- Setenescune itsnateek aaekawe . 292, 100 

7. Total industrial (lines 3 and 6) ak  aiet nuh Racine 4 | 5, 763, 185 | 
8. Total consumption (lines 1, 2, and 7) 2 7 , aan oe 979, 338 
Total excluding field and carbon black_- 3, 207, 311 


! Includes gas used in production of carbon black as follows: Louisiana 24,595 million cubic feet, Texas 
201,488 million cubic feet, United States total, 300,942 million cubic feet. Quantities for other States not 
disclosed. 

2 Excludes losses in transmission, amounts added to storage, and increases in gas in pipelines. 


Source: Bureau of Mines, MMS 2341, Nov. 9, 1954. 


Dr. Epwarp. As the chairman stated, my name is Ford K. Ed- 
wards, director, department of coal economics, National Coal Asso- 
ciation. 

My testimony goes to four major considerations: First, to conserva- 
tion of natural gas; second, national defense; thirdly, the economics 
of dump sales gas, and lastly, the anomalies and unhealthy situation 
created when gas moving through a pipeline is part regulated and part 
unregulated. 

If I may refer to page 2 of my statement. 

The necessity for natural gas conservation becomes obvious from 
a brief look at the supply situation. The broad picture is one of 
rapidly declining reserves in relation to a rapidly expanding demand. 

Since 1946 the annual net production of natural gas has increased 
91 percent but the gas reserves are up only 32 percent. As shown 
in table I attached ‘hereto, the life index of natural gas reserves in 
this country has declined from 32.5 years in 1946 to 22.5 years in 
1954. 

I would like here briefly to summarize part of my statement by 
referring to table I, in the appendix, attached to my statement. 

It will be noted in the right hand column, column No. 7, for the 
United States, the sharp and consistent decline in the life of the 
remaining reserves. 

I would particularly like to call attention to column No. 6, for the 
United States, for the years 1953 and 1954, where it shows that the 
reserves for the last two years have been stationary, in fact are practi- 
cally stationary, at 211 trillion cubic feet. 

I would like further to drop down in column No. 6, for the Texas 
group, to the years 1953 and 1954, where the figures indicate that the 
recoverable reserves in Texas have dropped from 106.5 trillion to 
105.1 trillion cubic feet, the first drop in the history of Texas. 

This is of vast importance, because half of our gas comes from 
Texas and 80 percent of the gas east of the Mississippi comes from 
Texas and Louisiana. 
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Thirdly,’I would like to point out in column No. 5, of the Texas 
tabulation, for the years 1951 

Mr. Rogers. Doctor, what are you reading from ? 

Dr. Epwarps. Pardon me. ‘Table I. I started with table I and 
I am referring to column No. 5, and I guess I called it table V. 

Mr. Rogers. I am sorry to interrupt you. 

Dr. Epwarps. Maybe I am trying to expedite it too much. I do 
not want to do that. 

The CHarrman. May the Chair state that the witness was given 
an invitation to condense and consolidate, and he is doing that, and 
the committee appreciates that in the interest of time conservation. 

Dr. Epwarps. I do not want to go so fast that the gentlemen do not 
follow me, however. 

The point I was making on table I, Mr. Rogers, column No. 5, for 
the middle group of figures covering Texas is that sharp drop in the 
supply situation in Texas began 3 years ago. In 1951, the net increase 
in reserves was 3 trillion cubic feet. Next vear it dropped to a fraction 
of that. 

The following year it was very low, 796 billion, and the next year 
reserves actually declined by 1,400 billion. 

So this drop which has caught the gas industry by surprise, accord- 
ing to the Oil and Gas Journal, did not really begin just in 1954. So 
far as Texas is concerned it began 3 vears ago. 

Returning to my text, the lower part of page 2. 

This is in spite of the fact that the total footage drilled and wells 
completed have been steadily rising. The 1954 figures for footage 
drilled and wells completed were at an all-time peak and about 10 per- 
cent above 1953. Wildcat completions were also at a new high. The 
number of gas wells completed was up 4 percent over 1953. In short, 
the industry i is trying, despite the drop in the reserve figures. 

Turning next to the middle of page 3, lower half of page 3. 

Over the last 4 years, 1951—54 inclusive, annual discoveries of natural 
gas in the United States have averaged 15 trillion cubic feet, but if 
the size of the reserves had been kept in proportion to the demand, and 
the life index maintained at the level of 1950, the new discoveries 
should have averaged 23 trillion cubic feet annually instead of 15 
trillion. 

Since 1950 the annual year-to-year increases in natural gas produc- 
tion have averaged 8 percent. If one uses the conservative figure of 5 
percent increase in gas production, 1955 over 1954, the rate of new dis- 
coveries of gas should be double those of 1954 if the present reserve 
life is to be maintained. These figures indicate the magnitude of the 
added effort needed to arrest the current long decline in the life of the 
gas reserves. 

Turn to page 4, second paragraph. 

The foregoing represents a serious situation. Based on the experi- 
ence of the last several years, gas supplies for the eastern part of the 
United States, at least. could be reduced to a hand-to-mouth basis in 
some 10 to 15 years. While this is not expected to happen, as efforts 
to find new reserves no doubt would be stepped up, it does indicate the 
steadily increasing pressure of demand on supplies. My next point, 
I would like to deal with, is that higher prices do not always bring 
forth new gas. It is assumed that new gas supplies can be found at a 
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price, but the experience since 1940 of Ohio, Pennsylvania, and West 
Virginia, can well raise some doubts here. I would like to refer you to 
the chart following page 5. 

This chart plots the years 1940 to 1953, combining as one big field, 
Ohio, Pennsylvania, and West Virginia. 

The key point here is that the gas consumption, national consump- 
tion in these States rose from 300 to 900 trillion cubic feet. In 1953 
it was 300 percent of 1940, 

The price of gas rose 67 percent or from 15 cents at the well to over 
25 cents at the well; but the market production only rose 3 percent. 
That is really a fantastic situation. 

The higher prices did not bring forth the gas. It apparently was 
not there. 

Referring to page 5. 

The reason the added supplies were not forthcoming may be ex- 
plained by the fact that natural gas reserves are exhaustible. Produc- 
tion rates tend to reach a peak and then diminish with supplies falling 
far below the potential demand. This has been the experience in the 
Appalachian region, certain of the Midwestern States, and in Cali- 
fornia. 

Now, I would like to briefly refer here to my appendix table IT, at 
the close of the statement. 

Here are listed eight States; eight substantial gas-producing States, 
all of which reached the peak of production years ago. The consump- 
tion has grown tremendously in these States—many, many times over ; 
some times tenfold, but still they never brought their production back. 

In New York State they reached a peak in 1938 of 39.4 billion. 
Today it is only 2 billion. Yet, consumption has gone up five times. 

And in Pennsylvania, the peak was reached back in 1906, and yet 
that State is consuming vastly more than it did at that time. 

In Ohio the peak was reached back in 1915, yet since that time, the 
consumption has gone up at least four times. 

In West Virginia, the peak was reached back in 1917. Since that 
time the consumption, within the State, has well nigh—not quite— 
doubled. Yet, nevertheless, despite the higher prices, West Virginia 
is only producing today 60 percent of the gas it did back in 1917. 

I will not mention the other States. They are self-explanatory. 

But, California is one outstanding example. They reached their 
peak in 1948, and despite enormous expansion in gas consumption 
Samael in from long distances, production has been steadily declining. 

Chart No. 11, preceding page 6, plots the experience for five Appala- 
chian States. I will not dwell on the details. It tells its own story. 
Consumption has risen enormously in recent years, but production has 
not been brought up to date. 

Referring to page 5. 

It seems reasonable to believe that the experience in the Appalachian 
region and elsewhere may carry over to the Southwest. This is evi- 
denced by the fact that since 1946 the reserve life index for natural 
gas in Texas—a State which supplies half the Nation’s gas—has fallen 
from 41 years to 22 years. Further evidence may lie in the fact that 
last year (1954) Texas produced 42 percent more gas than was discov- 
ered in that State. 

Referring to page 6. 
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One result of the present situation is the rising pressure on gas prices 
both at the well and at the consumer’s door. Market-place correction 
lies in an accelerated rate of gas discovery, in curtailed demand in the 
inferior uses, or both. 

Aside from the growing pressure of demand on supplies, natural 
gas is steadily becoming more expensive to find as a result of deeper 
holes, a rising proportion of dry holes, and the higher cost of drilling 
in general. 

Taking field prices for illustration, the 1940 southwest prices for 
natural gas (at the well) averaged 2 cents per M cubic feet (Kansas, 
Louisiana, Oklahoma, Texas). ‘Today the average is approaching 9 
cents, or over fourfold the 1940 level. Today, recent contract prices 
on the gulf coast fall in the range of 16 to 20 cents per M ec. f. 

These figures serve to illustrate the forces of supply and demand at 
work in the field of natural gas. They demonstrate the importance of 
conservation. ‘The 2-cent field gas has now been replaced by 9-cent 
gas, and the 9-cent gas is now in a fair way to be replaced by 20-cent 
gas. 

Now, on page 7, I treat with some of the incentives, pipeline incen- 
tives, that work against conservation. 

As the transmission company receives a fair return on its jurisdic- 
tional sales and these latter are heavily loaded with the pipelines’ 
capacity costs and fixed charges, there is an incentive to build up the 
volume of direct main line sales. 

With a low proportionate share of the pipeline costs placed against 
this character of sale, the rates of return may be high with a conse- 
quent favorable effect upon the overall rate of return. Such rate of 
return, taking the jurisdictional and nonjurisdictional sales combined, 
may be higher than the Federal Power Commission would permit if 
all sales were under its jurisdiction. 

It is also generally easier to serve one large interruptible, inferior- 
use, industrial consumer than a number of small interruptible, supe- 
rior-use, consumers which combined take the identical volume. 

It is believed that the economic effect of maintaining side by side in 
the same pipeline 2 classes of sales of the same product, 1 jurisdictional 
and the other nonjurisdictional, works against the interest of conser- 
vation. 

Now, referring to the lower half of my page 8, I would like to treat 
to some degree with coal in national defense. 

Coal is the only fuel capable of rapid expansion in time of war. The 
first full year of World War II (1942) saw the United States total 
demand for energy, including hydro, rise by 159 million tons of bitu- 
minous coal equivalent, an increase of 19 percent. Of this amount, 
coal, including anthracite, supplied 130 million tons, or 82 percent. 
By 1944, the peak year of war effort, demand was up by 279 million 
tons, of which coal supplied 170 million, or 61 percent. 

Now, I have been speaking here of the entire United States. 

If one excludes the Southwest, Mountain, and Pacific regions, in 
other words, if one takes the vast industrial area stretching from the 
Dakotas, Nebraska, and Kansas east to Maine and southeast to Flor- 
ida (and including all States east of the Mississippi), the reliance 
placed on coal in World War I was enormous and coal’s response was 
spectacular. Of the rise in energy demand between 1940 and 1942 of 
131 million tons coal equivalent (including all forms of energy but 

61557—55—pt. 2——9 
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motor fuel), coal supplied 87 percent. By 1944 coal was still the over- 
whelming source of emergency energy. Of the increased demand of 
184 million tons, 80 percent was met by coal. Petroleum products, 
natural gas, and hydro combined carried but 20 percent of the added 
energy requirements of World War II in the vast area here described. 

I offer these figures as indicating the enormous importance of coal 
in national defense. The added demands on coal in World War II 
were equal to those of World War I despite the growth of oil and gas 
consumption in the intervening decades. The explanation is that oil 
and gas production and distribution, to meet the economy’s needs, can- 
not be expanded rapidly. New oil and gas wells and networks of 
long-distance pipelines on a huge scale would be necessary. Such 
demands conflict with wartime needs for steel and other metals. 

Today this country is depending to an ever-increasing degree on 
oil products brought from the Southern Hemisphere and the Middle 
East. In World War II these supplies were sharply cut off. Even 
the gulf coast supplies by ocean tanker were cut off from the east coast. 
The Nation’s fuel problems are further complicated by the fact that 
oil goes to war when defense emergencies arise. These factors serve 
to explain the extreme reliance on coal when a crisis arises. It is the 
only form of energy which has the needed wartime flexibility. 

Now, coal’s s capacity to meet these needs has been sharply reduced. 
As Mr. Campbell pointed out, our production dropped from 631 mil- 
lion tons in 1947 to 392 million tons today, whereas the minimum 
peacetime requirements for production to meet emergency needs is in 
the neighborhood of 500 million tons. 

Production is down 35 percent since 1948. The number of mines 
is down 3,000, or to a total of 6,000. The number of men employed is 
down from 442,000 to 214,000. 

Profits are down from 33 cents per ton in 1948 to 7 cents in 1952, 
and today they are substantially at the zero point for the industry 
taken as a whole. 

These figures all point toward a serious weakening of the capacity 
and financial strength of the coal industry. Yet it is the coal ms 
with its shrinking productive capacity which must be relied upon to 
meet quickly the huge added internal fuel requirements when defense 
emergencies arise. 

Now, referring to my page 12, middle of the page. I would like to 
speak on some of the economics of the so-called dump sales, or boiler 
gas sales, Industrial gas in inferior uses is frequently sold at. levels 
no more than sufficient to displace the next cheaper industrial fuel. 

Yet, although the savings to the buyer are small in relation to other 
fuels and total plant expenses, the effect. is nevertheless to accelerate 
the pressures of demand on gas supplies and to hasten the exhaustion 
of the available 5-cent or 9-cent gas and the trend toward dependence 
upon gas costing 16 to 20 cents or r higher at the well. 

The superior-use consumer is here “holding the sack” as it were. 
As gas prices rise the interior gas consumer, by literally turning a 
valve, can shift to another heavy fuel. In contract, the superior user, 
and the residential consumer in particular, is faced indefinitely with 
the higher gas costs to which the sales of dump gas contributed. 

Turning now to the middle of page 13. 

While the volume of sales of natural gas for industrial use in this 
country is very large, accounting for about 64 percent of the total gas 
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sales (exclusive of field use and carbon black), the amount of inferior- 
use gas can only be measured in certain market categories. 

Chart 3 following my page 13 indicates the total rise in the con- 
sumption of industrial gas. The upper black line, reaching to the 
right-hand corner of the page, is the total industrial consumption of 
which close to a third is boiler gas. 

The lower dotted line covers the portion of the United States in 
which coal is to a large degree competitive. It leaves out the South- 
western States and the Pacific Coast. 

The downward broken line indicates the sharp decline, the declining 
trend in the life of the reserves. 

The broad picture here is one of a vastly accelerated industrial con- 
sumption of gas and declining life index of the gas reserves. 

Turning to the bottom of page 13. 

Boiler-gas sales to steam-electric plants are indicative of one major 
inferior use of natural gas. In 1954 these sales totaled 1.2 trilhon 
cubic feet or the equivalent of over 50 million tons of coal. Exeluding 
the West South Central and Pacific regions, the electric plant con- 
sumption in 1954 totaled 549 billion cubic feet, or 23 million tons, coal 
equivalent. As the United States industrial sales of natural gas (ex- 
cluding the electric utilities, carbon black and field use) run to 2.9 
trillion cubic feet, or 1.4 trillion if one excludes the West South Cen- 
tral and Pacific regions, there is little doubt but that the inferior use 
under boilers or otherwise is much higher than that represented by 
the utility consumption alone. In 1953 the consumption of natural 
gas by portland cement plants amounted to 4.7 million tons, coal 
equivalent. 

However one may approach the subject, the amount of the Nation’s 
total inferior use of natural gas, even if put at but 1.0 trillion cubic 
feet, is very large i in relation to the 1953 total United States consump- 
tion (table 5 5 excludes field use and carbon black) of 6.2 trillion cubic 
feet. It is very large in relation to the net increase in United States 
natural gas reserves in 1954 of but 0.3 trillion cubic feet. It is large 
when one considers that in 11 major gas:predacka States the reserves 
at the close of 1954 were lower than they were at the beginning of 
1954. These States were Arkansas, California, Kansas, Kentucky, 
Montana, New Mexico, New York, Pennsylvania, Texas, Utah, and 
West. Virginia. 

Turning next to my page 15. 

The point here developed is that of all the growth of gas sales in 
this country, boiler gas sales apparently are growing most rapidly. 

Referring to the table in the middle of page 15, I “would like to call 
your attention to the last line in which I show the figures in the year 
1954 in relation to 1950. Over this 4-year period, 1950 to 1954, boiler 
gas sales in the United States to steam- electri ic plants increased 85 
percent. 

In the coal competitive area of the United States they increased 
103 percent, while all other sales of gas in the United States, excluding 
boiler gas, increased — 42 percent. 

Moving up to the year 1954, shown in the table you will find the 
surprising fact roe beider gas sales to steam-electric plants increased 
12 pereent that yea 

In the coal « coupe itive area they increased 9 percent. 

All other sales increased only 3 percent. 
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These figures show that the percentage growth rate for boiler gas 
sales far exceeded those for all sales of gas, generally. 

Turning to page 16. I would like here to demonstrate that which 
seems to be quite an important fact, that boiler gas, to a very large 
degree, is year-around gas. 

A surprising characteristic of most steam-electric plant boiler sales 
is the fact that they are only partially interrupted during the coldest 
months. The theory of interruptibility applies but partially even 
in the colder regions of the United States. 

Now, if I may call your attention to the table at the bottom of page 
16, on the last line, line 9. There is here shown the United States 
consumption of boiler gas. The figure in column No. 4, line 9, gives 
the percentage relation of consumption in the coldest months to con- 
sumption in the peak month. You will note that that percentage is 
52 percent. ‘The corresponding figures are shown on a quarterly basis 
in column 7. Consumption in the low quarter is 57.1 percent of that 
in the peak quarter. 

If we move up into the coal competitive area summarized in line 8, 
we find the figures are approximately the same. Turning to my text, 
page 17: 

Some striking facts stand out from the above table. In the major 
coal competitive regions of the United States, excluding the West 
South Central and Pacific regions, the boiler gas consumption in the 
coldest month is 43.7 percent of that of the peak summer month. The 
consumption during the coldest quarter of the year, January—March, 
averages 52.2 percent of that for the peak summer quarter. In short, 
based on the 3-year experience, close to half the boiler gas supply to 
utilities, for all practical purposes, is all-year gas. 

If we relate the total boiler-gas use in the coal competitive region 
to the constructive potential maximum use, the latter obtained by 
multiplying the peak quarter use by 4, we find actual use to here total 
1.5 trillion cubic feet, 1952 to 1954, inclusive, as against a potential 
maximum use of 2.0 trillion. In other words, 75 percent of the 
“interruptible” boiler gas “got through” to the boilers over this 
3-year-period. 

Now I would like to turn to some of the comparative prices on in- 
ferior and superior gas sales. 

Some indication of the range in prices paid on boiler gas sales, in- 
terruptible direct pipeline sales, and sales to ultimate consumers— 
residential, commercial and industrial—are provided by the table 
entitled “Value per Thousand Cubic Feet of Natural Gas to Consumer 
by Regions, 1953.” 

The wide range between States in prices for residential and commer- 
cial sales is indicated on table 4 of the appendix. I will not stop to 
refer to that. 

It is evident from the figures here submitted that a very wide range 
exists in the price at which natural gas is sold to the ultimate consumer, 
both as to market categories and as to geographical regions or States 
for a single market category. ‘These comparisons taken alone do not 
indicate, of course, what the price of the gas in each market category 
should be. This is a matter to be appraised and reviewed in each set 
of circumstances by the regulatory agency. 
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In column 6 of the table at the top of page 18, the prices on boiler 
gas are found to generally range substantially below those of industrial 
sales for resale, which include both the resale gas and the direct sale 
gas. Also, the interruptible direct pipeline sale gas is generally sub- 
stantially below, in certain areas at least, that of the average realiza- 
tion on industrial gas. 

Returning to my text at the foot of page 18: The concern of the coal 
industry is that the interstate sales of gas for inferior uses should be 
subject to Federal Power Commission regulation to the end that such 
gas bear a fair share of the cost of transmission, including the fixed 
charges. 

A random check of sales of gas by transmission companies to distrib- 
uting gas utilities shows average revenues per thousand cubic feet to 
approximate 3 35 cents in the Middle Atlantic territory ; 31 to 39 cents 
in the East North Central region; 15 to 36 cents in the West North 
Central region; and from 37 to 52 cents in the South Atlantic region. 
These figures, which cover 1953 sales totaling $143 million of s sales for 
resale, are merely offered as indicating the potential range between 
the price at which boiler gas is sold and city gate sales. T here is room 
for doubt as to whether boiler gas pays a fair share of the pipeline 
costs or yields the contribution to the joint cost burdens and expenses 
of which it is economically capable. 

The question may fairly be raised as to the potential economic effect 
of placing a greater share of the pipeline joint costs on direct pipeline 
sales, through regulation, or on present inferior use jurisdictional sales 
such as steam- plant boiler gas. 

Mr. Hare. Mr. Chairman, may I interrupt ? 

What do “jurisdictional sales” mean ? 

Dr. Epwarps. They refer to sales which are subject to the jurisdic- 
tion of the Federal Power Commission, that is, the movement of gas 
by interstate pipelines subject to the Federal Power Commission’s 
jurisdiction as to prices. They consist of such total sales excluding 
the direct line sales. They are basically the sales for resale to dis- 
tributing utilities. 

It is to be expected that the revenues from such sales will either be 
increased, thereby reducing the burden on other consumers, or that 
such gas will be diverted to higher uses capable of paying higher 
prices. It may mean a better combing of the regional market for 
commercial and residential sales or superior use firm industrial sales. 

Any of these results may mean an upgrading of the gas to a price 
level more in line with the intrinsic value of the fuel. It should pro- 
vide a fairer apportionment of the joint cost burdens among classes 
of users. 

To the degree that dumped summer gas finds superior-use seasonal 
buyers, or can be placed in storage, or sold through interpipeline sales 
or exchanges, the summer period pipeline load factor may be main- 
tained. 

If the inferior-use off-peak gas cannot all be disposed of as here 
described the result may be some lowering of the off-peak pipeline 
load factors. 

In this event, the added cost even on a 1,000-mile movement of the 
gas would be negligible to the ultimate consumer of residential, com- 
mercial, and other superior-use gas. Against such higher costs, if 
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they did eventuate, would be placed the prolongation of the life of 
the reserves of lower cost gas. 

The curtailment of natural gas in boiler use would have limited effect 
upon the electric utility industry, at least in those areas where coal 
is plentiful. The gas is frequently, though not always, priced at 
but a few cents per thousand cubic feet, gas equivalent, below the 
competitive fuel burned at the same plant and available the year round. 
Secondly, the natural gas commonly accounts for a half or less of the 
total fuel burned. Thirdly, fuel usually accounts for some 20 percent 
of the average consumer bill for electricity. 

In 1953 seven large utility plants in the Middle Atlantic region 
together burned 46 billion cubic feet of gas as boiler fuel. If the next 
cheapest fuel burned in each of these plants had been substituted for 
the natural gas the effect would have been to raise the total fuel costs 
by 5.4 percent and the costs of electricity by 1 percent. 

A similar computation for 19 utility plants in thhe East North 
Central States showed 71 billion eubic feet of gas burned as boiler 
fuel in 1953. Had the gas been replaced by the next cheaper fuel 
presently burned in each plant the total fuel charges would have been 
raised but 5.2 percent and the costs of electricity about 1 percent. 

The point here made is that substantial portions of the natural gas 
now being consumed for inferior uses could be channeled to superior 
uses with but limited economic effect upon industry from which the 
gas is diverted. If but half the natural gas consumed at the 26 utility 
plants referred to above were diverted to commercial use it would 
serve well over 600,000 average residential customers or over 200,000 
commercial customers. 

My last and final point is that there is something most unreal about 
a situation where natural gas moving through a common pipeline 
under conditions of joint cost is part regulated and part unregulated. 
To my knowledge no cattle raiser has ever tried to set the market 
price for beef and hides by applying a statistical cost formula to these 
products while they are “still on the hoof.” Yet this is the anomalous 
situation into which the Federal Power Commission is forced. 

The end results on costs, insofar as the large element of pipeline 
capacity costs and fixed charges are concerned, must necessarily be 
sii toa major degree. But arbitrary statistical apportionments, 
however, have little or no place in market pricing. 

The two elements, (1) variable costs and (2) the grand total revenue 
requirements, are the only cost factors that have economic reality 
in the market pricing of the gas. To force the Federal Power Com- 
mission to go Seema this in a situation of joint costs is to force the 
Commission to solve a problem which is basically insolvable. The 
results arrived at can never be viewed as lasting or stable. 

In treating all movements of natural gas as jurisdictional, a long 
step forward will be taken, it is believed, to add market realism to 
the application of the Natural Gas Act. 

Taking stock of what has been said here, the supply picture of 
natural gas seems to shape » something as follows: The older gas- 
producing areas in the ao achian region of the country have long 
ago reached their peak and prices of even 25 cents per thousand cubic 


feet at the well do not serve to bring forth but a fraction of the gas 
presently needed to supply the local demand, The entire Nation now 
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depends on the single State of Texas for half its gas supply and the 
reserve situation in this State in relation to the growing demand has 
been steadily worsening. There are signs that a repetition of the 
Appalachian region experience of a rise to a production peak followed 
by a slow decline may be repeated in all other gas-producing States. 

Whatever new gas is to be found, it is becoming increasingly costly. 
The distance from the new supplies to market centers is increasing; 
it is taking more exploratory wells to find the gas; the average amount 
of new gas discovered per exploratory well is dropping; and well 
prices are sharply rising. 

On the consumer side the picture is of a mixed character with 
a steadily rising demand for natural gas at ever-increasing costs, 
but with a wholly disproportionate part of the added gas supply 
being channeled into boiler-gas or other inferior-use markets. A 
wide spread exists between the prices at which the inferior-use gas 
is sold and the prices received for superior-use gas. It is extremely 
doubtful that such spreads can be economically justified in the light 
of all pertinent considerations. 

To sum up, the current volume and the trends in the sale of natural 
gas for inferior-uses are not believed to serve the Nation’s best inter- 
ests, whether from the standpoint of conservation of gas resources; 
the need for solid fuels in defense emergencies; or, indeed, the inter- 
ests of the gas industry’s own superior-use consumers. 

It is earnestly contended that the amendment of the Natural Gas 
Act as proposed in H. R. 4943, the Staggers Bill, is both desirable and 
timely in the national interest. 

Again let me thank you for the opportunity of appearing before you. 

The Cuarrman. Thank you very much. 

May the Chair inquire if the committee members have any ques- 
tions to ask of Dr. Edwards? Mr. Heselton? 

Mr. Hesevron. Mr. Chairman, I was not present, unfortunately. 
Did Dr. Edwards testify ¢ 

The CHarrmMan. Yes. 

Mr. Heserron. I think I would like to ask questions of somebody, 
[I do not know just who, as to certain phases of this. If Dr. Edwards 
is the proper person, I would like to ask him. 

The CuatrmMan. Before the gentleman starts, may the Chair state 
that while the House has convened that if there are questions that will 
release Dr. Edwards within the next few minutes, the Chair would be 
glad to proceed in that manner. 

Mr. Heserton. Somebody told me that your mental-health bill will 
be up. 

The Cuatrman. The mental-health resolution from this committee 
comes up on the floor following the naval bill this afternoon. So it 
will be impossible for the committee to hold a regular session. There 
is a naval construction bill that comes first and then our health resolu- 
tion. 

Mr. Heseiron. You do not anticipate that our bill will be up first ? 

The Cuatrman. No. They instructed me that the naval construc- 
tion bill will come first. 

Mr. Hesevron. I do not know that this is particularly a question 
{ should ask you, Doctor, but may I inquire as to the counsel. 
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Mr. Hau. Sir, Mr. Campbell is still here, who testified yesterday. 
ri re is Robert E. Lee Hall. I am general counsel of National 
Joa 

The Cratrman. May I state that Mr. Hall is supposed to be the 
next witness. 

Mr. Hesetron. Let me start this and if it is inappropriate as far 
as you are concerned tell me so and I will suspend. 

Dr. Epwarps. Yes, sir. 

Mr. Hesevron. The primary discussion up to now, as I see it, has 
been that the bill which Mr. Harris has introduced is intended to over- 
turn the decision of the Supreme Court in the Phillips case. As I 
understand it, that will be accomplished by section 1 of the bill. Then 
by this exemption of the producer in the price which he receives, as 
I see it, the bill turns around and in section 2 proposes to add a new 
section 5 (b) to the act which will regulate the price paid by the 
gasline company, that is, to the extent that such price may differ 
from the reasonable market price. This particular proviso is detimtend 
to offer, according to the terminology of the bill, protection to the 
consumer. 

However, as I read the bill, it has another significant provision in 
section 2, where a new subsection 5 (c) would be added to the act. 
As I read it, it has nothing to do with the Phillips decision but is 
designed to write into the law the decision. This decision relates to 
the method of determining rates for pipelines, which have already 
been regulated, whereas the first provision relates to the producers, 
which regardless of the meaning or intent of the statute, in effect, 
have not been regulated, at least up to the time of the Phillips decision. 

In this decision the FPC departed from approximately a century 
of precedent in public-utility rate regulation and started out on a new 
theory of regulation. Hitherto the consumer or the shipper, and the 

carrier, have been protected by rates which are to cover the costs of 
operation plus a fair return on the property used in performing the 
service. The Panhandle theory is that regardless of costs, regardless 
of investment, regardless of the ability of the consumer to ‘already 
pay for such inv estment, the utility will get from the public, not a 
regulated price, but a going price, set by entirely different people 
who are not regulated. 

I would like to ask you some questions about this section 5 (c) that 
is proposed. As I understand it, from the testimony we have had so 
far, any increase in field prices will be passed along by the pipeline to 
the distributing companies, and increases to the distr ibuting compa- 
nies will have passed to residential monsumers, owing to the indicated 
fact that sales to industrial customers already are at as high a price as 
they can be set in view of competitive fuels. 

Piteusebhy the same situation exists as to the gas produced by the 
pipeline companies themselves. Under section 5 (c), when it takes 
into its operating expenses, not its own costs, but the market or field 
price of this gas, for the purposes of setting rates to be charged, it 
will have to recoup these higher arbitrary costs from the distributing 
companies and not from its industrial sales. 

Am I correct in my understanding that these field prices are higher 
than the actual operating costs in the production of this gas—nat- 
urally, otherwise the company would not use them—so that the com- 
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pany will have actually added to its profits this excess of market over 
cost ? 

Mr. Haut. Mr. Heselton, you invited comment on the appropri- 
ateness of the question in relation to this witness and I would like to 
avail myself of an opportunity to comment in that connection. 

Dr. Edwards is a director of the Bureau of Coal Economics, I might 
say. 

‘The questions you have asked are confined to the provisions of the 
Harris bill? 

Mr. Heseuron. That is right. 

Mr. Hatt. I think it has been developed yesterday and today that 
our association and our industry is here in support of the Staggers 
bill. 

Mr. Heseuron. I understand that. I am interested in having your 
comments on this particular angle. 

Mr. Hatt. We do not feel that we are in a position to comment 
upon that phase of the Harris bill. 

Mr. Hesetron. That is perfectly all right. I will defer these ques- 
tions until we have another witness. 

There seems to me to have crept into the hearing, particularly from 
you witnesses, who are testifying in behalf of the coal industry, a 
note of pessimism as to the future of the gas industry, which I just 
have great difficulty in accepting. 

For instance, in the March 14 issue of the Oil and Gas Journal there 
is an extremely interesting report with reference to the almost unlim- 
ited possibilities in Canada. The title of the report is “Canada’s Fu- 
ture Will Dwarf Her Past.” The biggest gas transmission product in 
history will result from a 3-way agreement, signed last year between 3 
companies. The big deal will bring Canadian gas into the west coast 
areas of the country; 600 miles of trunkline is to be built; 300 million 
cubic feet of gas per day is to be sent to the Pacific Northwest. 

Further on, there are statements to the effect that Canada’s gas 
problems will be markets, not reserves. By 1975 the annual gas mar- 
ket will range from 1.4 trillion up, and so on. 

I realize that we have a primary interest in the industrial picture 
in this country, yet we have to the north one of our closest friends 
and best neighbors, who apparently are about to embark, if they have 
not already started to embark upon a tremendous expansion of the gas 
industry. That, together with the fact that has been brought out, 
and I think substantiated by my good friend Mr. Harris, year after 
year, we hear these pessimistic reports as to the future of the gas 
industry and yet year after year they keep pace with the demand ex- 
cept possibly, as you indicated, one solitary year. 

Don’t you think it is fair to leave the impression with this com- 
mittee and with the country that the future of the gas industry is 
by no means limited? Rather it is an unlimited proposition ? 

Dr. Epwarps. Mr. Heselton, I am sorry you were not here when 
I was testifying. Maybe I would not have convinced you; I am not 
sure. 

can Heseitron. [ regret I had an appointment that I had to keep. 

would be glad to have you repeat anything you want. 

De Epwarps. With regard to the Canadian reserves, experts in 
the oil industry have pointed out that we are having to go farther 
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and farther from large markets to tap these reserves, which is mak- 
ing them more expensive. As to the reserves discovered in Alberta, 
I believe they do not exceed 15 trillion cubie feet at the present time. 

Mr. Heserron. May I interrupt you ? 

Dr. Epwarps. Yes. 

Mr. Hesevron. Perhaps I can lay my fingers on it. Reading from 
the Oil and Gas Journal of March 21, I believe, there is a statement 
that United States reserves climb again. There is a table in there 
indicating proved reserves as of January 1, 1954, of 34,382,750. 

Dr. Epwarps. Where are those reserves ? 

Mr. Heseiron. Where are they ¢ 

Dr. Epwarps. Yes. 

Mr. Hesevron. The United States. 

Dr. Epwarps. Thirty-four trillion did you mean ? 

Mr. Hesevton. Yes; that is right, 34 trillion. 

Dr. Epwarps. The point I was going to make here on those 2 
figures is that to the best of my recollection the reserves in Alberta 
run around 15 trillion. The United States would be the major market 
for that gas, and its production is now running about 914 trillion. 
So all the reserves that have been proved up to date in Alberta would 
not last this country much more than about 20 months. 

Mr. Hesevron. That isin Alberta / 

Dr. Epwarps. Yes; as to the United States, I am not sure as to 
your 34-trillion figure. The latest report is that the reserves are 
approximately 211 trillion cubic feet in this country. 

Our concern there is that last year they only added about one-fifth 
of a trillion cubic feet. The reserves have been falling far behind 
the growing demand. If the life of those reserves keeps on decreas- 


ing at the rate of close to 2 years per year since 1946, in 10 to 15 years 
we would be down to a hand-to-mouth basis. We do not anticipate 
you are going to be in a hand-to-mouth basis. 

The poe we make is that to stabilize that fall in reserves, and 


the Federal Power Commission usually requires 20 years’ supply for 
a new pipeline project, you will have to start finding twice the gas 
that was found last year. The new discoveries would have to be 
double over what they were in 1954. If we go back to 1950 and 
take the discoveries in the United States since then, and they have 
been sizable, we would still need 50 percent more each year in order 
to arrest the decline in the reserve life. 

This basic problem is one of a vastly growing demand pressing on 
supplies, which has the effect of accelerating the prices and pushing 
them up. We have either got to find a great deal more gas or we have 
to start conserving it. 

Mr. Hesevron. Right on that point, if I understand the testimony 
correctly that has come in the last few days, you have two solutions, 
stripping it down from all the verbiage. One is to increase the price 
of gas to the point where coal becomes competitive with it and the 
second is to give the Federal Power Commission not only authority 
but direction to reduce and probably eliminate the so-called boiler use 
of gas. 

Dr. Epwarps. The first is not quite correctly put, that we increase 
the price of gas. We would ask the Federal Power Commission to 
more properly distribute the burden of the cost of gas between different 
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classes of users. We feel that the superior-use consumer is cross sub- 
sidizing the low-grade boiler use. 

Mr. Hesetton. Have you any information as to how far industry 
in the Northeast has gone in its conversion to natural gas over the use 
of coal? I mean roughly, percentagewise, could you give us any 
indication ¢ 

Dr. Epwarps. No. There has been a substantial amount of gas 
conversion there. We know that in the Middle Atlantic and East- 
North Central States the utilities are burning the equivalent of 5 
million tons of coal in gas. As a whole, utilities in coal competitive 
areas are burning about 23 million tons as boiler fuel. That use is 
the most rapidly growing consumption in the entire country. 

Mr. Hesetron. There has been a substantial investment, I take it, 
on the part of those who converted to the use of gas? 

Dr. Epwarps. In the large plant. You are referring to heavy 
industrial use of gas? 

Mr. Hesexron. Yes; do you have any idea of the extent of that 
investment ¢ 

Dr. Epwarps. No, I do not, except that in a case in North Dakota 
recently 4 or 5 large utilities said that they would have to have an 
allowance on the price, I believe, of 114 cents a thousand cubic feet 
for 3 years to cover the cost of reconstructing their plants for dual 
use. 

Mr. Hesetton. Do you have any information as to the amount which 
would be involved if those industries had to reconvert to the use of 
coal ? 

Dr. Epwarps. I believe all of those utilities in coal competitive areas 
are dual burning plants. They are equipped to burn the two fuels. 

Mr. Hesetron. Is that true of all of them? 

Dr. Epwarps. That is not true of all plants in Texas or California. 

Mr. Heseiron. No; I am talking now about the Northeast. 

Dr. Epwarps. Yes; I am sure that is true in the Northeast. 

Mr. Heserron. You think, as far as they are concerned, they could 
burn either fuel ? 

Dr. Epwarps. Yes. I put in an exhibit showing the extent to 
which they switch back and forth from gas by months. They are 
all equipped to burn both fuels. It is a turning a valve proposition 
with them. 

Mr. Heseuron. As of this time, do you know what the average 
cost is to those industries so far as natural gas is concerned and so far 
as coal is concerned ? 

Dr. Epwarps. We took those 26 plants—in my testimony I 
referred to it—in the Middle Atlantic and East North Central States; 
they burned 117 billion cubic feet. Also they all burned some other 
fuel, mostly coal. We took the gas out and put the coal back in at 
the price they would have paid for coal. The effect would have been 
to raise their fuel bills 5 percent, or their cost of electricity 1 percent. 

Mr. Heseiron. Then it is a fair conclusion, is it not, that if your 
proposal prevailed the cost to the industries and utilities would be 
increased by approximately 5 percent ? 

Dr. Epwarps. That is the fuel cost only. Of course, to the extent 
that the gas price is down, we feel that the ‘industry is being subsidized 
by other superior-use consumers. 
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Mr. Hesetton. It is also true, is it not, that would have to be passed 
on to the ultimate consumer of the products that these people make 
resulting from the heat they generate or whatever it is they do? 

Dr. Epwarps. That would presumably be true but it would be at the 
price of conservation. It would mean higher prices later. 

Mr. Hesetton. I appreciate your point. I will not belabor it. You 
call it conservation. Down in Texas they call it conservation to set 
the allowables on oil. 

Within the last few days, the Texas Legislature turned down a 
proposal to include economic factors in terms of determining what 
allowables should be. As a matter of fact, I understand that one of 
the main reasons they turned it down was that they were afraid it 
would have an adverse effect on the hearings here and jeopardize the 
possibility of passing Mr. Harris’ bill. 

One more question, and then I am through, Mr. Chairman. 

This committee has done over the years a very considerable amount 
of work in this overall field. On May 14, 1948, the committee filed a 
report on the Synthetic Liquid Fuels Plant Act of 1948. There is 
one paragraph I would like to quote and then ask you what, if you 
know, has been done by the coal industry in connection with the 
recommendations of the committee. 

Research to the synthetic production of alternative fuels for various purposes 
from natural gas, coal and oil shale and any other promising source should be 
continued with the active cooperation of industry. The research might well be 
directed at servicing specific needs such as jet propulsion fuels, diesel oils for 
submarines and heating oils for homes. 

I am sure you are aware of the report and the recommendation of 
the committee. 

What I am interested in, in terms of what I recognize and I am most 
sympathetic with, of the extreme difficulty in the coal industry—any- 
one, whether they are part of the producing area or consuming area 
has that interest—but what I am interested in, has actually anything 
been done by the industries since 1948 along the lines the committee 
recommended ? 

Dr. Epwarps. You are familiar with experimentation that has been 
made by the Bureau of Mines? 

Mr. Hesetton. Yes, sir, I am. 

Dr. Epwarps. Certain companies, the Pittsburgh Consolidation 
Coal Co. have carried on their own experimentations. The natural gas 
pipeline industry itself is currently conducting experiments on mak- 
ing gas out of solid fuels. 

A speaker, appearing before the American Power Congress 2 weeks 
ago in Chicago, said that they have taken over the old plant of the 
Peoples Coke Co. and are raising funds and have been carrying on 
experimentation for quite some time and desire to expand it. They 
are particularly interested, he told the Congress, in measures of con- 
verting coal into gas. He said that our expanding rate of population, 
the expanding growth of gas and the problem of reserves beginning to 
taper off in their rate of acceleration was causing them concern. 
Within the next 10 or 15 years they might have to rely heavily upon 
other than natural gas. They were starting and conducting rather 
expensive experimentation against that day. It might start out as 
peak shaving and grow into volume. 
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Mr. Heseiron. The coal industry as such is actively participating in 
that effort ? 

Dr. Epwarps. No. That was the natural gas pipelines themselves. 

Mr. Heseuron. Has the coal industry itself actively taken any ac- 
tion along those lines? 

Dr. Epwarps. Not other than I have indicated. 

Mr. Hesetton. Do you anticipate that they may be stimulated to 
do that in view of their concern as to the supplies of natural gas? 

Dr. Epwarps. Apparently our problem is one of money at the present 
time. We earned 7 cents a ton in 1952. Since then the price of coal 
has gone down and production has gone down. Financing experi- 
ments of that kind is very, very difficult for the coal industry. Its 
net income in 1952 was a matter of some $33 million, according to my 
testimony this morning, and is less now. It is operating on a starva- 
tion basis. As this speaker pointed out, these experiments are ex- 
tremely expensive to conduct. 

Mr. Hesevton. While I realize that and certainly do not intend 
to intrude my own opinions on the minds of the coal industry, in view 
of the testimony that you have presented and the concern you have 
expressed as to the supply of natural gas and the difficulties you are 
having in marketing coal and the supply you have at hand, it would 
seem to me that a good deal of your attention might well be directed to 
the wisdom towards utilizing coal in terms of producing the equivalent 
of natural gas. 

Dr. Epwarps. Yes; that apparently is a very serious problem and 
it is an expensive problem. Turning coal into 1,000 B. t. u. gas is 
quite a long-range project. Enough work has been done in this 
country and Europe to ascertain that. The coal industry is broken 
down into small fragments. We do not have the huge corporations 
such as are present in oil that can contribute to heavy research of 
the character you mentioned. That is a contributing difficulty. 

Mr. Hesevron. Thank you very much. 

Mr. Hau. May I offer the observation that if they pass the Stag- 
gers bill we may be in better position to do just what the Congress- 
man suggests. 

The CHatrman. I understand that Mr. Harris has one or two 
questions, but before he proceeds with those questions, I would like 
to inquire, Mr. Hall, you still prefer to make a separate statement? 

Mr. Hatz. Yes, Mr. Chairman. I do anticipate that it can be done 
in less than 20 minutes. 

The Cuarrman. There is a quorum call in the House. I was going 
to ask you if you desire to do so if you could be here at 10 o’clock 
in the morning. We cannot hold an afternoon session today because 
there is a bill from this committee coming before the House and the 
committee will have to be on the floor. 

Mr. Hau. I would be very glad to. I can assure the chairman that 
it will take about 20 minutes and no more. 

The Cuatrman. Then if you will be here in the morning, Mr. Hall, 
we will hear you then. I wish we could accommodate you at this 
time, but it will be necessary for committee members to be on the floor. 

Mr. Haut. I understand, and I appreciate the opportunity for 
tomorrow. 

The Cuarrman. Mr. Harris. 
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Mr. Harris. Dr. Edwards, I have just 2 or 3 questions. Mr. 
Heselton has already asked you something about what your interpre- 
tation of conservation is of natural resources. You do not disagree 
with the general established concept that the conservation of a natural 
resource 1s a program to prevent the physical waste of that resource? 

Dr. Epwarps. Yes, putting them to the ultimate best use. 

Mr. Harris. Of course, I accept that, though it is a very broad term. 
Who is going to decide what is the best use ? 

In your statement you referred to the total industrial sales of the 
United States and the average price. You referred to it as 5,763,183 
thousand cubic feet. "That is the total used both by intrastate opera- 
tion and interstate operation ? 

Dr. Epwarps. That is right. 

Mr. Harris. Your figure of 18.3 cents, then, includes all industrial 
sales regardless of the intrastate or interstate operation ? 

Dr. Epwarps. Yes, sir. 

Mr. Harris. Now, it is a fact that a little more than half of the 
industrial sales are intrastate sales. Do you agree with that? 

Dr. Epwarps. Yes. It is substantially half the sales remaining in 
the gas-producing States or areas. 

Mr. Harris. That is utilized within the States where it is produced 
and is considerably cheaper than that that goes in interstate for indus- 
trial sales, is it not? 

Dr. Epwarps. That is right. é 

Mr. Harris. You show in fact that approximately 11, trillion util- 
ized in the field is only 8.5 cents? 

Dr. Epwarps. That is right. 

Mr. Harris. Within the States the other industrial sales in many 
instances are equally as low, is that not true? 

Dr. Epwarps. It may well be. I am sure some of the boiler fuel 
sales in Texas are down in that neighborhood. 

Mr. Harris. That being true, this average figure that you give here 
of 18.3, indicating that it is that cheap a fuel when it goes in interstate 
commerce for industrial sales, is just a little contrary to the facts 
when we are dealing with only that particular type of sales, is it not? 

Dr. Epwarps. Yes. That would not be representative of the -inter- 
state. I did not intend it to be so. 

Mr. Harris. What would be the average price of the interstate sales 
that go direct for our industrial purposes ? 

Dr. Epwarps. The best figures I would have here are on page 18 
of my statement, column 5, where [ list interruptible direct pipeline 
sales, East North Central, 26.1 cents. 

Mr. Harris. Now just one other point. Of the 50 percent of the 
total that goes in interstate, what part or percentage goes to direct 
sales by the pipeline companies and what part goes to the distributing 
companies and then to industrial sales? 

Dr. Epwarps. I am not sure I could give you that figure. It is a 
little hard to pin down all the direct sales by pipelines. We drew off 
a list of them for 28 pipelines. They are equivalent to about 21 mil- 
lion tons of coal. I presume most of that is of an interstate character 
because we picked the long-distance lines serving well out of the area. 

Mr. Harris. But your complaint of this usage, of course, is only 
to the direct industrial sales by pipeline companies? 

Dr. Epwarps. That is part of it. 
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Mr. Harrts. You are not asking that the distributing companies be 
brought under the Federal control with relation to their industrial 
sales, are you? 

Dr. Epwarps. No. But to the extent that sales are made to distrib- 
uting companies 

Mr. Harrts. That is already under control ? 

Dr. Epwarps. Yes. But we ask that there be a more fair consider- 
ation or that those sales bear a better proportion, or at least a propor- 
tion that they can bear of the fixed costs and that this be more fully 
considered by the Federal Power Commission. 

Mr. Harris. Are you familiar with FPC Opinion No. 269 in the 
Panhandle Eastern case ? 

Dr. Epwarps. In a way. 

Mr. Harrts. Does that not assign 50 percent of the constant cost 
to the volumetric functions of all the gas carried through the line, all 
the gas sharing a portion of such cost ? 

Dr. Epwarps. That would be true to the extent that the gas is on 
the line during the coldest day of the year. 

Mr. Harris. Of course, then, the customers that are interr upted and 
taken off the line during the peak period then share at least 50 per- 
cent. of the constant costs ? 

Dr. Epwarps. That would be true. 

Mr. Harris. I am sorry time would not permit any further ques- 
tioning. However, I think that has been gone over and over and the 
record is pretty well complete on the discussions. That is the second 
bell, and Mr. Heselton and I will have to go. 

Dr. Epwarbs. Our general concern was that the growth of the boiler 
gas sales has been very, very rapid and these apportionments do not 
necessarily appraise the ability of that type of gas through commod- 
ity charges to bear a larger share of the load which might well reduce 
the load on the superior-use consumer. 

Mr. Harris. Neither does the implication that all of these 5 trillion 
plus cubic feet of gas going in industrial sales is affected by your 
interest here, because when you see the 50 percent that goes into intra- 
state sales and the percentage of the interstate sales that goes to dis- 
tributing companies for industrial purposes it leaves a relatively small 
percentage affected. 

Dr. Epwarps. We believe about half of it is affected by it. All my 
prior tables were divided between total United States figures and coal 
areas. So we tried to be reasonable in our showing. 

Mr. Harris. I appreciate that, and I appreciate having your state- 
ment here. 

Dr. Epwarps. Thank you. 

The Cratrman. May the Chair inquire if Mr. Thomas Kennedy, 
representing the UMW, is here ? 

Mr. Kennepy. Yes. 

The Cuatrman. Mr. Kennedy, it is the understanding of the com- 
mittee that it is necessary for you to leave town very shortly. 

Mr. Kennepy. That is correct. 

The Cuatrman. Wherever you can feel you can condense your state- 
ment, it will be entirely agreeable to the committee for you to do so. 
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STATEMENT OF THOMAS KENNEDY, VICE PRESIDENT, UNITED 
MINE WORKERS OF AMERICA 


Mr. Kennepy. Mr. Chairman, and gentlemen of the committee, my 
name is Thomas Kennedy. I am vice president of the United Mine 
Workers of America and appear here in behalf of the international 
union and its members, both anthracite and bituminous. 

We are familiar with the fact that you have under consideration as a 
matter of primary interest the so-called Harris bill, H. R. 4560, and 
other similar legislation intended to relief independent natural gas 
producers of Federal Power Commission regulation. At the outset, 
I think I should state my position with respect to such bills, as well 
as those having a contrary intent. 

The United Mine Workers up to this time have taken no position 
either for or against the Harris and its related bills. Since they in- 
volve technical phases of natural gas regulation with which we do not 
have much familiarity, we have made no attempt to analyze them with 
a view to determining the effect on the public interest of the highly 
controversial questions which they involve. 

We do take the position, however, most emphatically, that if any 
inequities or undue burdens have been placed upon the independent 
natural gas producers by the Phillips decision and if they are to be 
ameliorated by congressional action, the handicaps and inequities 
which have beset the coal industry as the result of deficiencies in the 
Natural Gas Act should be given equal and simultaneous considera- 
tion. In other words, we strongly oppose the granting of benefits to 
the producing end of the natural gas industry unless at the same time 
full recognition is given to the needs of the coal industry in order 
to Sen a fairer competitive relationship between natural gas and 
coal. 

I might say also that the Staggers bill, H. R. 4943, and other identi- 
cal bills introduced by other Members of Congress relate solely to 
matters involving the transmission and sale of natural gas in inter- 
state commerce, completely separated from the problems involved in 
the production and gathering of gas before it enters such commerce. 

Since the amendment of the Natural Gas Act of 1942 the United 
Mine Workers of America have participated in many cases before 
the Federal Power Commission in matters involving applications for 
certificates for public convenience and necessity. In all of these cases 
we have sought merely to protect the interest of our members against 
the encroachment of natural gas on the primary markets for bitu- 
minous and anthracite coal, which action in our belief coincides in 
every respect with the broad public interest of the country. 

We have been frustrated, disappointed and disillusioned by the 
outcome in most of these cases, and have seen the coal markets of the 
country diminish in substantial degree with relative rapidity. The 
members of our organization have suffered the resultant effects in the 
loss of jobs and the diminution of wages where some employment still 
remained available. 

In many such cases the decisions of the Federal Power Commission, 
which have adversely affected the interests of our members, have been 
directly attributable to what I would unhesitatingly call defects and 
deficiencies in the Natural Gas Act. 
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We therefore welcome this opportunity to appear before your honor- 
able committee and to express our views in favor of changes in the 
act which we believe should be made in the interests of creating a more 
equitable competitive relationship between the coal industry and the 
natural gas industry and at the same time bring about a situation that 
will substantially improve conditions as they affect the public interest. 

Other witnesses before your committee have presented explanations 
of the purposes, intents, and legal consequences of the adoption of the 
amendments proposed in H. R. 4943. 1 do not propose to enter into 
any discussion of the legal aspects of the bill, but will confine myself to 
a review of its major objectives in an attempt to show the need for 
its passage and at the same time to emphasize our belief that the law 
requires amendment in four major categories in order to accomplish 
the salutary effect that we are seeking. 

By section 1 (b) of the present act, the Commission’s regulatory 
authority is confined to the transportation and sale of natural gas in 
interstate commerce for resale. This excludes from FPC jurisdiction 
sales made directly by the natural gas pipeline companies to ultimate 
consumers. 

With the exception of a relatively small number of rural customers 
served directly from transmission lines, direct sales are invariably 
made to large industries located within practical reach of a natural 
gas company’s transmission lines. These industrial sales have resulted 
in serious coal displacement in many areas of the country. In many 
cases they have resulted in what we consider an unwarranted dis- 
sipation of natural gas for purposes that could as well be served with 
coal. 

The most objectionable feature of the practices connected with these 
unregulated sales is that the pipeline companies, without regard to the 
degree of compensatory return which they may receive from direct 
industrial sales, are able to, and do, underbid coal in any given plant 
just enough to obtain the sale. This frequently has been done in our 
experience by the representative of a natural-gas company calling 
upon the coal consumer, ascertaining the price he is paying for coal, 
and then persuading him to change over to gas by selling him that 
product just sufficiently below the cost of coal to oust coal from the 
plant. We do not believe that this condition should be permitted to 
continue. 

Natural-gas companies are performing a public-utility function. If 
they are to be subject to regulation in any respect, certainly direct sales 
call for regulation just the same as indirect or sales for resale. We are 
not by any means alone in this opinion. The Federal Power Commis- 
sion, as early as 1940 in its 20th Annual Report, recommended to the 
Congress that the Commission be given jurisdiction over “sales of 
natural gas from interstate pipelines for industrial as well as domestic 
and commercial purposes.” As a basis for such recommendation the 
Commission said that such authority is necessary “in order to assure 
adequate protection of domestic and commercial consumers against 
unjust and discriminatory rates.” That is one of the prime objectives 
of H. R. 4943. The Commission has repeated the recommendation in 
several of its annual reports, the latest touching on the subject being 
the report for the year 1953. 

Among other findings of the President’s Cabinet Committee on 
Energy Supplies and Resources Policy is a statement that sales of 
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natural gas either for resale or direct consumption below actual cost 
plus the “fair proportion of fixed charges which drive out competing 
fuels constitute unfair competition and are inimical to a sound fuels 
economy. There is no other way of correcting this situation except by 
vesting authority in the Federal Power Commission to regulate direct 
industrial sales. 

It will be noted that section 1 of H. R. 4943 would strike out the 
words “for resale” where the sale appears in subsection (b) of section 
1 of the Natural Gas Act. It is necessary to delete these words in order 
to remove the limitations that now apply to the Commission’s s jurisdic- 
tion. The purpose intended to be accomplished in this respect is fur- 
ther implemented by section 6 of the bill which proposes to effectuate 
the recommendation of the President’s Cabinet committee. 

Section 2 of H. R. 4943 deals with the establishment of, and adher- 
ence to, a proper conservation policy, by the Federal Power Commis- 
sion. It will be noted that section 2 (d) (1) requires the Commission 
to— 

Recognize that the national defense and an expanding domestic economy re- 
quire the maintenance of a productive capacity of each of the several domestic 
fuel industries sufficient to meet the current and long-range fuel needs of the 
Nation. 


The President’s Cabinet committee in its recent report appears to 
recognize the need for the establishment of a policy in this field. 

The need for legislation bearing on this subject matter is cited in the 
Federal Power Commission’s Annual Report for 1954, and repeated 
by Chairman Kuykendall during his appearance before your commit- 
tee on February 1. The recommendation refer red to is found on page 


170 of the annual report and suggests that section 7 (c) of the Natural 
Gas Act be amended “to prov ide specifically for control by the Com- 
mission of the allocation of natural gas when required for national 
defense or to safeguard the available supply i in emergency situations.” 

We believe that a broader policy than that outlined above is neces- 
sary to protect. the public interest. In other words, we do not believe 
that the Commission should wait until a war or other emergency arises 
and then allocate the available supplies of natural gas. “We should 
have a policy for the guidance of the Commission that will more fully 
insure adequacy of fuel and energy supplies as and when needed. 
Bituminous coal is the principal one of the two solid fuels used by in- 
dustry. That it constitutes the basic and indispensable source of 
energy to power the productive machinery essential to national de- 
fense cannot be denied. 

In order to be assured that the coal industry can respond to the needs 
of the Nation in the event of an emergency, it will be necessary to keep 
productive capacity at a level which can be speedily expanded as the 
necessity arises. (Coal is the only source of fuel and energy with re- 
spect to which existing capacity can be almost immediately utilized 
without disrupting the existing economic status. But in order to do 
this the capacity must be available. This cannot be said of natural gas 
or oil. 

Natural gas can be delivered only through pipelines. Pipelines are 
normally constructed and expanded to meet current demands for that 
product. In the event of an emergency requiring increased use of 
natural gas in substantial quantities, new pipelines must be built. 
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This contingency arises at a time when demands for steel would be 
increased and accentuated by the need for that commodity in the con- 
struction of war materiels. The building of a pipeline from the area 
of supply to consuming industrial centers is a time-consuming proj- 
ect éPoénaiderable magnitude. 

During the emergency arising out of World War II, instead of hav- 
ing a surplus of natural-gas facilities for meeting accelerated demands 
for industry, we had a shortage. Steel had to be allocated on a care- 
ful basis so as not to rob one requirement for the use of another. The 
same situation holds relatively true of fuel oil which is transported 
principally from production. areas to refinery and consuming areas 
by tanker and pipeline. We know the hazards and uncertainty that 
attach to the shipment of oil by tanker in wartime because of the 
submarine menace and also the delay which ensues in increasing 

capacity when pipelines must be resorted to. 

I might digress for a moment here, Mr. Chairman and gentlemen 
of the committee, to say that I was on the solid-fuels war advisory 
council during World War II. The day after war was declared we 
were on a.coal ec onomy, so much so that production of coal was speeded 
up and the men w orked in the mining industry 1 or 2 months 7 days 
a week, and we met the requirements of the Nation. 

Not only for our own Nation, but for our allies in Europe, because 
at that time we exported approximately 40 million tons of coal in ad- 
dition to taking care of our own needs. Coal production that year 
reached a total of about 720 million tons or 730 million tons, both 
bituminous and anthracite. 

You will recall that during the last war it was necessary to divert 
steel from other essential purposes to the construction of the so-called 
Big Inch and Little Big Inch pipelines for the transportation of oil 
to the eastern seaboard. 

A recurrence of these experiences should not be permitted to arise. 
There is only one way that they can be avoided and the welfare of the 
Nation adequately s: ifeguarded and that is by maintaining reasonably 
adequate productive capacity in the coal mines of the country. A re- 
view of the statistics published by the Bureau of Mines for the war 
period shows that in 1941, 514 million tons of coal were produced. In 
1942:this was increased to 583 million tons and by 1944 had reached 
almost 620 million tons. That was bituminous coal. Anthracite 
produced nearly 60 million tons that year. 

There was never any shortage of bituminous coal as such during 
World War II. Occ: ‘sionally, shortages occurred at. various points 
in the country due, however, to lack of transportation facilities, to wit: 
Coal cars, the construction of which was retarded to some extent by 
reason of the demands for steel for other war purposes, but the short- 
ages were temporary and of short duration and never constituted a 
threat to our continued production of war essentials. This is a con- 
dition that cannot be assured in the light of the present status of coal 
production. The same statistical source shows that bituminous coal 
production reached a peak of 630,623,622 tons in 1947. Since that 
time it has declined to 392 million tons in 1954. 

According to the Bureau of Mines reports, in 1947 we had 8,700 
mines in active production. This number had increased to 9,429 mines 


in 1950, but since that time the number has declined to 6,000 mines in 
1954. 
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When a coal mine is closed due to lack of sufficient markets, and 
abandoned, it rapidy deteriorates as a result of flooding, the caving of 
the walls, and the breakage and rotting of timber supports. Mines 
thus closed are frequently not susceptible to reopening because it is 
not economically feasible to do so, It is generally more practicable 
under such conditions to establish new mines by the sinking of en- 
tirely new shafts and slopes. This is a time-consuming and expensive 
process which deters owners from reestablishing old mines where the 
available merchantable coal is insufficient in quantity to warrant the 
expenditure involved. This not only makes the coal inaccessible for 
utilization, but results frequently in the entire loss of this valuable 
natural resource. 

The mining of coal is a highly technical process. When a mine is 
closed for any appreciable length of time it results in the dispersal 
of the mining force. It is difficult to reassemble competent personnel 
especially in times of emergency when demands for manpower are 
acute. , 

I might say in this connection, Mr. Chairman and gentlemen, that 
during World War II the average age of men working in a mine was 
increased from 39 years to 49 years, because all of our young men 
were practically in the service and the replacements could only be 
made by the older men living in the communities, which accounted 
for the very sharp increase in the average age of men working in the 
mines. 

The rapid expansion and extension of natural gas service since the 
war, into areas which have been traditionally coal markets, has had a 
seriously depressing effect upon the productive capacity of the entire 
coal industry. The ever increasing use of natural gas for inferior pur- 
poses in large industrial installations has been particularly harmful. 

Natural gas is not only wasted unnecessarily, but the coal industry 
is injured immeasurably. Such practices should not be permitted to 
continue. 

There is no question but that the Federal Power Commission 
presently has authority to consider matters of conservation in dispos- 
ing of applications for certificates of public convenience and _neces- 
sity. This power has been exercised in a very limited number of 
cases and only where representatives of the coal industry, including 
the workers in the industry, have vigorously urged the Commission 
to proscribe what it has characterized as inferior uses of natural gas. 
The reason for this is readily understandable. 

In the early stages of its experience and before the United States 
Supreme Court held that the Commission may consider conservation 
in such matters, the Commission felt that it had no power to control 
the end use of natural gas. This situation was adverted to in its an- 
nual reports and emphasized by the document filed by it with your 
committee in January 1944 which was entitled “The First Five Years 
Under the Natural Gas Act.” 

The Natural Gas Act sets up no clear legislative mandate for the 

idance of the Commission in considering certificate applications. 
Ts neal provides that an applicant must show a willingness and 


ability to perform the services that it proposes to render and the Com- 
mission must find that the project under consideration is required by 
the public convenience and necessity. 
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The natural gas industry and some of its component parts have 
repeatedly criticized the Commission for undertaking to restrict the 
use of natural gas for any purpose. We feel that it would greatly 
strengthen the Commission’s hands and substantially clarify the 
situation if the Congress were to adopt a conservation policy such as 
that envisaged by section 2 of H. R. 4943 for the guidance and control 
of that arm of the legislative branch of our Government. 

The only question which remains to be answered is whether the con- 
servation of natural gas for purposes that will best serve the long- 
range needs of the general public is desirable. We contend that it is, 
in the light of present conditions. Since 1946, a committee of experts 
of the American Gas Association has made annual reviews of the 
proven natural gas reserves of the country, by States. 

At the end of 1946 for the country as a whole, this committee found 
that we had the equivalent of 32.9 years of proven gas reserves at the 
then rate of production. By the end of 1954, this had declined to 22.46 
years. The experience of this period has been a continuous decline 
in the life index of the reserves without any upward deviation. 

Another interesting and somewhat disturbing fact is that in all of 
the years for which reports are available prior to 1954, each year 
showed a substantial increase in the remaining recoverable reserves 
at the end of the year. At the end of 1953, for instance, the increase 
in remaining proven reserves over those of 1952 was 12 trillion cubic 
feet, whereas at the end of 1954 the increase in known reserves was a 
mere 263 billion cubic feet. 

I want to call particular attention to the experience of the State of 
Texas which produces and markets more than 50 percent of the mar- 
keted gas supply of the country as a whole. At the end of 1946, the 
life of the reserves in Texas stood at 41.18 years. 

What is perhaps more startling is the fact that the remaining 
proven gas reserves in Texas, in 1954, declined by almost 11% trillion 
cubic feet as compared with 1953, an unprecedented experience. 

This all occurred in the face of the fact that 4,651 more wells were 
drilled for oil and gas in 1954 than were drilled in 1953. 

If this trend, which has existed for the past 9 years continues, it will 
not be long before natural gas pipeline companies will find themselves 
in a position where they will be unable to meet their market require- 
ments. 

Natural gas, in some instances, is a highly desirable fuel and pref- 
erential uses are recognized, such as raw material for chemicals and 
other substances derived from liquid hydrocarbons. However, its 
limited quantities and exhaustible, irreplaceable nature dictate that 
the public interest requires that its utilization be restricted, insofar as 
it is reasonably possible, to uses that will benefit the public most. It 
should not be wastefully used for purposes which can be served equal] 
as well and at relatively comparable costs by coal. As contrasted wit 
the very limited life of our natural gas reserves, the latest estimates of 
the Bureau of Mines indicate that our supply of coal at the 1954 rates 
of production were the equivalent of more than 2,400 years’ supply. 
So far as oil is concerned, the situation with respect to the life of the 
presently known reserves is relatively comparable to natural gas. 

The use of natural gas for the firing of large steam boilers is a 
highly inferior use and is widely criticized and condemned. Avail- 
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able information indieates that quantitatively this is the undessrable 
use to which most of our natural gas supplies are put industrially, 

In a decision issued by the Federal Power Commission under date 
of May 11, 1953, in a case involving the Mississippi River Fuel 
Corporation, the Commission said : 

We have repeatedly held that the use of natural gas as boiler fuel is an 
inferior usage and that, while it is not to be denied in all situations, it should 
be permitted only on a positive showing that it is required by the public interest. 

In a later order in the same case, issued December 14, 1953, reversing 
its previous denial of a certificate, the Commission, adhering to the 
principles laid down by it, said : 

The utilization of large volumes of natural gas under boilers of an electric 
generating plant tends to dissipate natural gas reserves otherwise available for 
essential domestic and general service use * * *, 

We agree entirely with this expression of principle. We believe 
that it should be confirmed and implemented by congressional action. 
Since the Commission has frequently referred to the use of natural gas 
as boiler fuel for electric generation, and since the public utilities-en- 
gaged in that business are, as a class, the largest consumers of natural 
gas for that purpose, we believe it worthwhile to call your attention 
to the ever increasing volumes of natural gas being used under elec- 
tric utility boilers. 

As disclosed by reports of these utilities filed with the Federal 
Power Commission, that industry in the year 1931 used 138 billion 
cubic feet of natural gas for electric generation. That year is chosen 
for illustrative purposes because it was the year in which long-distance 
pipelines began to thread their way across the country from producing 
areas. 

By 1949 this amount had increased to 550 billion cubic feet. Since 
that time the amount of natural gas so used has more than doubled to a 
total of more than 1 trillion cubic feet in 1954. These figures do not 
include the very substantial volumes of natural gas used as boiler fuel 
by publicly ow ned electric generating plants, nor do they refiect the 
quantities so used by industries. 

For the purpose of presenting a true picture of this situation as it 
affects our industry, I would eliminate the natural gas consumed for 
electric generation in the States of Louisiana, Mississippi, Texas, 
California, Nevada, and Arizona for the reason that coal is not close 
to the areas in which this gas is produced and is not to a had at 
prices reasonably comparable with the price of natural ga 

We have never sought to prevent the use of natural gas + to boiler 
fuel in those States, feeling that since, with the exception of Arizona, 
natural gas is native to the ‘soil of those States, the people there should 
be allowed to use it for boiler fuel if they wish to. This is entirely 
different than sending it to coal markets where it is not needed for 
boiler fuel purposes. 

The latest reports, of natural gas used as boiler fuel in electric 
utility plants by States, are available for 1953 but not later. In that 
year the States above-named consumed 487 billion cubic-feet for that 
purpose. This means that, in the States, other than those 6 named 
above, where coal could and should have been used for boiler fuel 
in electric generating plants, the equivalent of approximately 24 
million tons of coal was used in the form of natural gas. It is our 
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contention that most of this economically wasteful use should be 
eliminated to the extent possible, consistent with the maintenance 
of service to general-purpose customers at reasonable rates. 

Our point of view meets with approbation in several highly repu- 
table quarters. As an illustration, the President’s Materiel Policy 
Commission reporting in June 1952 under the title “Resources for 
Freedom,” volume II], page 21, said, “The desirability of eliminating 
low value general uses (such as boiler fuel at points distant from 
the field) as rapidly as possible is universally recognized.” This 
report was made by a nonpartisan, representative committee of busi- 
nessinen headed by Mr. William S. Paley. 

We strongly believe the adoption of section 2 of H. R. 4943 would 
be an important step in the direction of correcting abuses which result 
in the dissipation of one of our most valuable, scarce natural resources. 

The next subject that I desire to discuss relates to the importation 
and the exportation of natural gas. Section 4 of the bill redefines 
the words “interstate commerce” as presently used in the act so as 
to include movements of gas between the United States and foreign 
countries. 

Section 5 of the bill amends section 3 of the present act so as to apply 
the standards now applicable to the securing of certificates of public 
convenience and necessity, as found in section 7 of the act, to author- 
izations for the importation or exportation of natural gas. 

This is a very moderate suggestion. It apparently has the approval 
of the Federal Power Commission as indicated by its 1954 annual 
report as well as by the statement presented by the Chairman of the 
Commission to your committee on February 1, 1955. 

The mine workers of this country are very much concerned about 
foreign gas coming into this country without payment of any tax 
or tariff and being used to displace American workmen. The im- 
portation of natural gas from foreign countries poises a dagger at 
the heart of all the coal industry—anthracite and bituminus—and 
threatens to disrupt in a grave way a very broad segment of the 
American national economy. The threat comes from both our north- 
ern neighbor, Canada, and our neighbor to the south, Mexico. 

Every ton of United States coal shipped into Canada must pay 
an import duty of 50 cents per ton and all coal shipped into Mexico 
is burdened with an import tax of from 30 to 40 cents per ton depend- 
ing on the money value of the coal. In contrast, both Canadian and 
Mexican gas comes into the United States absolutely tax free. 

Therefore, the miners feel that strong preventive legislation is 
justified. They have agreed, however, to go along with the bill as 
drafted and introduced, rather than to seek at this time more strin- 
gent conditions. 

Section 3 of the present act merely requires that the Commission 
shall issue a permit unless it finds that the proposal “will not be 
consistent with the public interest.” 

Section 7 of the act requires that applicants for certificates show 
that the proposed “service, sale, operation, construction, extension, 
or acquisition * * * is or will be required by the present or future 
public convenience and necessity.” 

We believe that the requirements for obtaining permits should 
be no less strict than those established for obtaining certificates. 
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The next feature of the bill which I wish to discuss is covered 
by sections 7 and 8 of H. R. 4943. These sections are intended to 
clarify the situation with respect to the right of competitors of nat- 
ural gas to participate in hearings involving proposed changes in 
rates to be charged by natural gas companies. We think that, prop- 
erly construed, the present language affords us that right, but the 
Commission has taken the position that our interventions, if and 
when permitted, are to be of a limited nature only. 

In other words, our counsel are not permitted to cross-examine 
witnesses nor to object to the introduction of testimony on any cus- 
tomary grounds of inadmissibility. On the other hand, we are free- 
ly granted full participation in certificate cases. Since the price for 
which natural gas is sold by natural gas companies directly affects 
the competitive relationship between natural gas and coal, it does 
not seem at all unreasonable that competitors should have the right 
to participate in rate cases to assure, to the extent that their partici- 
pation may do so, that reasonable and nondiscriminatory rates are 
applied to all pipeline sales. There is no good reason why these 
provisions of the act should not be adopted. 

It is universally recognized that coal, both bituminous and anthra- 
cite, is a distressed industry. Our position here is amply supported 
by a brief review of the recent experience of both the bituminous 
and anthracite industries. A study of the statistical information 
published annually by the Bureau of Mines discloses that bituminous 
coal reached the peak of production in the year 1947 when more than 
630 million tons of bituminous coal were mined. 

In that year, 8,700 mines were in operation, employing 462,000 men 
on an average daily basis. 

In 1954 the production of coal in bituminous mines had declined 
to 392 million tons taken from 6,000 mines. The average number of 
men working daily was 250,000, thus showing that almost one-half of 
the mine workers of the country lost their jobs in that 8-year period. 

The experience in the anthracite industry has been worse than in 
the bituminous industry. Peak production for anthracite occurred 
in 1944 when slightly more than 62 million tons of anthracite were 
produced. By 1954 this had declined to 27 million tons. In that 
same period the total number of men employed at anthracite mines 
declined from 76,978 to 41,000. 

The above figures do not tell the whole story. Opportunities for 
employment, even for those who remained upon the employment rolls 
of the producing companies, have been diminishing at virtually a 
constant rate. In 1944 the bituminous mines of the country operated 
an average of 278 days. By 1954 this had dropped to 174 days. In 
1944 the anthracite mines operated an average of 292 days, whereas 
in 1954 this number had been reduced to 183 days. 

Another highly significant fact concerns the deterioration of the 
position that bituminous and anthracite have held in supplying the 
total energy supply of the country. The first natural gas pipelines of 
substantial magnitude commenced to make their appearance in 1930. 

In that year bituminous coal and lignite supplied 54.6 percent of 
the total energy requirements. Lignite production is relatively small, 
being less than 3 million tons. Anthracite supplied 7.9 percent. Nat- 
ural gas supplied only 9.3 percent, and domestic petroleum 23.2 per- 
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cent. In 1954 the percentage for bituminous and lignite had declined 
to 27.5 percent an anthracite to 1.8 percent. In the meantime, nat- 
ural gas increased to 25 percent and domestic petroleum to 35.9 per- 
cent. 

We are convinced that this disproportionate gain between coal and 
natural gas may properly be attributed in substantial part to the in- 
equalities which exist in the law and which give natural gas unmerited 
advantages over coal. 

This is a situation that we want to see corrected insofar as it is 
possible to do so by the passage of H. R. 4943. The seriousness of this 
situation and the need for a remedy were pointed up by President 
Eisenhower in his letter of July 6, 1954, to the Director of the Office 
of Defense Mobilization, and the ‘appointment of the so-called Cab- 
inet committee to study energy supplies and resources of the country. 
In that letter the President said : 

The soft coal industry is, of course, a very important part of our defense 
mobilization base Despite the ever-increasing demand for mechanical energy, 
the utilization of coal has actually dropped over the last several years and there 
is danger of a serious loss in our capacity to produce coal in the event of a 
major emergency in the future. 

The Cabinet committee in its report also recgognized “that serious 
unemployment and business distress exists in the coal industry.” 

I think it has been made clear that H. R. 4943 was not introduced 
solely for the benefit of the coal and railroad industries. The public 
generally, we believe, will be benefited immeasurably if it is passed 
by C ongress. We strongly urge its enactment. 

The Cuarrman. Mr. Kennedy, thank you for your statement. 

The lack of questions by the committee members following your 
statement, may the Chair state, as a part of the record, I am sure does 
not indicate that the committee is in full agreement or is in disagree- 
ment with all that you have said or that the committee is not interested 
in what you have said, but we understand that you have a pressing 
engagement and we excuse you with that explanation. It is done for 
that reason and not because the committee would have any lack of 
interest in the statement you make. 

Mr. Kennepy. I so understand. And thank you very much. 

The CuarrmMan. The committee will be adjourned until 10 o’clock 
tomorrow morning. 

(The following material was submitted for the record :) 

FRANTZ, McConneLL & SEYMOUR, 
Knorville 1, Tenn., April 9, 1955. 
Hon, Percy Prigst, M. C., 


House Office Buiiding, 
Washington, D. C. 

DEAR Mr. Priest: On March 15, 1955, Hon. Harley O. Staggers, of West Vir- 
ginia, introduced H. R. 4943, seeking to amend the Natural Gas Act and balance 
the competitive conditions between fuel industries of the Nation. 

It gives the Federal Power Commisison jurisdiction over— 

(a) direct industrial sales of natural gas; 

(0) would prevent dump sales of gas at less than cost; 

(c) impose on imported natural gas the same regulations applied to 
domestic gas; and 

(d) establishes a sound national policy on natural gas conservation in the 
interest of national defense and expanding economy. 

We think the Staggers bill is a good law and is very much needed to sustain 
and preserve the coal industry, and we will very much appreciate your consid- 
eration of same and your vote for its passage if you concur in our view. 
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The Staggers bill is in line with the Supreme Court Phillips Petroleum decision, 
sustaining the jurisdiction of the Federal Power Commission over the users and 
gatherers of natural gas. 


Yours very truly, 
FRANTZ, McCONNELL & SEYMOUR, 


By Tuomas G. McCoNNELL. 


GAMBRELL, HARLAN, BARWICK, RUSSELL & SMITH, 
Atlanta 3, Ga., May 5, 1955. 
COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
United States House of Representatives, 
House Office Building, Washington, D. C. 

GENTLEMEN: The Cotton Manufacturers Association of Georgia consists of 
approximately 150 cotton textile plants engaged in spinning and weaving opera- 
tions. Approximately 25 of those plants burn natural gas in one phase or 
unother of their operations. All of the mills use electric power which, in turn, 
is partially generated by the consumption of natural gas at steam electric plants. 

All the mills in the Cotton Manufacturers Association which burn gas purchase 
their gas derivatively or directly from one or two pipeline companies : the South- 
ern Natural Gas Co. and the Transcontinental Gas Pipe Line Corp. The gas 
burned in the production of electric energy is purchased by the Georgia Power 
Co. both directly and derivatively from the Southern Natural Gas Co. 

The Cotton Manufacturers Association believes that the Natural Gas Act, 
as it now reads, works a substantial injustice upon industrial customers. We 
refer specifically to the provisions of subsection (e) of section 4 of that act. 
As the committee undoubtedly knows, that subsection provides that the Federal 
Power Commission may suspend increases in pipeline rates for a period of 5 
months for residential and commercial customers, but forbids the Commisison to 
suspend the increase in the rates for natural gas sold for industrial use only. 

We submit that gas is a very important fuel in Georgia and throughout 
the Southeast. It is a clean fuel; it is easy to handle; and in view of the 
distance from the gas fields, it is currently competitive, in most instances, 
with coal. There are several operations in textile plants for which no other 
fuel is so well adapted; for example, the singeing of the nap on cloth after 
it is woven. 

The Southern Natural Gas Co. is by far the most important supplier of natural 
gas to the State of Georgia. Last October 1, that company filed new rate 
schedules with the Federal Power Commission which would substantially in- 
crease their revenues. On November 1, the new rates went into effect for 
industrial customers. By order of the Federal Power Commission, the new 
rates did not go into effect for residential and commercial consumers until 
April 1, of this year. 

During those 5 months, the industrial customers contributed a substantial 
sum to the pipeline company. The Georgia Power Co. used, during those 5 
months, 7,644,059 M ec. f. of gas at the new rate, at an increase of 0.699 cent per 
Me.f. That is a total of $53,482. If the Georgia Power Co. asks and is allowed 
to increase its rates to cover this new cost, then the industrial customers will 
be burdened with yet a greater portion of the increase. 

One of the larger textile plants belonging to the Cotton Manufacturers 
Association paid an increase of approximately $1,850 during the 5-month period. 
Some 22 textile plants, for which we have figures, paid an increase of approxi- 
mately $15,200. 

Naturally, there are other large industrial consumers in Georgia who paid 
considerably more than did the textile mills. These would include the Atlantic 
Steel Co., the Macon Kraft Co., Armstrong Cork Co., and numerous brick and 
ceramics plants. 

If it was the intent of Congress to encourage conservation of natural gas by 
discouraging industrial use when the Natural Gas Act was originally enacted, 
that purpose has been thwarted. There are many pipeline companies which 
have a single rate schedule for all the gas they sell, making it impossible to 
segregate the gas sold “for resale for industrial use only.” Under the decisions 
of the Federal Power Commission, increases are suspended as to those com- 
panies for industrial customers as well as for residential and commercial 
customers. 
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Within our own area, the Southern Natural Gas Co. sells gas for ultimate 
industrial use under several rate schedules. Only one of these is exclusively 
an industrial schedule, so that some of the industrial customers had their 
increase suspended while others did not. We do not believe that Congress 
should or will condone such discrimination. 

Nor is it wise to discourage industrial use. The large demand of those cus- 
tomers sustains an enormous proportion of the cost of laying and maintaining 
the lines of the interstate companies, thereby reducing the cost of gas for resi- 
dential users so that it is within their means. The large interruptible users 
are perhaps even more important. By buying gas at off-peak hours, they’ keep 
the load factors of both pipeline company and distributing company high, which 
in turn makes possible reasonable rates for residential and small commercial 
customers, 

There can be no question but that the Natural Gas Act now discriminates 
against industrial consumers. If it is right to suspend residential and com- 
mercial increases pending adjudication by the Federal Power Commission, then 
it is also right to suspend industrial increases. It is not fair to treat them 
differently. As we have pointed out, the industrial consumption is a highly 
important factor in the level of residential rates, and industrial customers merit 
consideration. 

Our attention has been directed to H. R. 4943, introduced by Mr. Staggers of 
West Virginia. Subsection (3) of section 7 of that bill would have the effect of 
removing the present discrimination. The Cotton Manufacturers Association 
does not believe that most of the other provisions of the bill would be for the 
benefit of the natural gas industry or the Nation as a whole, but we do urge the 
committee to recommend to the House of Representatives legislation which would 
enable the Federal Power Commision to suspend industrial increases as well as 
residential and commercial increases, and subsequently to put all of the increases 
into effect under bond, thereby removing the discrimination against industrial 
customers. 

Respectfully yours, 
GAMBRELL, HARLAN, BARwicK, Russet, & SmMIrTH, 
Attorneys for Cotton Manufacturers Association of Georgia. 
By T. M. Forses, Jr. 


RESOLUTION 


Vhere as it is the general feeling among coal producers, wholesalers and 
retailers, management, mine workers and railroad brotherhoods from the States 
of Kentucky and Tennessee that there ought to be an amendment to the Natural 
Gas Act affecting Natural Gas Competition : Therefore, be it 

Resowed by the Kentucky-Tennessee Fuel & Transportation Conference in 
meeting assembled on March 2, 1955, at Lexington, Ky., That H. R. 4943, intro- 
duced by Congressman Staggers of West Virginia, be recommended to Congress 
for serious and favorable action at this session ; and be it further 

Resolved, That this amendment, or an identical amendment, would be in con- 
formity with suggestions contained in reports of the Federal Power Commission 
and cabinet committee report on energy resources which would strengthen natu- 
ral gas legislation in the public interest; that it would grant jurisdiction in Fed- 
eral Power Commission over direct industrial sales of natural gas with benefits 
to small consumers of gas; that it would subject imported natural gas to same 
requirements applicable to domestic suppliers; that it would prohibit sale at a 
price below cost and would establish standards to guide the Federal Power 
Commission in protecting the public interest ; and be it further 

Resolved, ‘That Congress should consider the whole matter of the distribution 
and sale of natural gas in interstate commerce in relation to all competing fuels; 
and be it further 

ResolWwed, That a copy of this resolution be sent to all members of the Ifouse 
Committee on Interstate and Foreign Commerce, Kentucky-Tennessee Members 
of Congress, and to all parties present at this meeting. 

KENTUCKY-TENNESSEE FUEL AND TRANSPORTATION CONFERENCE, 
GEORGE S. WArRp, Chairman. 
Maron 24, 1955. 
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STATEMENT OF THE MONTANA PowER Co. on H. R. 4943 To AMEND THE NATURAL 
Gas Act 


H. R. 4948 which has been submitted by Representative Staggers proposes to 
amend the Natural Gas Act. These amendments if adopted would— 
1. Invade the right of States to regulate their own affairs. 
2. Increase the fuel costs of domestic and small commercial customers. 
3. Interfere with and hamper the efforts of companies to secure proper 
gas supplies. 


The Montana Power Co.’s interest in H. R. 4943 


The Montana Power Co. is an independent public utility company which sup- 
plies electrical energy, natural gas, and other utility services in the State of 
Montana. All gas sold by the company is sold and consumed entirely within the 
State. It is now completely and comprehensively regulated by the Montana 
Public Service Commission, which exercises jurisdiction over all of its sales and 
facilities. Natural gas service has been supplied by the company in Montana for 
24 years and the company feels it has a deep responsibility to continue to locate 
and develop gas reserves that will assure its customers an adequate source of 
fuel supply in the future. 

The company is a completely integrated company, producing, purchasing, trans- 
mitting, and distributing natural gas. It operates production and gathering 
facilities in 8 gas fields, operates 994 miles of transmission lines, and distributes 
and sells natural gas directly to the ultimate consumer in 36 communities. In 
addition, it sells gas at wholesale for resale in two communities. The aggregate 
population of the area served with natural gus is approximately 188,000. The 
above holdings are all within the State of Montana and constitute the natural 
gas plant of the Montana Power Co. 

Canadian-Montana Gas Co., Ltd., a wholly owned subsidiary of the Montana 
Power Co., owns the natural gas reserves in five fields of the Pakowki Lake 
area of southeastern Alberta. 

The Montana Power Co. at present is the only company in the United States 
which is importing natural gas from Canada. The order authorizing such im- 
portation was issued by the Federal Power Commission February 5, 1952, and 
the Presidential permit was granted February 2, 1952. These permits restrict 
the use of the imported gas to defense mining and smelting operations in Montana 
and are for a period expiring April 7, 1956. 

At present there is pending before the FPC the company’s application to 
import gas to supplement existing supplies for service to its general customers. 

This situation accounts for the Montana Power Co.’s urgent interest in the 
effects of H. R. 4943. 

Present law amply protects public interest 

As presently written, section 3 of the Natural Gas Act allows the Federal 
Power Commission to exercise judgment as to whether the importation or exporta- 
tion of natural gas from or to a foreign country would be consistent with the 
public interest. 

In exercising such judgment, the Commission is able to weigh all of the factors 
involved in any particular application and shall grant an import permit unless 
it is established that such a permit would not be consistent with the public 
interest. 

Montana is, and has been for many years, a State wherein the gas consump- 
tion has exceeded the marketed gas production and consequently Montana is 
vitally interested in any proposed legislation that will have the effect of re- 
stricting the supplies of natural gas available to it. There are two principal 
sources of gas obtained from outside the State, Wyoming on the south and Canada 
on the north. 

Most of the gas that is supplied to Montana from Wyoming is gas that was 
produced as an incident to the production of oil. By providing a market for this 
gas and preventing wasteful flaring, Montana is contributing to a most practical 
conservation of a natural resource. 


Proposed act would not aid conservation 


It has been said by proponents of the Staggers bill that “the heart of the Stag- 
gers bill is contained in section 2” and that “the inclusion of section 2 makes 
necessary the other provisions.” 

Section 2 of the Staggers bill could force the Federal Power Commission to 
wipe out segments of the natural gas industry under the guise of maintaining the 
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productive capacity of a coal industry regardless of its local desirability and 
regardless of the interest of the great majority of the people in that locality. 

By the second part of this so-called fuel policy in section 2 of. the Staggers 
bill complete control over the end use of natural gas would be given to the Fed- 
eral Power Commission as a conservation measure. Conservation should more 
properly be handled at the source of production and should be and is now 
regulated and governed by the individual States wherein production occurs. It 
is a mistake to throttle the free and competitive activities of a company under the 
pretense of conservation of a natural resource. If industrial sales are arbi- 
trarily restricted, transmitting and distributing companies will lose the revenues 
from those sales which have been helping to bear the burden of the facilities 
necessary to handle the domestic consumers during the winter peaks. Inevitably 
this financial burden must be transferred to the domestic consumers and will 
result in higher costs to these consumers. 

No consideration is apparently being given to the effect on the pocketbook 
of the domestic consumer. The sole objective of the bill is to eliminate compe- 
tion to the coal industry. 

The gas companies have been active in attempting to establish storage reser- 
voirs so that the unused capacity of their transmission facilities in the summer- 
time could be used to carry gas to storage which could be released in the winter- 
time to satisfy the needs of the domestic and heating customers. This program, 
while it enables a more uniform use of the facilities, still does not bring addi- 
tional revenues to the assistance of the transmitting and distributing companies 
and in fact, increases the expense of these companies. Elimination of industrial 
sales based upon a vague indefinite clause, such as the second paragraph of section 
2 of H. R. 4948, can only have the effect of reducing the efficient utilization of 
the existing facilities of the transmission lines and the distribution systems of 
the companies. Consequently, the domestic users will have to pay more money 
for the same service which they now receive. 


H. R. 4943 could prohibit vitally needed import of gas 


From the standpoint of import, section 5 of Representative Staggers’ bill could 
entirely prevent import by a finding that such import is not in accordance with 
the so-called fuel policy set up in section 2 of the bill. It could deny our custo- 
mers the benefits and economy of natural gas solely on the basis of alleged 
injury to competing fuel despite the fact that such competing fuel might not be 
an important factor in the area. 

The economy and facility of use of natural gas is an important element in the 
smelting and processing of nonferrous metals and to deny importation of Cana- 
dian gas, for the purpose of subsidizing the coal industry or on the pretext of 
conservation, would deprive the mining, smelting, and processing operations in 
Montana of a gas supply, would jeopardize the jobs of thousands of persons em- 
ployed in such operations, and seriously affect the economy of the entire State of 
Montana. 

The Montana Power Co. believes that the general welfare of the 188,000 people 
in its gas-service area and the economic well being of Montana’s industries and 
the people who are employed by those industries greatly outweigh any disloca- 
tion and injury which might possibly occur in other fuel industries by reason 
of the importation of natural gas from Canada. 

The Federal Power Commission staff counsel took a similar view in the brief 
it prepared in connection with Montana Power’s application for a limited import 
permit in 1951 when it said: 

“Assuming, arguendo, that there were to be some displacement of coal as the 
result of the proposed importation, it is the opinion of the staff that the adverse 
effects to the coal and other interest alleged to flow therefrom would have to 
be weighed against the benefits to the public generally in determining consistency 
of the project with the public interest * * * it is common knowledge that natural 
gas is a highly valuable natural resource available in limited and exhaustible 
quantities in the United States. It seems self-evident that any reasonable 
augmentation of these national supplies is desirable unless clearly outweighed 
by damage to the public interest.” 

In the decision of the presiding examiner, dated March 18, 1955, on Docket 
Nos. G2805 and G2806, which was a hearing upon the pending application to im- 
_ ~ for the general use of the customers of the Montana Power Co., it is 
stated: 

“The real matter for consideration being the interest of all the people affected 
or, differently stated, the public interest. It clearly appears from the record 





NATURAL GAS 


that the many benefits which result for all the people in applicant’s Montana 
service area will far outweigh any adverse effect which may be suffered by the 
coal industry.” 


Congress has previously distinguished between “foreign” and “interatate” 
commerce 

Section 4 of H. R. 4943 seeks to amend the definition of “interstate commerce” 
in paragraph 7 of section 2 of the Natural Gas Act to include foreign commerce 
also. That “foreign ecommerce” is separate and distinct from “interstate com- 
merce” within the purview of the act was held by the Circuit Court of Appeals 
for the District of Columbia Circuit in the Border Pipeline case (171 Fed. 2d 
149). 

A comparable situation with respect to the jurisdiction of the Federal Power 
Commission over persons and facilities engaged in the transmission or sale of 
electric energy to or from foreign countries was fully considered by the Com- 
mittees on Interstate and Foreign Commerce of the 83d Congress in connection 
with hearings on S. 1442 to amend section 202 of the Federal Power Act. (See 
S. Rept. No. 513; H. Rept. No. 978). It was there concluded that it would be in 
the public interest to enact legislation specifically to provide that the ownership 
or operation of facilities for the transmission or sale of electric energy in 
foreign commerce would not make a person a public utility subject to regula- 
tion as such under other provisions of the Federal Power Act. The Dill 
was passed by the Congress. (67 Stat. 461; approved Aug. 7, 1953). 

The same principles apply to the sale or transportation of natural gas across 
the international boundary and should be applied consistently. The provisions 
of the Natural Gas Act requiring authorization by the Federal Power Commis- 
sion for export or import of natural gas are adequate. A company engaged 
in sueh import or export should not be made a natural gas company subject to 
all of the other requirements of the act. Ample regulation is afforded by the 
State commission and duplication of regulation would be an undue burden upon 
the company and its customers. 


Conclusion 

The Montana Power Co. is endeavoring te locate and develop natural gas re- 
serves that will assure a continued supply of fuel for its customers who rely 
on the eonvenience and economy of gas. Ht believes that the amendments to the 
Natural Gas Act. proposed under the Staggers bill would invade the right of 
States to regulate their own affairs, increase the fuel costs of gas “eonsumers, 
hamper the efforts of this company in securing additional gas supplies, and 
would deny the admitted advantages of gas fuel to thousands of its present and 
future customers. Consequently, the company respectfully urges that H. R. 
4943, and similar bills which are identical in whole or in part, be rejected by 
Congress. | 


(‘hereupon, at 12:40 p. m., the committee recessed until 10 a. m., 
Friday, April 22, 1955.) 
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FRIDAY, APRIL 22, 1955 


Hovser or REPRESENTATIVES, 
CoMMITTEE ON INTERSTATE AND FoREIGN COMMERCE, 
Washington, D.C. 

The committee met at 10 a. m., pursuant to adjournment, in room 
1384, New House Office Building, Hon. J. Percy Priest (chairman) 
presiding. 

Mr. Harris. The committee will come to order. 

This morning we will hear Mr. Robert KE. Lee Hall, general counsel 
for the National Coal Association, in further reference to proposed 
legislation, H. R. 4560, and related bills on the entire subject. We are 
always glad to have your statement, Mr. Hall. 


STATEMENT OF ROBERT E. LEE HALL, GENERAL COUNSEL 
NATIONAL COAL ASSOCIATION, WASHINGTON, D. C. 


Mr. Hauxi. Thank you, Mr. Chairman. 

My name is Robert E. Lee Hall. I am general counsel for the 
National Coal Association. 

1 would like to call the chairman’s attention to the fact that I have a 
written statement, which I do not intend to read either in whole or in 
part. 

In view of the extensive cross-examination of Mr. Rolla B. Campbell 
on the first day, it has developed and put. on record a great deal of the 
information, that. is contained in. the written statement. 

With the permission. of the committee, I would like to try to. sum- 
marize the main points that we have made during the time we have 
heen before the committee and leave with the committee a visual pic- 
ture of the Coal Association and the coal producers’ views on the legis- 
lation which is; now at, hand. 

Mr. Harris. And, do you wish your statement to be put into the 
record ? 

Mr. Haun. Yes, Mr. Chairman. 

Mr. Harris, Without objection, the statement will be put into the 
record. 

(The statement referred to is as follows :) 


STATEMENT OF Rosert E. LEE HALL, GENERAL COUNSEL, NATIONAL CoaL ASSOCIA- 
TION, IN SUPPORT OF THE STAGGERS Br, H. R. 4948 


My name is Robert E. Lee Hall. I am general counsel of the National Coal 
Association, with offices in the Southern Building, Washington, D. C. The 
National Coal Association is the trade organization representing in excess of 
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65 percent of the commercially produced tonnage of bituminous coal in the 
United States. By resolution of December 9, 1954, the board of directors of 
the association called upon the Congress for “additional legislative standards 
in the Natural Gas Act” which would “lessen the unfair competition to coal 
from natural gas.” We believe that the Staggers bill (H. R. 4943) will goa 
long way toward balancing the competitive conditions between natural gas, coal, 
and other fuels and will meet many of the problems that NCA’s board of direc- 
tors had in mind in referring to unfair competition from natural gas. The 
position of the coal industry on the issues before your committee in these hear- 
ings is (1) we endorse the Staggers bill (H. R. 4943) urging favorable considera- 
tion by the Congress in the firm conviction that its enactment will serve the 
best interests of the public and our national security, and (2) we cannot support 
the Harris bill (H. R. 4560), or similar legislation, unless such legislation is 
broadened to include the principles of the Staggers bill. 

In the period that has elapsed since the introduction of H. R. 4943 by Repre- 
sentative Harley O. Staggers (Democrat, of West Virginia) on March 15 of 
this year, it is apparent that confusion and misunderstanding have developed 
with respect to the objectives of the Staggers bill and its relation to the Harris 
bill (H. R. 4560) which is designed to remove Federal Power Commission juris- 
diction over the production and gathering phase of the natural-gas industry, 
Therefore, it shall be 1 of my purposes today to point out the jurisdictional 
differences between the 2 approaches to the problem of regulating the trans- 
mission and sale of natural gas in interstate commerce. It is also 1 of my pur- 
poses today to explain the position of the coal industry with respect to each 
of the 9 sections of the Staggers bill and demonstrate why the public interest 
requires the enactment of H. R. 4943 into law. In an attempt to simplify an 
essentially complex set of facts, I have prepared as an exhibit a large map of 
the United States and have had superimposed upon it an example of a typical 
interstate pipeline carrier (in red) with typical production and gathering lines 
(in red and blue) originating in Texas and showing the course of the trans- 
mission of such gas across State lines to a typical distribution area (in blue) 
in New York. For your convenience in following the presentation, there is 
attached to my statement a copy of the map from which I am talking. There 
follows a section-by-section analysis of the Staggers bill (H. R. 4943). 


JURISDICTION OVER DIRECT SALES 


Section 1 of the Staggers bill (H. R. 4943) reads as follows: “Subsection (b) 
of section 1 of the Natural Gas Act is amended by striking out ‘for resale’.” 

By the simple proposed revision, the Federal Power Commission would be 
vested with jurisdiction that it does not now have over direct industrial sales 
of natural gas in interstate commerce. On the map before you, you can see 
that the direct sales in question are made from the main pipeline system (in 
red) after the natural gas has definitely entered the stream of interstate com- 
merce, Such sales are usually made to utilities and industrial plants along the 
way—all traditional customers of the coal industry. On the map these customers 
are depicted by the photographs of industrial installations with feeder lines in 
blue to emphasize the exempt status of the direct sales. The repeal of this un- 
warranted exemption was recommended by the Federal Power Commission in 
its annual reports and recommendations to the Congress in 1940, 1952, and 1953. 
Additionally, this recommendation is also contained in the White House Report 
on Energy Supplies and Resources Policy of February 26, 1955, wherein the 
Cabinet committee specifically recommends that the Federal Power Commis- 
sion be given jurisdiction over ratemaking in the case of direct sales of 
natural gas. 

The exemption for direct sales of natural gas carried in interstate commerce 
is a result of the inclusion of the words “for resale” in section 1 (b) of the 
Natural Gas Act which defines the extent of the Federal Power Commission’s 
regulatory authority. An examination of the legislative history of the Natural 
Gas Act shows that direct mainline industrial sales were granted an exemption 
from Federal Power Commission jurisdiction on the assumption that such 
sales, being made directly to consumers, would be subject to regulation by State 
commissions and that the public would be protected through this process. How- 
ever, experience has demonstrated otherwise since State commissions have not 
assumed jurisdiction over the direct sales of natural gas in interstate com- 
merce on the grounds that regulation of this truly interstate commerce phase 
of the sale and distribution of natural gas is the prerogative of the Federal Gov- 
ernment. By the same token, the Federal Power Commission has properly taken 
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the position that it is powerless to control direct sales prices or to apply con- 
servation measures to this gas in view of the clear exemption in the act. This 
unique situation—the total freedom from Federal or State regulation—cannot 
be the result which was intended by the Congress when the Natural Gas Act 
was passed in 1938. The public interest is not served by the creation of a 
regulatory vacuum with respect to a substantial portion of the natural gas that 
is transmitted and sold in interstate commerce. Thus it is we find the great 
interstate pipeline carriers endowed with most of the characteristics of public 
utilities but unburdened by all of the obligations of utility status. We are 
certain that these are the considerations which moved the Federal Power Com- 
mission in 1940, 1952, and 1953 to recommend that the Natural Gas Act be 
amended for the purpose of closing this loophole in the law. The same con- 
siderations undoubtedly were in the mind of the Cabinet committee in its recom- 
mendation for this change in the White House report. 

Further justification for amendment such as proposed in section 1 of the Stag- 
gers bill is the fact that section 7 (h)* of the Natural Gas Act confers upon 
natural gas companies the power of eminent domain whereby such companies con- 
demn rights-of-way for pipeline facilities in exactly the same manner as any 
other publie utility, railroad, or municipal authority. Yet, a significant portion 
of their business—direct mainline sales—are totally free from regulation even 
though they are clearly in interstate commerce, being beyond the production and 
gathering stage, and certainly not properly classified as local distribution. This 
represents a competitive advantage inuring to the benefit of the gas pipeline 
carriers and should be corrected by this Congress as proposed in sction 1 of the 
Staggers bill. 

It is important to make it clear to the Congress that coal has lost substantial 
markets to such unregulated natural gas competition, and most such losses can 
be attributed to the price flexibility of natural gas which is possible because of 
the exemption in question. Since direct sales are not regulated by the Federal 
Power Commission, the income derived from such sales is not subject to total ac- 
counting in determining the rate of return permitted the pipeline company on the 
basis of its regulated sales. As a result, direct sales fail to bear their fair share 
of the cost of the transportation and sale of natural gas, thus permitting the 
pipelines to undersell coal at will, while the regulated customers of the pipeline 
bear the real burden of the costs involved. We do not believe that it is in the 
public interest to permit the pipeline companies to continue to enjoy this Govern- 
ment-sponsored advantage over coal and other fuels attempting to compete with 
partly regulated, partly free natural gas industry. Further, in view of the ex- 
tremely short supply of natural gas left—Mr. Campbell and Dr. Edwards have 
pointed out that the life index of reserves now stands at 22.5 years and has been 
falling at an accelerated rate—it is not in the best interests of the Nation to con- 
tinue the exemption for direct sales and leave the Federal Power Commission 
powerless to apply conservation principles to this significant portion of natural 
gas sold in interstate commerce. 

Therefore, we feel strongly that section 1 of H. R. 4943 should be enacted into 
law in order to achieve a better balance of the competitive conditions between 
the several fuel industries. Other fuels should not be expected to have to meet 
competition without responsibility in the sense that the direct sales of natural 
gas are responsive to no regulatory authority, neither the Federal Power Commis- 
sion nor State authority ; yet such gas is an important part of the truly interstate 
transmission and sale of this valuable natural resource. It is recommended that 
this loophole in the law be corrected now by the Congress in the interests of 
national security and the achievement of a balanced fuel economy. 


CONSERVATION POLICY 


Section 2 of the Staggers bill (H. R. 4943) reads as follows: 

“Section 1 of the Natural Gas Act is amended by adding at the end thereof the 
following new subsection : 

“*(d) It is hereby declared that the administration of this act requires the 
establishment of, and adherence to, a policy which will— 

**(1) reeognize that the national defense and an expanding domestic 
economy require the maintenance of a productive capacity of each of the 
several domestic fuel industries sufficient to meet the current and long-range 
fuel needs of the Nation, and 


‘Approved July 25, 1947. 
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““*(2) give effect to sound principles of conservation in the utilization of 
natural gas in order to preserve the available reserves of natural gas for 
purposes which will afford maximum long-range benefits to the public, with 
due regard for the conservation policies and regulations of the producing 
States.’ ” 

Section 2 of H. R. 4943 would further amend section 1 of the Natural Gas Act 
by adding a new subsection (d) thereto which would require the Federal Power 
Commission to protect the public interest by adherence to sound principles of 
conservation in administering the powers conferred upon it by statute. The two 
standards set forth in section 2 would provide a statutory duty on the part of the 
FPC to (1) recognize that national defense and the economy require the main- 
tenance of the productive capacity of the several domestic fuel industries and 
(2) give effect to sound principles of conservation in the utilization of natural 
gas in order to preserve available reserves of this value fuel. 

At the time that the Natural Gas Act became law in 1938, it probably was 
believed that the act was adequate to protect the public’s interest in the trans- 
poration and sale of natural gas. However, since 1938, there has been a 660 
percent increase in volume of natural gas sales. The impact upon the Nation's 
fuel economy of this new giant in the fuels field requires a reappraisal of the 
adequacy of the act of 1938 in the light of existing and foreseeable conditions, 
Messrs. Campbell and Edwards have clearly demonstrated the serious situation 
facing the Nation because of the dangerously short period of the life expectancy 
of natural gas reserves (see map). In the face of the enormous growth and 
expansion of the industry and the resultant depletion of the reserves index for 
natural gas, it follows that the Federal Power Commission should be charged 
with the specific duty to conserve the remaining reserves of this natural resource, 
It seems abundantly clear that the figure of 22.5 years of reserves represents a 
“peril point” that has already been passed in terms of a proper margin of 
safety for the best wartime and peacetime interests of the Nation. Meanwhile, 
the reserves of coal stand at more than 2,400 years, based upon present consump- 
tion. Uncontrolled distribution of natural gas for purposes that may well be 
served by other fuels does not constitute the exercise of sound principles of 
conservation in relation to a diminishing natural resource such as natural gas, 
We believe that the Federal Power Commission has an obligation to protect 
the public’s interest in preserving the available supplies. Section 2 of the Stag- 
gers bill represents a mandate from the Congress to the Federal Power Commis- 
sion which would enable it to meet this obligation and responsibility to the public 
and should be enacted into law. 

It is not a radical proposal nor does the proposed authority for the Federal 
Power Commission constitute 2 new power or principle, as such. The Federal 
Power Commission now has the power to give effect to principles of conserva- 
tion with respect to the regulated sales and has done so on several occasions. 
In some of the decisions cited by Mr. Campbell, the Federal Power Commission 
has expressed the view that the Commission has an obligation to consider con- 
servation in the course of the administration of the Natural Gas Act. However, 
in view of the fact that the Commission itself has repeatedly called for a clearer 
definition of its powers along these lines, it appears reasonable that the provi- 
sions of the Staggers bill should be adopted in order to guide the Federal Power 
Commission in the exercise of its statutory duties and obligations. 

It is no answer to make the charge that one of the results of the exercise of 
conservation is the end-use control of natural gas. The whole concept of present 
regulation pursuant to the Natural Gas Act is, in essence, end-use control in 
action. A glance at the red section of the map, marked “Interstate Transmis- 
sion of Natural Gas,” illustrates that this phase of the transmission and sale of 
natural gas already is subject to controls which really are “end-use” in character. 
Every proposed extension of natural gas service must be approved by the Fed- 
eral Power Commission and not all applications are granted by the Commission. 
Thus, end-use control is already a fact with respect to the regulated sales of 
natural gas. What the Federal Power Commission must have, and has called 
for in its annual reports in the past, is a clearer definition of its conservation 
power and the right to exercise end-use control “when required for national de- 
fense or to safeguard the available supply.” The issue should not, therefore, be 
clouded by the argument that to effectuate conservation is to exercise ‘“‘end-use 
control” or to impute to the power any attributes contrary to the public interest 
or public policy. 

The principles of conservation are particularly applicable to the field of our 
natural resources. Conservation has been applied to atomic energy, water power, 
forests and many other natural resources. There is no reason why conserva- 
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tion should not also be applied to the valuable diminishing natural resources— 
natural gas. The time is long overdue for the Congress to interest itself in this 
problem. The overall best interests of the Nation, our national security, and 
the achievement of a balanced fuel economy in the United States require amend- 
ment of the Natural Gas Act now to protect these interests. 

We believe that the Federal Power Commission has a duty and obligation to do 
more than just administer the act with a view toward expediting the expansion 
of the natural gas industry. It has the higher obligation to consider the effect 
of the impact of the enormous growth and expansion of these natural gas dis- 
tribution systems on the Nation’s economy and competing fuel industries if the 
public interest is really to be served. The 660 percent growth since 1938 does 
more than just suggest that the Federal Power Commission’s duties and obliga- 
tions should be enlarged in proportion to the growth of its responsibilities to the 
public. Section 2 of the Staggers bill goes a long way toward giving much- 
needed congressional direction to the Federal Power Commission to thus broaden 
its responsibilities and to achieve a necessary balance in the Nation’s fuel 
economy. 

REDEFINITION OF “NATURAL GAS COMPANY” 


Section 3 of the Staggers bill (H. R. 4943) reads as follows: 

‘Paragraph (6) of section 2 of the Natural Gas Act is amended to read as 
follows: 

“*(6) “Natural gas company” means a person engaged in the transportation or 
sale of natural gas in interstate commerce’.” 

Section 3 of H. R. 4943 merely reflects necessary changes in section 2 of the 
Natural Gas Act in order to have the act conform with the change set forth in 
section 1 of H. R. 4943, which proposed to vest the FPC with jurisdiction over 
direct sales of natural gas. This section would obviously have to be further 
revised if the Congress sees fit to exempt the production and gathering of natural 
gas from Federal controls. However, there is no basic conflict between the 
Staggers and Harris bills that cannot be reconciled by a few simple changes in 


the language in each bill. 
DEFINITION OF “INTERSTATE COMMERCE” 


Section 4 of the Staggers bill (H. R. 4943) reads as follows: 

“Paragraph (7) of section 2 of the Natural Gas Act is amended to reaa as 
follows: 

“*(7) “Interstate commerce” means commerce between any point in a State 
and any point outside thereof, or between points within the same State but 
through any place outside thereof, or between any point in a State and any 
foreign nation, but only insofar as such commerce takes place within the United 
States’.” 

Section 4 of H. R. 4943 would amend subsection (7) of section 2 of the Natural 
Gas Act by clearly defining the term “interstate commerce” so as to include com- 
merce between points in any State and any point in a “foreign nation.” The 
effect of this proposed change is to make the importation of foreign natural gas 
subject to the same requirements applicable to domestic suppliers of natural gas. 
This proposed amendment was endorsed by the Federal Power Commission in its 
annual reports to the Congress of 1951, 1952, 1953, and 1954. 


STANDARDS FOR NATURAL GAS IMPORTS 


Section 5 of the Staggers bill (H. R. 4943) reads as follows: 

“Section 3 of the Natural Gas Act is amended— 

(1) by striking out ‘an order of the Commission authorizing it to do so’ 
and inserting in lieu thereof ‘a certificate of public convenience and necessity 
as required by section 7 of this act,’ and 

“(2) by striking out the second sentence and inserting in lieu thereof the 
following: ‘The Commission shall issue such certificate of public convenience 
and necessity upon application, after opportunity for hearing, only if it finds 
that the proposed exportation or importation will be consistent with the 
public interest and the provisions of section 1 (d) of this act.’ ” 

Section 5 of H. R. 4948 would amend the Natural Gas Act by adding a provi- 
sion which would require natural gas companies to secure a certificate of public 
convenience and necessity when seeking authority to import or export natural 
gas. Due to the wording now contained in section 3 of the Natural Gas Act, 
only “an order” of the Commission is required. The bill further proposes the 
deletion of the present provision therein which requires the Commission to grant 
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an import or export application unless it finds that the importation or exportation 
will “not be consistent with the public interest.” It is believed that the present 
standard is not sufficient to protect all American interests—particularly such 
affected interests as coal, railroad, and labor groups. The principal objective of 
the change proposed in section 5 of H. R. 4943 is to require that all import and 
export applications be subject to the standards contained in section 2 of the bill 
as well as the requirements presently contained in section 7 (e) of the Natural 
Gas Act. There is no sound reason for continuing the present policy which 
affords preferential treatment for foreign sellers and users of natural gas at the 
expense of American industry and labor. A glance at the exhibit map will serve 
to illustrate the problem. Shown is the proposed trans-Canada pipeline system 
which is now in the planning stage. In view of a recent holding of the United 
States Court of Appeals in the District of Columbia, the distribution and sale of 
foreign gas wholly within a single State (as shown on map) is not “interstate 
commerce” and therefore is not subject to the requirement of securing a certifi- 
eate of public convenience and necessity from the Federal Power Commission, 
If, instead of crossing an international boundary, the gas were piped in from 
another State, then and in that event the stricter standards of the Federal Power 
Commission would be applied. The public interest requires that this amendment 
be adopted and the concept of “interstate commerce” be broadened to include 
“foreign commerce” as intended by the Congress in 19388. 


RATEMAKING FORMULA 


Section 6 of the Staggers bill (H. R. 4943) reads as follows: 

“Subsection (a) of section 4 of the Natural Gas Act is amended (1) by insert- 
ing ‘or is inconsistent with section 1 (d) of this act’ immediately before ‘is 
hereby’ and (a) by adding at the end thereof the following new sentence: ‘No 
rate or charge shall be considered just or reasonable which is less than the cost 
of such gas plus the cost of transportation and sale, and a fair proportion of the 
fixed charges.’ ” 

Section 6 of H. R. 4943 would amend subsection (a) of section 4 of the Natural 
Gas Act by adding a sentence which would prohibit the sale of natural gas at a 
price less than its cost, including the cost of transportation and sale, plus a fair 
proportion of the fixed charges. This proposal is in harmony with the coal 
industry’s policy against “the dumping of natural gas at a price less than the 
average cost at the point of consumption, plus a reasonable profit” as expressed 
in the policy statement of the competitive fuels committee of National Coal 
Association on December 10, 1954. It is also in consonance with the recom- 
mendation made in the White House Report on Energy Supplies and Resources 
Policy of February 26, 1955, wherein the Cabinet committee recommends “that 
appropriate action be taken that will prohibit sales by interstate pipelines either 
for resale or for direct consumption, which drive out competing fuels because 
the charges are below actual cost, plus a fair proportion of fixed charges.” The 
provision, if enacted into law, should serve to restore, at least in part, the com- 
petitive balance between natural gas and other competing fuels, particularly 
coal. This section, taken in conjunction with section 1 of H. R. 49438, should 
result in industrial gas sales carrying a fairer share of the delivered cost of 
natural gas. Rate-making bears a definite relationship to effective conservation 
and the change proposed in section 6 of the Staggers bill would strengthen the 
Federal Power Commission’s hand in this important and vital function. At the 
same time it would prevent the below-cost sales of natural gas that constitute 
an unfair competitive factor for coal and other fuels. 


INTERVENTION IN NEW RATE CASES 


Section 7 of the Staggers bill (H. R. 4943) reads as follows: 
“Subsection (e) of section 4 of the Natural Gas Act is amended— 
(1) by striking out ‘or State commission’ and inserting in lieu thereof 
‘State commission, fuel competitor, or fuel transporter’ ; 
““(2) by striking out ‘service;’ and inserting in lieu thereof ‘service, and 
whether the same is consistent with section 1 (d) of this Act;’ and 
“(3) by striking out ‘the Commission shall not have authority to suspend 
the rate, charge, classification, or service for the sale of natural gas for 
resale for industrial use only ; and’.” 
Section 7 of H. R. 4943 would amend subsection (e) of section 4 of the Natural 
Gas Act by inserting the words “fuel competitor or fuel transporter” for the 
purpose of giving fuel and transportation interests the specific right to intervene 
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in rate cases before the Federal Power Commission. It is the present policy 
of the Federal Power Commission to permit coal, railroad, and labor interven- 
tions in rate cases only on rare occasions, and then on an extremely limited basis. 
The purpose of section 7 of the bill is to guarantee the right of affected parties 
to intervene in rate proceedings before the Federal Power Commission. 


REVISION OF DISCRIMINATORY RATES 


Section 8 of the Staggers bill (H. R. 4943) reads as follows: 
“Subsection (a) of section 5 of the Natural Gas Act is amended 
“(1) by striking out ‘or gas distributing company’ and inserting in lieu 
thereof ‘gas distributing company, fuel competitor, or fuel transporter’ ; 
“(2) by striking out ‘or preferential’ and inserting in lieu thereof ‘prefer- 
ential, or inconsistent with section 1 (d) of this aet’; and 
“(3) by striking out ‘: Provided, however,’ and the remainder of the sub- 
section and inserting in lieu thereof a period.” 
Section 8 of H. R. 4943 would amend subsection (a) of section 5 of the Natural 
Gas Act in substantially the same manner and for the same purposes outlined in 
paragraph next above. 


STANDARDS FOR CERTIFICATES OF PUBLIC CONVENIENCE AND NECESSITY 


Section 9 of the Staggers bill (H. R. 4948) reads as follows: 

“Subseetion (e) of section 7 of the Natural Gas Act is amended by inserting 
immediately after the first sentence thereof the following new sentence: ‘In 
determining whether the present or future public convenience and necessity 
requires the issuance of a certificate, the Commission shall give effect to the 
provisions of section 1 (d) of this act.’” 

Section 9 of H. R. 4943 would amend subsection (d) of section 7 of the Natural 
Gas Act by adding a provision regarding the Federal Power Commission to give 
effect to the conservation standards set forth in section 2 of the bill.. In deter- 
mining whether a certificate of public convenience and necessity shall issue, the 
Commission is presently required to consider only whether an applicant is ‘able 
and willing” to do the acts and perform the service and whether the proposed 
service “is or will be required by the present or future public convenience and 
necessity.” This illustrates the absence of any effective standards to guide the 
Commission in the exercise of its high statutory duty to protect the public in- 
terest. The willingness of a natural-gas company to “perform,” and the so- 
called “public convenience and necessity” aspects are totally inadequate stand- 
ards in the light of the enormous growth and expansion of the natural-gas indus- 
try and the resultant impact on the overali fuel economy of the Nation. 


CONCLUSION 


In summary, I would like to point out that the major changes which would be 
accomplished by H. R. 4948 would be the following: 

1. Federal regulation would be extended to direct sales to industrial con- 
sumers, with a prohibition against the continued sale of gas to such consumers 
at a price less than the cost of such gas plus a fair proportion of fixed charges. 

2. Sound conservation policies would be declared by the Congress to be fol- 
lowed by the Federal Power Commission in the regulation of this valuable and 
extremely limited natural resource. 

3. Applications to import foreign natural gas would be made subject to the 
same standards which are applied by the Federal Power Commission to applica- 
tions for domestic natural gas service. 

We believe that these changes would be in the public interest. The net result 
would be beneficial to the coal industry because the industry would then be 
better able to maintain that productive capacity which is essential for the secu- 
rity of the Nation. However, these changes would also benefit the general 
public in ways other than the national security, because they would assist in 
prolonging the availability of this commodity for the general public by decreas- 
ing the wasteful use thereof. We believe, in short, that the principles of H. R. 
4943 would go far toward accomplishing the objectives considered so essential 
by President Eisenhower, who directed his Advisory Committee on Energy 
Supplies and Resources Policy to evaluate all factors pertaining “to the con- 
tinued development of energy supplies and resources fuels in the United States, 
With the aim of strengthening the national defense, providing orderly industrial 
growth, and assuring supplies for our expanding national economy and for any 
luture emergency.” 
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Mr. Hau. I would like to call attention to the fact that attached to 
my statement is a photographic map from which I would like to talk. 
Whereas this original map is in color, we were not able to work out a 
“compatible color system,” therefore the corresponding colors do not 
appear on the map that you have before you, but it may help in 
following it. It is not too easy to see the map from here. 

Now, first, by way of explaining the material that appears on the 
map, we have pictured a typical ee carrier outlined 
in the solid bright red, which is the phase of the transmission of the 
natural gas that can be called truly interstate in character. 

That red illustrates that particular point. 

We have a typical gathering system depicted down in the Texas 
area. It is outlined in red, because of the reason that pursuant to the 
Phillips decision it is now subject to control by the Federal Power 
Commission. 

The blue, which appears within the red lines, indicates that prior 
to the Phillips decision it was regarded as exempt gas. 

So also on the distributing end we have this going into New York. 
It is outlined in blue, to show that that phase of the natural-gas 
transmission is also exempt from Federal Power Commission control. 

Similarly we have blue lines going into the pictures of utilities 
along the way, in view of the fact that that represents the exemptions 
given this gas in the Natural Gas Act for direct industrial sales. 

The Capitol here represents Federal authority. 

Now, our purpose is to explain, as I said, exactly how we feel about 
this matter before the present committee. 

The National Coal Association—and speaking before you on behalf 
of the producers—have taken the position, of course, that they are for 
the Staggers bill, and here we have indicated the Staggers bill as 
having application, limited to the interstate phase of the transmission 
of natural gas. 

Congressman Harris’ bill is depicted here as covering the production 
phase. 

Now, we are supporting the Harris bill, and particularly section 1, 
because—— 

Mr. Harris. Will you repeat that? 

Mr. Hatz. We are supporting the Staggers bill. 

Mr. Dies. Which bill? 

Mr. Hatz. The Staggers bill. 

We are supporting the Staggers bill, of course, and with particular 
reference to section 1, because it would confer upon the Federal 
Power Commission jurisdiction over the direct sales of natural gas. 

Now, in summarizing why we are interested in so doing, we ask that 
you consider the competitive aspect of the natural gas with which 
coal has to compete. 

Natural gas is transmitted in interstate commerce through a pipe- 
line, which is certificated by Federal authority. It enjoys the bene- 
tits of protected markets. Natural gas is not in competition with 
itself, and yet they have freedom from Federal connnel as to direct 
rales. They are able, without FPC control of the price, to make 
prices along the line of transmission which coal cannot possibly com- 
pete with. 

Take the situation of the coal producer himself, having lands over 
which these pipelines run. Here the Congress in 1947 conferred upon 
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the natural-gas companies, those represented by the red, the right of 
eminent domain. The natural-gas transmission companies, therefore, 
have one of the very outstanding characteristics of a public utility, 
and that is the right to condemn land along the way. 

A coal producer in West Virginia, for example, can be forced to 
surrender that portion of his land necessary to put the pipeline right 
across it and then in turn have business taken away from him in a 
nearby cement plant, or any other industry, without recourse to the 
Federal Power Commission. That is true, as far as the coal people 
are concerned, and certainly—you can add to that group, the com- 
petitors in oil—an unfair competitive condition, having the charac- 
teristics of monopoly ; the characteristics of a utility, without the total 
obligations that should go with it. 

Now, it has been said in the hearings here, I understand, that some 
feel that it ill befits the coal industry to advocate the extension of 
controls to the extent of section 1 of the Staggers bill. 

I feel strongly on the subject that, and no apology is due, nor is any 
offered, to the extent that the proposal represents extending Federal 
controls. It really is not an extension of control. It is a shifting 
of control, because the point was very ably made by Congressman 
Harris on Wednesday that the States have the right to control direct 
industrial sales; therefore, there is an element of control inherent in 
either the Federal or the State, but our point is that the States do not 
exercise that control. It is relatively free from any controls. There- 
fore, it is merely a shifting of control that it is proposed. It is not an 
extension of control, as such. 

Further, to indicate that it is not necessarily an extension of con- 
trol, the very decision that Congressman Harris indicated in the Pan- 
handle Eastern Supreme Court cases, said that this gas, going through 
here [indicating] was interstate in character. It is in the nature and 
character of the transmission of natural gas that gets into this area, 
that it should be subject to Federal control. That is the reason why 
the Congress in 1938 passed the Natural Gas Act and put it into effect, 
was when it gets into this stage, the public interests require control. 

Now, the legislative history—an examination of it—will show that 
the reason for the exemption in 1938, was the assumption on the part 
of the Congress that the States would exercise that control, but they 
have not. 

Therefore, no apology is due for saying, or advocating closing the 
loophole in the control for the Federal Power Commission. 

That would cover briefly, by word picture, why we feel that section 
1 is in the public interest and should be adopted. 

Now, one last comment with respect to section 1: The Federal Power 
Commission itself in its annual reports to the Congress in 1940 
recommended that this loophole be closed. They did so in 1952 in 
the annual report to the Congress. They did so in 1953. Nor can the 
charge be made that this is merely a recommendation of an agency 
desiring to spread its controls over the Nation’s business. On the con- 
trary, the Federal Power Commission appeared before this commit- 
tee on February 1, and recommended the divestment of control over 
the production and gathering phase of natural gas. 

To illustrate that the Federal Power Commission is not seeking to 
unreasonably extend its control, also last year, when Congressman 
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Hinshaw’s bill to remove the Federal control to the extent that they 
applied to gas systems operating wholly within the State, was re- 
moved, the Federal Power Commission came in and urged that the 
Hinshaw bill be adopted. 

Here indeed is an unusual situation insofar as Federal agencies are 
concerned, recommending divestment of substantial areas—production 
and ne and the distribution end—removing such from Federal 
control. 

Therefore I believe that you can view the FPC recommendations 
without alarm and give serious attention their three recommendations 
to the Congress that that section be adopted. 

It is not fair to say that the only reason for recommending the 
change is to extend Federal controls. 

Now, with respect to section 2 of the Staggers bill, H. R. 4943, that 
purposes, as we all know, to put 2 new standards into the Natural 
Gas Act. The first standard is that it would require the Federal 
Power Commission to recognize that national defense and the expand- 
ing economy require the maintenance of the productive capacity of 
the several fuel industries. 

Now here, indeed, is a standard that is much needed in the Natural 
Gas Act. We know, because we are dealing with it every day. We 
are active interveners in proceedings before the Federal Power Com- 
mission. Nor is what is proposed really a new or radical standard. 
It is one that the Federal Power Commission, in part, now exercises. 
As interveners, the coal, railroads, and labor groups who oppose gas 
applications in the Federal Power Commission proceedings have pre- 
sented testimony along these very lines. They put in evidence to 
show the impact of the proposed line on the coal industry and on the 
railroads, and how it affects employment and labor. 

Our problem is, however, that the Federal Power Commission now 
has no direction from the Congress to give proper weight to these 
factors. 

Now, considering the fact that there has been a 660-percent growth 
in the gas industry since 1938, we sincerely believe that the Federal 
Power Commission here in Washington has an obligation that is 
higher than existed in 1938 with respect to this new giant in the fuels 
field. Its impact is severe upon the rest of the fuels economy. 

They need new direction on what they should consider in deter- 
mining what is best in the public interest. They need such directions 
from the Congress. 

You can trust the Federal Power Commission, I am sure, with this 
standard. It only says, “Recognize that the national defense and 
expanding economy requires this maintenance of the productive 
capacity” in the other industries, and why not? We are a part of 
the scene, too. 

This committee, I am very happy to say, is not to be dubbed the 
“Natural Gas Committee” of the Oiieasiind It is the House Com- 
mittee on Interstate and Foreign Commerce, as has been demonstrated 
by giving us a fair and ample opportunity to be heard on matters 
affecting our interests as well. 

There are other factors that require the attention of the Congress. 

The second standard in section 2 of the Natural Gas Act provides 
that the Federal Power Commission shall give effect to sound prin- 
ciples of conservation in the administration of the act. 
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Now, how radical a proposal is this? Conservation is a matter that 
has always sananaal the attention of the Congress in atomic energy, 
waterpower, the forests, and many other natural resources. Why not 
natural gas? 

What is wrong with trusting the Federal Power Commission with 
the power in this field that it has repeatedly called for time and 
again ¢ 

Now, in 1940, the Federal Power Commission’s annual report to 
the Congress specifically said it needed further power in the field 
of conservation—by further, it means direction from the Congress— 
because even in 1940, when the life index of the natural-gas reserves 
was not in the state it now is in, the men then in charge of the Federal 
Power Commission could look ahead and see exactly what is going to 
happen, what is before us today, 22.5 years of natural-gas index life 
left. They could see that. 

They asked for direction from Congress to give them a chance to 
exercise conservation of this valuable natural resource. 

Well, nothing happened. The war years intervened. But, in 1944, 
in the First Five Years report of the Federal Power Commission, the 
Commission in strong unmistakable language said conservation powers 
should be included in the act. 

Again in 1946, in docket G-580, in the natural-gas investigation. 
Again in lesser degree, but nonetheless the same request, in 1951, 1953, 
and 1954, in their annual reports to the Congress. 

Now, why has not someone done something about the problem of 
introducing legislation on conservation ? Well, obviously, that is not 
the function of the Federal Power Commission. 

The gas industry cannot be expected to do it. There is a matter of 
quick profit involved. 

It was mentioned during the course of the hearing here that some 
might be deprived of natural gas in the event of the exercise of conser- 
vation. Of course someone is going to be deprived. It is like saying 
you should not put a part of your money in the bank because in so 
doing you cannot spend it. That is true of natural gas. Certainly 
you will not be able to immediately expend it. 

But inherent in every act of conservation is the wider beneficial 
use of that gas for the betterment of more people in the long run. 

Why has not the coal industry, perhaps, come forw: ard and advo- 
cated conservation in the form of legislation in the past? That is 
obvious. No one would believe us. I am not going to say no one 
would believe us today. There are too many other people being heard 
with louder voices in the wilderness about the need for conservation. 
But this I do believe, that Congress should keep well in mind, the 
Federal Power Commission, against no one knows what possible pres- 
sure not to say so, has been calling attention to this situation. They 
have warned the public and the Congr ess. Their skirts will be clean 
if and when it runs out; but no one has taken the leadership in 
readjusting this situation to existing circumstances. 

Now, I feel strongly on this subject of conservation. We went into 
it on Mond: iy. Mr. Rolla D. Campbell underwent extensive cross- 
examination on the question; but we are not infrequently accused of 
being tainted with self-interest; but the Federal Power Commission 
cannot be met with the same charge. They undoubtedly have been 
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subject to considerable pressure not to make such recommendations 
on conservation as they have in their reports, and I, for one, commend 
them for having the courage to do so. But, their skirts will be clean 
when the supply is gone for they have warned the Congress. 

Now, the argument has been advanced that one of the results of 
the installation of the conservation provisions of the Staggers’ bill 
would be end-use control. ‘To me, that is like saying that the Taft- 
Hartley law is a slave-labor law. It is a phrase that needs analysis, 
not acceptance on its face. 

End-use control—what do you have now but end-use control? Mr. 
Moulder, when he was here on Monday was asking about whether the 
people in Missouri could get gas. Well he A whether or not any 
legislation is passed, for inherent in the whole system of regulation 
now is end-use control. If it be an appropriate and proper term with 
respect to what is proposed in the Staggers’ bill, then so also is it now, 
because at the present time you have to go before the Federal Power 
Commission and ask for gas. Nor do you always get it. Sometimes 
they say no—from my point of view not often enough—but that is 
end-use control. 

Do not let a term such as “end-use control” confuse the real issue— 
and incidentally the Federal Power Commission at least in their 1951, 
1952, 1953, and 1954 reports have used the term and asked for the 
right and power to exercise end-use control. 

We do not feel that it is fair to dismiss an important argument on 
the altar of a phrase of that sort. 

Now, section 3 of the Staggers’ bill merely conforms the act to what 
is proposed in section 1 and needs no comment. 

Section 4, however, deals with the problem of defining the term 
“interstate commerce” as it is meant in the Natural Gas Act. 

Now, as amazing as it may seem, before the Court of Appeals—and 
I am sure, Mr. Harris, that we are right on this legal point—in the 
Border Pipeline case involving the transmission of gas from Mexico 
to the United States and back, exportation and importation—but in 
the course of that case, it held that where gas comes in from a foreign 
country into the United States or is exported from the United States 
into a foreign country, it is not interstate commerce. 

Now, that is an amazing decision insofar as I personally view the 
matter, but it does not make any difference. It is the law. 

The Federal Power Commission has recognized the anomaly of this 
situation and has repeatedly, in 1951, 1952, 1953, and 1954, in their 
reports to Congress, asked that this be changed. It requires only that 
a provision be added and interstate commerce be defined as commerce 
between one State and another or any foreign nation. 

Now, what is the affect of that? Why do we take the view that 
that is a matter of importance / 

Let us look at the proposed Trans-Canada Natural Gas Pipeline— 
and I would like to say that those representing the gas industry will 
be very quick to say that this is an inaccurate and incorrect drawing 
of the proposed feeder system into the United States [indicating on 
map|. The proposals that have been before the Federal Power Com- 
mission involved other routes of transmission of natural gas; but these 
blue lines here are shown to illustrate what can be done under the 
present status of the law. 
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In view, of what are the consequences of the present state of the 
definition of interstate commerce, it means just this, that natural gas 
from Canada, if it is permitted to come in by the Commission, can 
cross the adjoining provinces of the Dominion and go into any single 
State and not be subject to control, so far as that transportation is 
concerned, or sale either, in interstate commerce for the simple reason 
that by decision of the court it is not interstate commerce. 

Now, here, indeed, is a fine—and I think unintended preferential 
treatment for our good friends in Canada. Weare not mad at Canada, 
It is not that we love Canada less, but our own citizens more—let me 
put it that way. 

Here we have this situation, if under the proposed line, if they suc- 
ceed in getting it financed—and there is plenty of question of whether 
they can or not—they could build a line down into every one of these 
States here (indicating), and at the same time incidentally subsidize 
the building of the Canadian line while they are at it, and also bring 
these lines down into here (indicating on map), and oust coal and oil 
and injure labor and the railroads and all elements of our economy 
in such a proposal. After they have put the line in, got it on its feet 
in Canada, they can cut off the gas to us without notice, because of the 
present state of Canadian law. Nor do I believe the Canadian law 
permitting the right to cut off gas sent into the United States at a 
moment’s notice will be changed. 

So that any gas coming in here (indicating) from Canada would 
be, in fact, “interruptible gas” although supposedly “firm.” 

There is nothing wrong with requiring foreign gas importers to 
meet the same standards required of our American competitors en- 
gaged in the interstate transmission and sale of natural gas. 

The present state of the law, in section 3, requires only a “permit” 
to bring gas in. A certificate of public convenience and necessity is 
not required unless the pipeline crosses another State line. 

That is why the Federal Power Commission recommends this change 
in the law on that subject. 

Why should the recommendation be disregarded? Why shouldn’t 
it be included in the Harris bill, along with the other features of the 
Staggers bill? Now, section 5 of the Staggers bill relates to exactly 
the same situation discussed here, that is, it is to amend section 3 so as 
to require specifically, by the Congress, in the Natural Gas Act, that 
foreign gas importers be required to get a certificate of public con- 
venience, just like the pipelines in the United States have to do. 

Now, that seems a fair and reasonable proposal. 

It is further proposed in section 5 of the Staggers bill that gas com- 
ing in from Canada be subjected to the standards in section 2 of the 
Staggers bill; that is to say, that you test this gas (foreign) just like 
you would this gas (domestic) against those two standards in section 
2 of the Staggers bill; that is, (1) mountain the productive capacity 
of the several fuel industries, and (2) the conservation provisions. 

Section 6 of the Staggers bill is responsive to the Cabinet Com- 
mittee’s Report on Resources and so forth. 

Mr. Hesevron. I am very glad that you called it the Cabinet com- 
mittee report, and not the White House committee report. So, there 
will not be any trouble about that. 

Mr. Haut. This witness is not sure whose report it is, but does not 
desire to unduly antagonize the committee. 
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Mr. Harris. Or a member thereof? 

Mr. Hatz. Or a member thereof. 

Section 6 of the Staggers bill is entirely in consonance with and 
responsive to item 2 in that report. I know the report is a part of the 
record here, and a comparison of the language in section 6 with that 
which is contained in the Cabinet report will show that it follows the 
Cabinet recommendations. 

Why are we interested in that portion of the report relating to below 
cost sales? Not enough really has been said about this feature. It 
has been said that the subject of ratemaking is so difficult that there 
really is no such thing as a “rate expert.” With that I can wholly 
agree. I do not understand fully the complicated background of rate 
making, but we can fully comprehend the results of FPC ratemaking, 
authority on the coal industry. 

The coal industry has been slowly driven out of many of its mar- 
kets by below-cost sales; certainly sales below the costs of coal and 
itisa feature we regard as requiring correction. 

Why are they characterized as “below cost” in connection with the 
direct sales ? 

It is our information that these direct sales do not bear a fair pro- 
portion of the total cost of the transmission and sale of natural gas, 
plus the fixed charges. That would be one field which would be 
reached, perhaps, by section 6. And that has been thoroughly gone 
over and been subject to cross examination in the first 2 days during 
which we made our presentation; but there is another field that has 
not been touched on and that is with respect to regulated sales which 
are “below cost.” 

Mr. Hesevron. Before the witness leaves that, Mr. Chairman, may 
I ask a question about that ? 

Mr. Harris. For clarification, yes. 

Mr. Hesexron. You refer to direct sales and place your pointer on 
a picture of what I assume is a power plant down in the TVA region. 
You have two or three pictures there. 

Mr. Haru. These pictures—— 

Mr. Heseiton. Does that indicate direct sales to those plants? 

Mr. Hawn. Yes, sir. I explained that before you came in. 

Mr. Heseuron. Will you identify them and explain it a bit? 

Mr. Hatu. Before you came in, sir, I explained that the red indi- 
cated purely interstate transmission of natural gas; that the distribut- 
ing end was shown in blue, because it is exempt from Federal Power 
Commission control. 

Down in Texas we also have the blue, because it was considered ex- 
empt before the Phillips decision but it is only incased in red because 
it is possible that that may be only temporarily under Federal control 
depending on the outcome of these hearings. 

Now, here the feeder lines are shown in blue, because those are direct 
sales right off the main line which are exempt from the FPC control. 

Mr. Hesetton. What are those three pictures you have there? 

Mr. Tarn. Those are merely to typify industrial installations 
which are the normal customers, coal customers, served by main direct 
line pipeline sales. 

Mr. Hesetron. But you are not pointing out any particular area? 
_ Mr. Hann, Oh, no. These are purely illustrative. The geograph- 
ical location is purely coincidental. 
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Now, there is another feature of below-cost sales that will be reached 
by section 6 to which I will refer and touch on only briefly, in order 
to try to stay within the time I said it would take. 

With respect to regulated sales it is common practice—at least in 
many instances—I cannot give the figures—in making the contracts 
for delivery and purchase of gas, they have what they call take or 
pay provisions in their contracts. The result of that is that they have 
to take a fixed amount of natural gas or in the alternative pay for it, 
whether they use the gas or not. 

That represents a terrific inducement for the pipeline companies 
to look around and find out what they are going to do with that gas. 
Since they have to pay for it, it makes little difference to the pipeline 
company how much they get for it, in other words, their problem is to 
mitigate the damages. And at whose expense? The coal industry. 
The oil industry is suffering from the same thing, and but for their 
relationship to the gas industry I think that they would be up here 
tuday saying the same thing that we are saying. 

So they look around for a place to dump this gas. Naturally when 
they are looking around for a place to put that gas, they are not going 
to dump it in a manner that will damage the gas industry. It is coal 
that is going to carry that burden in the end. 

Viewing it from our point of view, the public interest is no more 
served by permitting this type of competition under the aegis of the 
Federal Government, than the practices that have been corrected by 
the Congress by the Robinson-Patman Act. We cannot see any dif- 
ference between selling below cost in the situations prohibited by the 
Robinson-Patman Act and the competitive conditions we have to meet. 
It is shouldering coal off the track and we do not believe it is fair com- 
petition. And section 6 would make it possible for the FPC to correct 
that situation. And, let us not forget that it is responsive to the ree- 
ommendation contained in section 2 of the Cabinet Committee’s report. 

Next are sections 7 and 8 of the Staggers bill, which are designed to 
permit the coal, oil, railroad, labor, and other groups to participate as 
interested and affected parties in ratemaking proceedings before the 
Federal Power Commission. 

Now, that is not to say that we expect to be able to set the rates. We 
only ask the right to be heard by the FPC on the subject of what the 
rates are, whether they are discriminatory rates or otherwise, or are 
injuring these particular industries. 

Our experience has been that the Federal Power Commission 
severely limits the rights of the coal, railroad, and labor interveners to 
varticipate in rate cases. We feel that we have a right to be rep- 
resented there, examine the proposals, and to present our position with 
respect thereto since we are affected parties. Sections 7 and 8 of the 
Staggers bill would also apply to the ratemaking process, the prin- 
ciples contained in section 2 of the Staggers bill, namely, the stand- 
ards on conservation and maintaining the productive capacity of the 
several fuel industries. We believe that the ratemaking procedure 
bears a definite relationship to the problem of conservation. 

Now, section 9 of the Staggers bill proposes to alter the standards 
that appear in section 7 (e) of the Natural Gas Act. Section 7 (e) of 
the Natural Gas Act is the section which commands the principal por- 
tion of the Federal Power Commission’s time. It is the certificating 
process. The only standard that now appears in section 7 (e) is that 





NATURAL GAS 1113 


the gas company be able and willing to perform the services and that 
such services are required in the public convenience and necessity. _ 

Now, it has been our experience that the Federal Power Commis- 
sion—and it is not said in a spirit of total condemnation on our 
part, for they have not received proper standards to administer— 
that they have given more attention to the convenience aspect of 
those two standards than they have to the necessity part. It has 
been said by members of this committee, or a number of them, they 
are concerned about their people wanting gas, and it is an under- 
standable desire on the part of Congressmen to so represent their 
constituency that they could try, in their judgment, to get gas to 
them; but with only 22.5 years of natural gas left, we do not believe 
that the convenience and necessity standard alone is sufficient to pro- 
tect the public interest. Certainly convenience is an outmoded stand- 
ard under present circumstances of short supply of natural gas. 

By the proposal contained in section 9 of Congressman Staggers’ 
bill, it would require that the FPC consider the standards contained 
in section 2, that is, maintaining the productive capacity of fuel 
industries, and conservation, before issuing certificates of public con- 
venience and necessity pursuant to section 7 (e) of the Natural 
Gas Act. 

Now, that represents a rundown and what I hope is a visual 
picture of our position on the issues before this committee, with the 
help of the map which is before you. Actually we feel that the 
Staggers bill is as germane to the Harris bill, as I think it is fair 
to say the Harris bill is germane to the Staggers bill, because it will 
treat with the overall problem which is properly before this com- 
mittee, and that is, What is the state of the Nation with respect to 
competition in fuel ? 

Thank you, gentlemen. That constitutes my presentation this 
morning. 

Mr. Harris. Thank you very much, Mr. Hall. 

Mr. Staggers, do you have any questions? 

Mr. Sraaccers. I have no questions. I would like to compliment 
the gentleman on his fine presentation. I think he has ably pre- 
sented the necessity of amending the Natural Gas Act, looking at it 
from the overall picture, and doing the job all at one time. 

[ believe that is our responsibility to do that, and I want to compli- 
ment the gentleman again for his able presentation. 

Mr. Hatxi. Thank you, Mr. Staggers. 

Mr. Harris. Mr. Hale, do you have any questions? 

Mr. Hare. No, Mr. Chairman. 

Mr. Harris. Mr. Dies? 

Mr. Dies. I have some questions. You possibly do not have this 
information, but do you know to what extent coal is used now for the 
manufacture of gas? 

Mr. Haru. Well, I do not have information on the extent. It isa 
question that might possibly be answered in part by Dr. Edwards 
here. He might have some information on that. 

Mr. Dries. Can you give us some rough idea, Dr. Edwards? 

Dr. Epwarps. No, I do not have that figure. It has very rapidly 
diminished, of course, with the—— 
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Mr. Dies. Could you supply us with that information, and could 
you also supply us with the information of the cost today of manu- 
facturing gas from coal? 

Dr. Epwarps. Yes, I will. 

Mr. Dries. Some of the typical examples in communities where 
they still use it. I would like to have the information of the cost of 
manufactured gas as compared with the cost of natural gas. 

Mr. Hayworrn. Will the gentleman yield? 

Mr. Dies. Yes, I will yield to the gentleman. 

Mr. Hayworru. I understand there are new processes being worked 
on whereby coal might be turned into a different form—not exactly 
gas, perhaps, but used in much the same way. Do you know anything 
about that? 

Dr. Epwarps. I know that the transmission lines are financing re- 
search in Chicago in the matter of making manufactured gas to 
supplement their supplies, and that includes both liquid fuels and 
solid fuels, and specifically coal. They feel that 10 or 15 years from 
now their primary reliance on natural gas would have to come from 
solid fuels, and they are running those experiments on a limited basis 
and hope to expand them. 

Mr. iaiecaen My understanding is that this might be done in 


the coal field and sent by the same kind of transmision lines we now 
have for gas to the large centers of population. Is that what they 
have in mind ?@ 

Dr. Epwarps. Well, that group at the moment is trying to solve 
the technical difficulties and problems and economies of producing, 
close to a thousand B. t. u. gas out of coal. Now, when they come to 
prvanes it, it will be a question of economics as to whether they should 


ring the coal to Chicago and produce it there, or produce the gas 
adjacent to the mine, we will say, in southern Illinois and pipe it up. 

Mr. Hayrwortnu. Thank you. 

Mr. Dres. Well, I would like to get that information, because I 
want to know at what point manufactured gas would be competitive 
with natural gas. In other words, how much would you have to get 
for manufactured gas, charge to the consumer, to be on a competitive 
basis with natural gas. I think that that would be a helpful figure, 
if you could work it out, based on such information as you have now. 

Dr. Epwarps. Yes. 

(The information requested by Mr. Dies was later submitted and 
appears on p. 1143.) 

Mr. Dies. The real purpose of the Staggers bill is to prevent what 
you say is the dumping of gas on the market for industrial uses. You 
feel that that is right ? 

Mr. Hatz. That is one of the purposes. 

Mr. Dies. That is the chief purpose ? 

Mr. Hat. No, sir; I do not feel that it is proper to give that exact 
emphasis on the purposes of the bill. It certainly has three purposes. 
Pa is to Eeerre below-cost sales, constituting unfair competition, we 

eel, to coal; 

Second, the preservation of the public interest 

Mr. Dries. I understand. 

Mr. Hatz (continuing). Under the conservation feature of the bill 
and thirdly, to correct certain provisions in the Natural Gas Act. 
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Mr. Dies. I understand that, but those are secondary. They are 
caused from what you say is the ‘dumping of the gas. In other words, 
let us assume that the gas transmitted for industrial uses, bore its fair 
share of the cost; let us say, the allocation of costs as between that 
gas and the gas used by domestic consumers, were fairly apportioned, 
then it would cost more for the industries to buy the gas. If the gas 
became more competitive with coal, then there would be less use of 
the reserves; is that not right ? 

Mr. Hau. Yes. 

Mr. Dries. So it all results primarily from a condition which you de- 
scribe there. You say that under the present practice, what they 
actually are doing is to dump gas at a very low cost, which has the effect 
of displacing coal, unfairly, ‘and also has the effect of depleting the 
natural reserves ? 

Mr. Hatu. Yes, sir. 

Mr Dries. You think, therefore, that if the Federal Power Commis- 
sion is given jurisdiction to regulate gas and to compel them to charge 
against gas used in transmission, its proper proportionate share of the 
total cost, that the competitive conditions would be more even between 
it and coal ? 

Mr. Hatz. They would be more even; yes, sir. 

Mr. Dres. And at the same time you think that the gas rate charged 
would be conserved ¢ 

Mr. Hau. There is a definite relationship between the rates charged 
for gas and conservation. 

Mr. Dies. Of course, you know the argument of the distributor, and 
I presume the transmission company, is that if they were not allowed 
to sell this gas to industries at a low cost, or lower, considerably lower 
than they can sell it to the domestic consumers, that they would have to 
raise the price of gas to those who use it for he: ating, cooking, and so 
forth ? 

Have you given any thought to that argument? In other words, 
they say that in the end this means cheaper gas for consumption to the 
millions of people who use it in the United States? 

Mr. Haun. Yes; we have given a great deal of thought to that. It is 
our information, and I have disqualified myself as a rate expert—but 
it is our information that the unregulated sales of natural gas—that is 
the income from unregulated sales is not subject to total accounting 
together with the regulated sales before the Federal Power Commis- 
sion and therefore the beneficial results of substantial direct indus- 
trial sales on the price at the distributing end is not full realized. 

That is certainly one of the principal reasons why the Federal Power 
Commission itself, on the dates which I mentioned, that is, 1940, 1952, 
and 1953, recommended FPC control over direct sales. 

Mr. Dies. To what extent has coal increased since 1950? Do you 
have any figures showing the cost to the consumer since 1950, percent- 
agewise ? 

Mr. Hai. No. 

Mr. Dies. Or, let us say 1947. Take the period 1947 to 1950. 

_Mr. Harz. We will take 1946. These will have to be approxima- 
tions. 

Mr. Dies. I understand. 


61557—55—pt. 2——12 
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Mr. Hay. The cost of coal at the mine mouth, average, was $4.99, 
I believe it was, and I believe today it would be in the neighborhood of 
$4.80. It is $4.82 today. 

Now, Mr. Campbell explained at great length during the course of 
his testimony how the accelerated mechanization of the mines has 
contributed to the reduction in the cost of coal at the mouth of the 
mine and this isa fact. There has been a reduction in the period that 
you mentioned. 

Mr. Dies. That is all, Mr. Chairman. 

The Cuarrman. Mr. Dolliver, do you have any questions? 

Mr. Dotutver. Mr. Chairman, I would like to inquire along a line, 
namely, the interests of the consumers—that is, the vast group of the 
general public who use gas and use electricity produced by gas or by 
coal, 

It is pretty clear from your testimony supporting the Staggers 
bill, that you feel it will restore to the coal industry a portion, or 
perhaps all of the market, for coal which has been lost by impreper 
competition in the production of steam. 

Would you be willing to express an opinion as to the effect of the 
Staggers bill upon the consumers of electricity or upon the consumers 
of gas for household heating or household cooking, or other purposes? 

Mr. Haut. I can offer the further general comment, by saying that 
T fully understand your concern for your consumers, and appreciate 
your interest in that subject. 

I think it should not, however, be limited to a price consideration 
alone. 

The enormous capital investment inherent in conversions to natural 
gas and the public need of your constituents for a continuing supply 
is 2 paramount consideration. 

Now, the direct industrial sales that are made off of these main 
pipelines, generally speaking, occur before the gas reaches your con- 
stituents. It results in a siphoning off of gas that your people would 
like to have, therefore, price is not the only factor. 

Mr. Dotuiver. Now, just at that point. Do I infer from what you 
say that in your opinion the enactment of the Staggers bill would have 
an unfortunate effect, in the price factor, on the consumer ? 

Mr. Hay. Unfortunate effect ? 

Mr. Dotiiver. Yes; raise the price, in other words. 

Mr. Hatz. No, I do not see that it would. 

Mr. Dotitver. Well now, develop that, please. 

Mr. Haru. For the reason that these direct sales off the line below 
your constituents benefit the pipeline, because they do not have to 
include them in their income which they report to the Federal Power 
Commission and upon which their rate of return is based. It explains 
the extraordinary situation whereby many pipelines are able to show 
in their profit and loss sheets a return in excess of 534 percent of 6 
percent, which the Federal Power Commission allows on the regu- 
lated sales. Now, I do not say it is an inevitable result in the enactment 
of the Staggers bill that they are going to reduce rates to your 
constituents, but it could happen. 

Mr. Dotniver. Well, how could it happen? 

Mr. Haru. If along the line below Iowa, these industrial sales, if 
they are made in quantity, on the lines that are serving your area, are 
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required to include this income in determining the ——_ total 
income before the Federal Power Commission, it should have a level- 
ing effect upon the rate. 

Mr. Doutiver. I can readily see that. 

Mr. Hesevron. Will the gentleman yield? 

Mr. Douuiver. Yes; I will yield. 

Mr. Hesevron. On that point, Dr. Edwards testified—and I have 
the transcript before me. Dr. Edwards says: 

We took those plants—in my testimony I referred to it—that is, 26 plants in 
the Middle Atlantic and East North Central States, as all the gas they burned is 
117 billion cubic feet. They all burned some other fuel, mostly coal. We took 
the gas out and put the coal back in at the price they would have paid for coal. 
The effect would have been to raise their fuel bills 5 percent, or their cost of 
electricity 1 percent. 

As I understand your testimony in answer to Mr. Dolliver’s question 
you do not agree with that. 

Mr. Haus. That has reference, I am sure, to industrial sales and I 
understood Mr. Dolliver to be concerned now with the distributing 
end, the small users. 

Mr. Dotiiver. Yes, that is true; that iscorrect. You think it could, 
but not necessarily would, have the effect of reducing the price to 
domestic users, because they could not any longer sell below cost under 
the Staggers bill to the steam plants and industrial users along the 
way. Is that your position ? 

Mr. Hawi. It would. I might say, Mr. Dolliver, that I remember 
your comment about the utilities in your area complaining about the 
high price of gas. At least I understood that to be one of your 
comments. 

[ am sure you are aware of the fact that eight of the top companies, 
utility companies, in your State, recently filed a motion to dismiss 
the Northern Natural Gas C 0.’ application before the Federal Power 
Commission, and although the motion was made upon purely tech- 
nical grounds, the supporting basis for it was that it was shown that 
Canadian gas proposed to be introduced into the Northern Natural 
Gas system would raise the price that they are already complaining 
about. 

Mr. Dottiiver. Since that application to get the Canadian gas into 
the Northern Natural Gas system, that has been abandoned ; has it not ? 

Mr. Haut, It has. 

Mr. Doutiver. At least for the time being. 

Mr. Hauv. it is not dead yet, I am sure. It has been abandoned 
because they have been unable to finance the pipeline up here [indi- 
cating on map]. 

I am glad that was brought up. 

The Canadians have been unable to finance this pipeline. 

It is 2,220 miles from the source in Alberta to the proposed terminus 
at Montreal and it has to cross an extraordinarily difficult terrain over 
in this area | pointing] known as the Cambrian Shield. One of the 
things we object to as Americans, is the proposal to bring that gas 
down here and shift the financial burdens off of Canada. Some of 
the financial burdens of the construction of that line was to be subsi- 
dized by American consumers. 

We object to being elbowed out of the market by a foreign fuel. 
Labor objects to being displaced on what could really be only a tempo- 
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rary program to get their line up. Canada still is going to be for 
Canada first, and we applaud that idea. 

Mr. Dotuiver. Why do you say that is a temporary program ? 

Hr. Hau. Because the purpose of putting the gas down here [in- 
dicating on map] in the United States is to make possible the con- 
struction of the Canadian line. The main show is up here. This is 
what Canada wants. They need United States markets only to put 
the line there [indicating] in Canada for Canadians. 

Their law provides that they can cut off the United States gas 
without notice and they undoubtedly would do so, but my point in 
response to Mr. Dolliver’s question is that one of the reasons they 
could not finance the line is that they have been unable to get Canadian 
industrial installations along the way to contract for the gas. 

Mr. Dotitver. I suppose only by getting these large installations 
of industrial capacities along this line in the United States that is the 
only reason we get gas in the consuming area of the north Mississippi 
Valley, is it not? 

Mr. Haut. No,sir. By and large, the cart is before the horse. They 
get the pipeline in and then they go shopping for direct industrial 
sales of natural gas. That is the very thing we are talking about. 
They get the line in and they get their overall capacity approved. 

Mr. Dotttver. Now, let us allude a little more to this question of 
control of the antidumping rates. I think that in the vernocular lan- 
guage is what the Staggers bill proposes to do, is it not? It proposes 
to give the Federal Power Commission the authority to regulate the 
rates that are charged so that they will not be below cost. Is that 
correct ? 

Mr. Haut. Yes, sir. That is one of the purposes. 

Mr. Dotiiver. At the present time, the Federal Power Commission 
has not been granted such authority by the Congress. Is that a true 
statement, from your understanding ? 

Mr. Hau. Well, with respect to direct sales it is powerless also 
because of the exemption. 

Mr. Dotuiver. But the Supreme Court, by inference, at least, has 
said to the Congress that that is a field that we could legislate in. In 
other words, they have sort of invited the Congress to go into that 
field, if the Congress decided to do so. 

Mr. Haru. It is my interpretation that it would be fair to say that 
the field is there for the Congress to legislate on. I would hesitate 
to say that it constituted an invitation as such. 

Mr. Dotutver. We are in substantial agreement on that. 

Under the present situation, the Congress not having gone into that 
field of regulation, is it not within the authority of the local public 
utilities commissions to control the rates for the sale of gas within 
their respective jurisdictions, since the Congress has not entered into 
that field ? 

Mr. Hau. In the Panhandle Eastern case cited by Congressman 
Harris, the answer to that, by the — Court of the United States, 
is “Yes.” However, our answer: “It is possible for them to do so.” 
However, they do not—which is the answer, Mr. Campbell gave 
yesterday. 

We invite the Congress to take whatever steps are necessary to ascer- 
tain the truth of that statement. The principal case cited by Mr. 
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Harris was the Panhandle case decided in 1947, I believe, with respect 
to the State of Indiana. 

We wrote to numerous public utility commissions in the country 
asking what jurisdiction they had over mainline direct sales of 
natural gas and got only three answers. One was from the State of 
New York, indicating that their only requirement was that such com- 
panies file an annual report. In short, theirs is a perfunctory type 
of regulation and is in fact no regulation at all. 

In the very State where the Panhandle Eastern case applied, 
Indiana, we got a reply from them which said that they had no in- 
formation on industrial sales, because only recently had they required 
that interstate pipelines file with the Commission their contracts 
covering direct industrial sales. 

Now, these examples illustrate the absence of regulation in fact, by 
the State commissions. However, Mr. Dolliver, if what you have in 
mind is to say that we need to energize the State commissions, my 
answer is, I do not believe that is as good a solution as the one called 
for by the Federal Power Commission, and which we advocate today ; 
that is to make whole and complete the Federal Power Commission’s 
control over that phase of natural gas which is truly interstate in 
character. 

Further, why have two conflicting jurisdictions? Moreover, it is 
our information that the reason State commissions have abdicated the 
field is because of the difficulty of controlling all of the factors which 
are involved. It is interstate gas, which the Congress has relinquished 
its right to control; but the Federal Power Commission holds all the 
other cards. Therefore, in a way, the State commissions are operating 
ina vacuum when they try to regulate just this one phase of the inter- 
state system generally controlled by the FPC. 

Mr. Dotxiver. Well, I think we are in substantial agreement on 
that field, namely, that there is a sort of a no man’s land—in other 
words, neither the Federal Power Commission or the State commis- 
sions, utilities commissions, have entered this field controlling the 
sale of industrial gas. 

Mr. Dries. Will the gentleman yield? 

Mr. Dotturver. I will yield. 

Mr. Dies. Since the situation—if this is not correct—I would like 
for the witness to correct me—this cheap gas which is sold to the 
industries is doing two things. It makes it possible for a great many 
industries to operate more profitably and efficiently, and secondly, it 
lowers the cost of the gas to the consumers, millions of customers, be- 
cause of that situation. Otherwise, as it has been explained here, the 
cost to your industries would increase and also the cost to the con- 
sumers. So, you get down to one proposition, when all is said and 
done, and that is whether as a matter of conservation this ought to be 
done. If 22.5 years is the supply in sight, and if we are about to ex- 
haust our supply of gas, that brings up a totally different proposition ; 
but the answer to that, nobody knows. 

I was here in 1935 when I heard any number of experts say that oil 
would be exhausted in 10 years. They were confident. But 10 years 
came and we found greater supplies, and they kept finding them, and 
there is no living person who can predict today how much gas there 
will be in 22.5 years from now, and furthermore, there may be some 
other form of energy that will displace both coal and gas. 
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Mr. Dotriver. Atomic energy, for example? 

Mr. Dies. Well, it is on the horizon. I do not say that their state- 
ments are correct. But I say this is the situation. 

I am not clear, and you have not convinced me as to that. There is 
a public interest. Of course, the conditions of the coal industry are 
very, very bad. So are the railroads. The railroads have had to com- 
pete with airplanes, and so on, and so forth. But Congress cannot 
just simply legislate in this manner because of the unfortunate situa- 
tion of a particular industry. 

Now, there has got to be something more important than that, 
although that is very important to your area. It seems to me that 
there would have to be something more important than that, and it 
gets right down to this proposition of conservation. Is it a matter 
where we ought to penalize consumers and industry in order to pre- 
serve the supplies? 

Mr. Haru. Mr. Dies, you said in the course of your statement that 
nobody can predict w ith accuracy when gas will run out, and if that 
is your belief, I do not see how you can ‘fail to heed the statement— 
let us say the “ery” of the Federal Power Commission for enlarged 
authority in the conservation field. For surely, if there is doubt on 
either side about the figures—and, incidentally, that figure is not our 
figure—it is the figure of the American Gas Association—such doubts 
should be resolved in favor of the conservation provisions of the 
Staggers bill. 

I do not know what it would take to excite sufficient interest on the 
part of the public in this question of adequacy of reserves other than 
our statement, the statement of the Federal Power Commission, and, 
let me say, the statement of noted geologists, who are, by and large, 
concerned with the best interests and welfare of the natural-gas 
industry. 

Here is the statement of Ralph E. Davis, who is perhaps the dean of 
gas geologists, made in an address of January 1952 before the Grad- 
uate School of Business Administration, Harvard University. It 
bears the heading “Conclusion” in his talk. 

Time does not permit reading the whole address, but I believe the 
conclusion is pertinent to the question you have raised. He says: 

We have seen that our natural-gas industry is a vital part of our Nation’s 
economy, rendering a service to persons in 39 States and the District of Columbia, 
and at such low cost that practically no other energy source can compete with it. 
Expansion of the industry to render service to a still greater section of our popu- 
lation is desirable, if it can be done without danger to the present service. There 
is no assurance that natural gas will continue to be found in such abundance that 
we can afford to be spendthrift with the known supplies. Less gas used for 
inferior purposes in areas where coal is easily available will reduce the load 
factor on the gaslines, require higher unit prices for the gas sold, and permit 
longer life to the service. 

This would seem to be in the public interest. 

Where you, yourself, and the Congress has doubt on this issue, I do 
not see how it could be resolved in any other way than to entrust to 
the Federal Power Commission an enlarged power in its discretion 
in the field of conservation. 

Mr. Dotutver. Mr. Chairman, just one other line of questions. Ad- 
mittedly the coal-mining industry and the coal-distributing industry 
is in distress, but surely the sole reason for it is not the competition as 
received from natural gas 
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Mr. Haut. No, sir. No, the matter of the dieselization of railroads 

was brought up on the first day of the hearings, and to my mind, 
rather than representing a flaw in our argument, it proves our case. 
We are not asking the Congress to prohibit the railroads from diesel- 
zing. Wew ould rather that they would not. It certainly is against 
our interest. But it is not against the public interest as such for them 
to do so. Therefore, we are not asking the Congress to correct this 
situation. We are only asking the Congress to correct such situations 
as may be created by Federal legislation or should be remedied by 
such legislation in the public interest. Only a small portion of this 
interstate transmission of natural gas remains to be regulated. The 
natural-gas industry is enjoying a strong and favorable profit position. 
We are not against the profit position. We are for it. Let us say 
we only wish we could share more of that status under fairer competi- 
tive conditions. 

Mr. Hesetron. Will you yield at that point ? 

Mr. Dotuiver. Yes, I will yield. 

Mr. Hrsevron. That raises the point that has been troubling me all 
along. 

You say you do not like the idea of dieselizing the railroads but you 
accept it as an economic fact, and yet, as I understand one part or 
portion of the Staggers bill is that you want us to legislate against the 
use of natural gas for boilers, burning under boilers. 

I cannot understand what the difference is between the railroads 
dieselizing, if it is economically wise to dieselize, and the X utility in 
my district, or the Y industrial company in my district, if they deter- 
mine that it is economically feasible and wise, to burn gas under a 
boiler, and yet you accept one and you want us to reject the ‘dine: 
Can you explain the reasons for that ? 

Mr. Hau. Well, I devoted a great portion of my written testimony 
to illustrate that that isa public question. 

The Federal Power Commission exercises just such control as you 
have referred to. It can and does tell an industrial installation in your 
State that they can or cannot use gas for boiler fuel purposes. 

If you will consult the written testimony of Mr. Campbell on the 
subject, and mine, and Governor Kennedy’s, of the mine workers, you 
will find reference to many instances where this has been done. It is 
only that the Federal Power Commission needs further direction from 
the Congress in a field in which it already has the power. Inthe Hope 
Natural Gas Co. case—the Great Hope Natural Gas Co. case—the 
Supreme Court said th: at it was an incident of the exercise of the Fed- 
eral Power Commission’s power, that conservation principles be ex- 
ercised in administering the Natural Gas Act. 

Mr. Heserron. Yes; I understand that. The point that I am trying 
to get clear in my mind is this: Why should not you advocate that we 
should prohibit the railroads from dieselizing their engines, and those 
that have dieselized, be required to revert back to coal ? 

Mr. Hatx. Dieselization—if they were dieselized, and were going to 
natural gas, I would say that we would oppose it, but that is not pos- 
sible. They are using oil that is abund: antly plentiful in supply, in 
part due to imports of residual oil, and in part due to natural gas 
competition, therefore, the same “public interest” factor is not 
involved. 
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Dr. Epwarps. Mr. Heselton, might I try to give an illustration of 
the point. I think we had what amounts to a case history of what 
we are talking about here recently. 

In North Dakota when the North Dakota Natural Gas Co. requested 
the right to distribute natural gas from the Williston field in the 
central part of the State, they made their application out and in 
the first question they—and in their program, right through, indefi- 
nitely—but in the first year they headed straight for all of the boiler 
markets in the State. About 30 percent of their gas for the first 
year’s operation was to go into the boiler market. In the third year, 
when it was stabilized between 65 and 70 percent of all of the gas from 
the Tioaga field would still go to boiler markets; the boiler market 
being practically the only market left in that State to North Dakota 
lignite, the coal industry appeared and protested. They said there 
should be a better way to distribute that gas. 

The communities of North Dakota, a whole string of them, came in 
and said, “Why are you leapfrogging from the western part of North 
Dakota clear over to Fargo to get a boiler market there? You come 
down through”—a large town in the middle of the State, its name I 
cannot recall—“to take care of a plant there, but not into a community 
which was on artificial gas. We are entitled to get that gas for superior 
uses. 

As I recall, they had to realize 30 to 40 cents per thousand cubic feet 
on their gas. They proposed to sell to these boiler plants, at the 
exact prices per thousand cubic feet they paid for lignite—not a 
penny of concession, except to this extent. They said “We will give 
the boiler plants a penny and a half extra reduction to pay for the 


cost of punching a hole on the side of the boiler.” 
But, they were practically taking over the cogs and getting a 


price of around 20 to 25 cents per thousand cubic feet. 

Now, to the extent that gas was sold below 35 or 40 cents, the average 
had to be realized, had to be put on the higher grade consumer; 
superior user. ‘They had to be charged a price twice that in the lower 
part of the State. So, you had the precise point that you have raised. 
For every penny that was sold below the average, it had to be put 
on the higher price user. 

Now, the State conservation department came in and said, “This 
plan isall wrong. You can take the quantity of gas available and you 
can distribute it to practically all of the communities in the State and 
you can leave the boiler load alone on lignite.” 

To do that, of course, they had to have access to storage and storage 
facilites, just across the line in Montana. They have the right to 
provide and the right of tapping the Montana & Dakota Northern 
Pipeline. The company did not want to be subject to interstate com- 
merce or rather the Federal Power Commission’s jurisdiction, and 
they would not take that recourse. The State commission said the plan 
is too wasteful of our gas and we will not permit it. 

So, subsequently, the company came back and tried to put in manu- 
facturing facilities, for peak load. That only partially solved the 
problem and only takes care of a part of the communities. 

Again the State commission said that is a wasting of your gas. It is 
not economical. And, they turned the company down. 

Now, Montana-Dakota is coming in, has come in, with a letter of 
intent to the State commission. They now serve a good part of the 
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southern part of the State. They sell no boiler gas. Their rates are 
substantially away below what the other company charged. 

Here you have a case where a State commission interested in con- 
servation completely revamped the plan, saving the boilers up there 
to lignite, and will permit, no doubt, a substantially lower price for 
all of the commercial, light, industrial, and economic use of the gas 
and a spreading of it over far more communities than would other- 
wise have been possible when they just leapfrogged to the boiler plants. 

So, you conserve the gas, conserve the coal. 

What was done there was that the North Dakota Commission in- 
sisted that equitable plans be worked out, and for every dollar below 
average cost. you sell on boiler gas, that higher load goes on the 
other consumers. 

Mr. Dotutver. Mr. Chairman, thank you. 

The Cuarrman. Mr. Mack. 

Mr. Mack. I have no questions. 

The CHatrMan. Mr. Hale. 

Mr. Hate. I just want to ask one question, Mr. Hall. Assuming 
that we pass the Staggers bill and, assuming there is a large industry, 
we will say, in the chairman’s State of Tennessee. Now, the Federal 
Power Commission could not say in exact terms to that industry, 
you cannot use natural gas, could they? What they would say would 
be, if you want to use natural gas, you have got to use it at a price 
so high that the industry would in fact turn to coal. Is that the way 
it would work? 

Mr. Haut. No, sir, I do not believe so. 

Mr. Hate. Now, explain that tome. That is what I want to know. 

Mr. Hau. First, if it is made on the basis of a direct sale down in 
Tennessee, it is now beyond the reach of the Federal Power Com- 
mission, as we understand, on a conservation basis. 

If the Staggers bill were enacted, the Federal Power Commission 
could say, as they have already with respect to regulated sales, that 
it is of doubtful social economy to burn natural gas under boilers 
in Tennessee, sitting on top of coal, when up in Massachusetts or up 
in Maine, or up in the New England areas, there are superior cus- 
tomers who desire to use it. 

The Federal Power Commission has said that with respect to 
regulated sales for boiler fuel purposes. There is no reason why they 
should not be able to say it with respect to direct unregulated sales 
for boiler fuel purposes. 

Now, if the Staggers bill became law, I think this much certainly 
should be clarified: It would not, per se, cut off gas from your con- 
stituents, or from any constituents, or from any area. It would merely 
leave the question of sound conservation up to the Federal Power Com- 
mission. ‘There is no persuasive reason why the Congress should not 
give the Federal Power Commission, in the light of the circumstances, 
further direction along those lines, and trust it to do a good job of 
administrating the new conservation standards. 

Mr. Hate. Your answer is very interesting, but I am still a little 
bit in doubt as to what the Federal Power Commission would say 
under those circumstances. Would they go to the point of forbidding 
the use of natural gas to the industry ? 

a Haux. Not per se. They do with respect to regulated sales 
today. 
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Mr. Hate. What would the Federal Power Commission do? How 
would it work? 

Mr. Hauu. It would consider all of the facts in the case. It would 
consider the testimony of a deputation from your State before the 
Federal Power Commission which might say: “Don’t give them that 
gas, where coal will serve just as well. We want it in my State.” 

The Federal Power Commission would consider that testimony and 
would be empowered to do something about it, in their good judg- 
ment. That is the effect of the Staggers bill. 

The CaHatrmMan. Will the gentleman yield? 

Mr. Hate. Yes; I will yield to the chairman. 

The Cuarrman. Since the gentleman referred to my own State 
and used it as an example, and an illustration has been given, it just 
so happens that the Du Pont Rayon Co., located in my district, buys 
quite a quantity of natural gas. I am not sure they use nearly all of 
that for boiler purposes, but they use some of it perhaps in the process 
of rayon making—making synthetic fibers. 

I was just anxious to know what. in your opinion, Mr. Hall, might 
be the effect on industries that buy direct for use otherwise than for 
boiler purposes. 

Mr. Hat. There is not a question in the world, Mr. Chairman, but 
that the Federal Power Commission in the light of all its past de- 
cisions, and its expressed policies, would regard the use for chemical 
purposes and for process purposes as a superior use. 

Mr. Hesetron. Why? 

Mr. Hav. They have not characterized that as inferior use. Conse- 
quently this view would be consonant with the cases cited in the 
statements filed by the witnesses on behalf of the National Coal Asso- 
ciation. An examination of these FPC cases will reassure you, sir, 
on that point. And we also invite your inquiry of the Federal Power 
Commission on the same point. We have no fear of contradiction 
with respect to that aspect of it. That is a superior use of natural 
gas and would not be within the contemplated section 2. 

Mr. Harris. Will the gentleman yield at that point? 

Mr. Hate. Yes, Mr. Harris. 

Mr. Harris. But you would extend the authority to the Federal 
Power Commission then, as a matter of fact, so that it shall determine 
whether or not this gas is to be used for that purpose and not to be 
used for some other purpose. Is that not true 

Mr. Hay. Well, I would take the view that the overall public inter- 
est would be best served by having the same yardstick apply to all 
citizens of the United States. 

Mr. Harris. Well, you did not answer the question. I asked you 
the question, “Would it not give the Federal Power Commission the 
authority to determine and to say that gas should be used for that 
purpose or similar purposes and should not be used for some other 
purpose ?” 

Mr. Hat. Yes, sir. 

Mr. Harrts. Well now, that is a direct answer. 

Mr. Haw. But it does illustrate the point in question that the 
public interest is not best served by having a clear exemption for such 
gas in one State that would not apply in others. 

Mr. Harris. But the point is, what you do is to extend the authority 
of the Federal Power Commission over this particulad fuel, so that the 
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Commission can say to the consumer, whoever he might be, that he 
must use this, or he must use some other type of fuel; that the Federal 
Government shall have that authority over the consumer. 

Mr. Hatu. They do that now with respect to regulated sales, and our 
question is why should not the Federal Bales do it with respect 
to the presently unregulated portion—direct sales? 

Mr. Harris. No; the Federal Power Commission does not do it. 

Mr. Hauu. They certainly do, sir, I respectfully submit. 

Mr. Harris. I disagree with you. There is no way in the world 
that the Federal Power Commission can say that you can or cannot use 
gas; that you must or must not use something else. 

Mr. Sraceers. Will the gentleman yield? 

Mr. Hate. If you will let me proceed, I will be through in a few 
minutes. 

In other words, under the Staggers bill the Federal Power Com- 
mission could do a certain amount of social planning. Is that what it 
amounts to? 

Mr. Hatz. I am very sorry, but I did not hear your question. 

Mr. Hare. Under the Staggers bill, if enacted, the Federal Power 
Commission would become, as you outline it, it seems to me, an agency 
for social planning ? 

Mr. Hat. No more so than it presently is; no more so. 

Mr. Harz. You might reply to that, if you wished, that any regu- 
latory body, within limits, is an agency for social planning. Of 
course, I suppose in a sense that is so, to the extent that it says that a 
residential user shall pay one rate and an industrial another rate, and 
so forth ; but still, you make the Federal Power Commission under the 
Staggers bill an agency for social planning in rather a big way. 

Mr. Haun. No, sir; it must be fully understood, particularly in the 
light of Representative Harris’ comment with respect to regulated 
sales, which represent 80 to 85 percent of the total volume of natural 
gas in interstate commerce, the Commission now has the power to do 
just what we are talking about, that is, to say—and it does say it—it 
can say that an industry cannot use that gas for boiler fuel because it 
should be used for higher purposes. 

Mr. Hate. When you talk about inferior and superior purposes, are 
you not putting the Federal Power Commission rather in the place 
of the Almighty. 

Mr. Hauu. It is a power that they now have and if that proper] 
describes their jurisdiction with respect to the 85 percent of the ad 
then I would have to agree; but I rather honestly think that the need 
for the regulation of interstate natural gas arises out of the peculiar 
nature of natural gas itself rather than as a desire to accelerate social 
planning. 

Natural gas is different from any other fuel. That is why the 
Natural Gas Act was necessary. 

Mr. Hatz. We have had people on the Federal Power Commis- 
sion that might have liked to do social planning. 

Mr. Beamer. Mr. Chairman, will the gentleman yield? 

Mr. Hatx. I have no coments on that. | 

Mr. Beamer. Will the gentleman yield? 

Mr. Hate. Yes. 
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Mr. Beamer. I think that the witness’ reply to Mr. Hale that the 
Federal Power Commission presently has certain authority, in your 
estimation, at least, is true. 

May I ask then this question ? 

You referred previously to the Public Service Commission of the 
State of Indiana. 

Does it not also have the authority at the present time to regulate 
the distribution and sale of natural gas within that particular State, 
just the same as under the Hinshaw bill, which was passed last year, 
by the last Congress, in the distribution of the product in the State! 

Mr. Hatu. The State of Indiana, the Public Service Commission 
of Indiana, if that is what it is called, has the right to control direct 
sales of natural gas that occur within the State of Indiana, because 
the Federal Government has relinquished the field, even though it 
is interstate gas. It is a field in which the Federal Government has 
relinquished its right to control, so the answer is “Yes,” it has that 
power. Also any natural-gas line going into the State of Indiana, 
going to the borderline of the State of Indiana and distributing its 
gas to a distributing system which operates wholly within the State 
of Indiana, that is exempt by reason of the Hinshaw bill of last year. 

Now, that is true. The State Commission of Indiana would have 
control over that system. 

Our contention, sir, before you came in was stated and it is—we 
believe, documented by the facts—that with respect to direct sales, 
the State commissions have not exercised that authority.. They have 
failed to do.so, because they realize that it is interstate gas. That is, 
not all of the factors which a State commission normally would like 
to deal with are within their reach, because of the Federal Power 
Commission’s control over the other aspects of transmission. 

Mr. Beamer. May I ask, since this illustration was coming from my 
own State of Indiana, I assume that the same thing is true in other 
States. Since the Hinshaw bill has gone into effect removing the 
dual control of both the Federal and State authorities, the consumer is 
receiving gas for less than he received it before. Would that not 
bear out the point that we do not want dual regulation with regard 
to industry use of gas? 

Mr. Ha. Of course, one of the things we feel is that represents 
an imperfection in State control over interstate gas, would be in your 
State, for example—meaning no comment which would be adverse 
to your commission—they do not have the same interest in conserva- 
tion that the Federal Power Commission should have, or that the 
Congress has, and it is not our view that in direct sales in Indiana 
that the State Commission of Indiana is going to take into considera- 
tion the need for gas everywhere and take such steps as would imple- 
ment the need for conservation. 

Mr. Beamer. But they are interested in conservation. 

Mr. Hau. Yes. 

Mr. Beamer. In other words, has not the question been raised here 
time and time again, that our first interest is m conservation ? 

Mr. Hat. Yes. 

Mr. Beamer. Our chief interest? 

Mr. Hau. Yes; and allied to that, that it is a very proper interest, 
but that there is something greater, something broader, something 





NATURAL GAS 1127 


more in the public’s long-run interest than just the price of gas. Con- 
tinuity of supply is also very important. 

Mr. Dies. Will the gentleman yield? 

Mr. Beamer. The gentleman from Maine yielded to me. 

Mr. Haug. Yes, I will yield. 

Mr. Dies. The way I interpret your testimony is that you think 
that direct sales ought to be regulated in the interest of conservation. 
That is your real belief? 

Mr. Haut. Well, Mr. Dies, you seem to want me to specify them 
in the order of their preference. 

Mr. Dies. No; I mean, of course, you have other reasons. I am not 
trying to do that, but that is a big thing from the standpoint of the 
public, is it not, conservation ? 

Mr. Hatz. That is right. 

Mr. Dres. In order to preserve the reserves that we have. 

Mr. Hat. Yes, sir. 

Mr. Dies. Now, would not the Federal Power Commission have to 
regulate also the coal industry to accomplish the same result? If it 
left the coal industry unregulated and regulated its competitor, gas, 
what assurance would we have that you would not dump coal and 
waste the coal reserves ¢ 

Mr. Harz. Well, I think there are two answers to that. Of course, 
one is a quick reference again to the disparity between the available 
reserves of the two fuels. 

I venture to say that I, having been identified with the coal industry 
since 1948, know the temper of the producers well enough to say that 
if we had only a 22.5 years’ supply of coal left, that we could under- 
stand the need for some conservation in the field. And, as I have 
said before, conservation is not new. It has been applied with respect 
to other natural resources. 

My answer to that would be—I am not good at mathematics—but 
if we should come back before the Congress under those circumstances 
in 2,360 years, when the problem of coal reserves has reached the 
stage where gas reserves are, I believe we would go along with such 
a proposal. 

Mr. Dies. Do I understand that you are making a definite appoint- 
ment? The purpose of the Harris bill, according to sponsors, then 
is in the interest of conservation ? 

Mr. Hauu. The Harris bill? 

Mr. Dries. The Harris bill. 

Mr. Hauu, If I understand your question, it is: How do I view the 

larris bill? Whether it is in the interest of conservation ? 

Mr. Dies. I say, it is claimed for the Harris bill that one of the 
purposes of the Harris bill, as I understand it, is that it makes for 
conservation. 

Mr. Hatz. Well, it is quite possible that is true to the extent that 
removal of Federal controls over competition at the production and 
gathering level would affect the available supply of gas. As I under- 
stand the testimony of the gas industry they do not like controls over 
production and gathering, because it stifles free enterprise, initiative 
and the search for gas. 

[ would think in the light of that testimony they would have more 
sympathy with the position of the coal industry that has to deal 
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with the utility and quasi-monopolistic aspects than we meet in com- 
petition up here (referring to map); but actually, I would rather 
guess that the freeing of controls would stimulate the search for gas, 
It certainly would do something. The search for gas should be stimu- 
lated. That is true. 

Mr. Dies. Well, is the Harris bill, in your opinion, in the interest 
of conservation or otherwise ? 

Mr. Hau. I do not know whether this answer will be responsive, 
because it is still a tag end of my last answer. 

The Harris bill, standing alone, to the extent that it would en- 
courage the development of and search for gas still would not guaran- 
tee its conservation after it is found, unless the Staggers bill is passed, 
because the Federal Power Commission would not have the necessary 
conservation powers that it needs. In other words, if they do pro- 
duce more gas, as they claim they will, the Federal Power Commission 
just as much needs the new conservation provisions they have been 
asking for since 1940 as they do today. 

Mr. Harp. Then your answer comes to this, that although the Har- 
ris bill might encourage conservation in some aspects, it is nowhere 
nearly adequate; is that right? 

Mr. Haru. I tried to answer your question by saying that perhaps 
the Harris bill might contribute to conservation in the sense that they 
would produce more gas. But on the operating end, the Harris bill 
is not going to have any effect whatsoever over the power of the 
Federal Power Commission to conserve the gas once it gets into the 
interstate gas lines. 

Mr. Hare. You say that gas is now being generally used for what 
vou call inferior uses ? 

Mr. Hau. Yes, sir. 

Mr. Hare. And the only answer to that is the answer which our 
colleague, Mr. Staggers, purposes; is that right? 

Mr. Haru. It isa very good answer to it, sir. 

Mr. Hare. The only answer that you want to lay before us today? 

Mr. Hatu. It is the only answer that we see before the Congress, 
unless you also refer to the 12 or 18 similar bills that are before your 
committee. 

Mr. Sraacers. Will the gentleman yield ? 

Mr. Hare. By similar bills, you mean similar to Mr. Staggers’ 
bill? 

Mr. Hatt. I believe “identical bills” is better wording. 

Mr. Hate. Yes, I will yield to you, Mr. Staggers. 

Mr. Sraccers. I would like to add just a little to the record on that. 
T believe I first brought up the part of direct sales in rate making, 
and the bill says this specifically : 

No rate or charge shall be considered just or reasonable which is less than the 
cost of such gas plus the cost of transportation and sale, and a fair proportion 
of the fixed charges. 

Now, in connection with the industrial sales, that is all that the 
bill says in relation to it, that they shall not dump gas below cost. 

And, to back that statement up, I would like to just read this short 
paragraph from the Cabinet committee’s report; the President’s 
Cabinet committee report. 

Mr. Hate. The White House Report? 

Mr. Heserton. I move to strike that out. 
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Mr. Sraceers. I will just read briefly, if I may, from the report of 
the committee. This has been recommended so many times, Mr. Hale, 
by people who have made a careful study of it. It was their duty to 
go out and study this whole problem and to come back and make a 
recommendation to the President and this is their recommendation. 

The committee recommends, therefore, that appropriate action be taken that 
will prohibit sales by interstate pipelines either for resale or for direct consum)- 
tion, Which drive out competing fuels because the charges are below actual cost 
plus a fair proportion of fixed charges. 


Now, in order to back that up again, the Federal Power Commission 
las repeatedly made the recommendation to this Congress—and I will 
give you one right here. 


Natural Gas Act—Direct sales for industrial use. 


And, Iam reading from the report of the Commission for 1953, 
report to the Congress. 

Sec. 7. NaturRAL GAs Act—Direct SALES FoR INDUSTRIAL Use.—That section 
1 (b) of the Natural Gas Act be amended so as to vest jurisdiction in the Com- 
mission over direct sales in interstate commerce of natural gas for industrial use. 

That is section 7. 

Mr. Harr. Direct sales of natural gas? 

Mr. Sraacers. Yes, direct sales for industrial use, natural gas. Of 
course this is the Natural Gas Act we are considering. 

That section 1 (b) of the Natural Gas Act be amended so as to vest jurisdiction 
in the Commission over direct sales in interstate commerce of natural gas for 
industrial use. 

Now, I think that we have plenty of recommendations from respon- 
sible people to the Congress and I think we should take those into con- 
sideration—and I do not believe that the bill goes a bit beyond those 
recommendations. It just parallels those recommendations. 

I want to further state this. The fact is that the argument has been 
brought up time and again that these industrial sales are necessary to 
make cheap fuels to the consumer. Now, that is exac tly turning the 
situation around, because the minute that the pipelines were put in, 
they went to the distributing companies and made contracts at a cer- 
tain price, then they came back, a lot of them, along the line, and 
made these industrial sales, and they did not, by making the industrial 
sales, decrease the price of gas to the domestic consumers 1 cent. But, 
they have increased it time after time and time and again, I do not see 
where any witness can come before this committee and say, if you are 
going to cut off industrial sales, you are going to make the price of 
gas go away up, because they are cutting it down to the industrial 
users. 

Well, that did not make it go down to the consumers. As I say, it 
has gone up, and kept on going up, and here is the reason. And, I am 
going to try to find out if I can, and I would like to have the chair- 
man’s help on this, to find out how many of these pipelines have inter- 
locking directors with these industry companies that they are sup- 
plying. And, I believe that is very vital to this committee. I have 
heard rumors of it, and I believe we ought to ask the Federal Power 
Commission to bring that information before this committee. It is 
one of the worst things that could happe 1 in this country, if they are 
trying to use this Congress to press their aims. 
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But, I want you to help us get the facts in the case, if we can get 
them, Mr. Chairman. 

The Crarrman. I am not sure that the Federal Power Commission 
would have that information. It is more likely that the Securities 
and Exchange Commission would have the information with regard 
to interlocking directorships, but I will assure the gentleman from 
West Virginia that we will attempt to get the information he is 
requesting from somebody. 

Mr. Sraceers. I certainly think it would be enlightening, and I 
would like to have it. 

I would like to continue for just 1 minute more if I might. 

All you have got to do is to go back and look over the records 
of empires for 7,000 years back and you will find that it has been 
the lack of the governing bodies having interest in conservation that 
has contributed largely to their downfall. And, I think it is the 
duty of this Congress and this committee to consider conservation— 
not only talk about it, but to talk about the interest of the consumer, 
and we should not look into it for 10 years or 20 years, but for, 
hundreds of years if we can. 

In connection with the matter of coal, it has been stated here that 
coal has priced itself out of the market. Let’s look at the record. 

This statement is from a coal company technical and research man, 
Mr. Joseph Pursglove, Jr., vice president in charge of research and 
development of the Pittsburgh Consolidated Coal Co., the world’s 
largest commercial coal producer. It was printed in the Journal of 
November 1, 1953. And, if the chairman wants me to—it is quite 
lengthy—TI will put it in in full. There are only certain parts that 
pertain to the present discussion. 

Here is one thing that I would like to mention—I would like to 
digress for 1 minute. The question of rail transportation charges 
was brought up in the Cabinet committee’s report. It has been 
referred to and commented on by the Cabinet committee’s report. 
This says: 

High rail transportation costs are a very real problem for us in coal because 
we must never stop struggling to keep it competitive with the other fuels which 
are not saddled with such a burden. Gas moves by pipeline; oil by pipeline, 
tanker, and rail; waterpower moves by wires; yet over 80 percent of all coal 
today must move to market by rail. Even though coal is the largest bulk 
freight item moved by railroads and is one of the most profitable items handled, 
rail rates on coal have been advanced continuously during the past several 
years. Today these rates are so high that the average cost of a ton of coal 
delivered by rail to a great many of our customers is more than double the 
price of the coal at the mine. 


And further: 


Mr. Pursglove did not give specific average prices of coal f. 0. b. mines for the 
periods mentioned in the above quotation. The figures are that this coal cost 
$4.40 a ton in 1948 and were lowered to $4 a ton in 1952, according to George 
Love, president of the company. 


And continuing with that statement, I would like to say this further 
about the cost. 


Secretary-treasurer John Owens reports that the national average labor cost 
for production of a ton of coal currently is $2.25. He notes that some mines 
(strip) have labor costs as low as $1 a ton but that the “dog hole” operations 
which are high-labor-cost mines pull the average up. Sixty percent, he agrees, 
is about the average percentage of labor cost to total pithead costs of producing 
coal. He notes that some coal is selling now for about $3.75 and $4 a ton at 
the pithead, 
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That was the latter part of 1953. I do not believe the prices have 
advanced since then. Rnd they show that they have come down since 
1948 instead of advancing. aif 

[ just brought that in for the purpose of showing that it is a fact 
that coal has not been going up, the price has not been going up. 

Mr. Dies. Will the gentleman yield there? 

Mr. Sraccers. I will yield. I borrowed my time from Mr. Hale. 

The Carrman. Are you through, Mr. Hale? 

Mr. Hate. Yes. 

The Cuarrman. Are there any further questions? 

Mr. Dies. Mr. Chairman. 

The Cuarrman. Mr. Dies. 

Mr. Dres. I just simply want to say to the gentleman that I have 
a chart here which shows the trend of retail prices of fuel, residential, 
house heating, natural gas, compared to coal and oil, beginning with 
1945 and extending to 1954. On the average the prices were higher. 
Of course, coal was higher than gas, and then coal began to climb in 
1949 and rose higher than oil and gas in terms of the same heat- 
ing units. 

Gas was far below both of them during the entire period. Gas 
rose during 1952. It first started rising a little in 1947, but in 1952 
it really started to rise. From a competitive basis I do not see how 
coal and oil could possibly compete with gas according to this chart, 
relative price. 

Mr. Sraccers. Would the gentleman yield ? 

Mr. Dies. Yes. 

Mr. Straccers. The only thing it does is this: As I say, the Cabinet 
group and the FPC directed 

Mr. Dies. I am aware of that and I was referring to relative prices. 

Mr. Sracaers. However, Belcher says the dumping, the industrial, 
shall only carry its fair share of reasonable cost. 

Mr. Beamer. Mr. Chairman? 

The Cuatrman. Mr. Dies, were you through ? 

Mr. Dies. I was going to say that I do not want to do it now, but 
I have some interesting figures that I want to read into the record by 
city which gives the field price of gas that each one of these trans- 
mission companies is paying for gas and what they charge and what 
the distributor charges, which shows how relatively small the field 
price is in the total price of the gas to the ultimate consumer. At 
the proper time I would like to read these figures into the record, 
because I think those statistics are very revealing as to what has been 
happening all along. 

Mr. Hesevron. Is that a copy of what you gave me? 

Mr. Harris. No; it is the same information pertaining to certain 
companies in 10 cities and some of the cities, of course, I imagine, 
would be included in the statistics that Mr. Dies proposes to read. 

I might say, Mr. Chairman, as I announced yesterday, or Mr. Dies, 
either one, we have charts of this showing precisely the situation in 
graphic form and in number, dollars and cents, which we propose to 
put in the record, so it will all be included together in the record and 
easily referred to. 

_Mr. Dres. I think it would be fine, but at the proper time I would 

like for the members of the committee to hear these figures read 

because I think that this pretty well answers the whole argument that 
61557—55—pt. 2——13 
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the cost of gas, the increase in the cost of gas, is due to the increase in 
the field price. 

Mr. Harris. Undoubtedly. The information Mr. Heselton referred 
to a moment ago, a copy of which I gave him, was information re- 
quested by Mr. Klein of this committee, of Mr. Kuykendall, Chairman 
of the Federal Power Commission, during the initial stages of this 
hearing and was applicable to about 10 major cities, in the United 
States. 

The Cuatrman. May I say that the chairman has a copy of that 
report in response to Mr. Klein’s request, which he intends in insert 
in the record. 

Mr. Harris. Mr Chairman, that should go in at the proper place 
where it was requested in the hearing initially. 

Mr. Hesevron. That is right. Mr. Chairman? 

The Cuamman. Yes. 

Mr. Hesevron. I would like to ask a few brief questions. The 
Chairman knows that I would like to go to another meeting so I am 
pressed for time. 

The Caiman. Which we both attended partly. All right. 

Mr. Hese:ron. The point that has been bothering me, I referred 
to before and I want to refer to it again with you, Mr. Hall, because I 
think it really needs clarification in this record. All through the 
testimony that has been given, there is a note of pessimism. You 
referred constantly to the fact that there are only 22.5 years of natural 
gas left as against 2,418 years of coal. I believe you said in answer 
to a previous question that there was 22.5 years of gas left. I cannot 
believe that you gentlemen, as intelligent as I know you are and as 
experienced as you are in this field, have any idea that the history of 
natural gas indicates there is only 22.5 years of supply in this country. 
You do not believe that, do you? 

Mr. Hatz. I not only believe it, I am confident that it is true. 
The figures were meticulously and carefully prepared by the Ameri- 
can Gas Association and it is certainly the paramount factor preying 
upon the mind of the Federal Power Commission in asking for 
broadening of its conservation powers. 

Mr. Hesevron. Let us look at it from a purely cold, realistic busi- 
ness point of view. Yesterday I referred to the fact that a very 
long gas line was being constructed in the Pacific Northwest and gave 
the figures as I had them from the Oil and Gas Journal as to the 
amount of investment involved, as to the amount of gas involved over 
the period of 20 years. I want to refer to another development, the 
American-Louisiana Pipeline Co., which is starting a 1,300-mile big- 
inch line from Louisiana into Detroit. It will involve something like 
310,000 thousand cubic feet daily over a 20-year period. Can you 
conceive of hard-headed businessmen undertaking that kind of invest- 
ment with the idea that in 22.5 years we will be out of gas? 

Mr. Hatu. Yes, sir. There are two facets of what you have said. 
I recall your statement yesterday about the prospects for Canadian 
gas. 

Mr. Heseiton. Yes. 

Mr. Haww. You will notice this (referring to map) is drawn in a 
broken red line. There has not been one single cubic foot of earth 
broken with respect to this proposed gas pipeline. As a matter of 
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fact, the Ottawa Government of Canada recently turned down re- 
quests for help in financing the line. 

It isa long way off from a re: ulity. It would be folly indeed for this 
Nation to rely upon Canadian sources to supplement its own supplies. 

Mr. Hesevron. If you will permit me to interrupt you, Mr. Hall, 
[am talking now about an American development, and that is a line 
1,300 miles long from Louisiana into the Michigan area 

Mr. Haru. That is what I refer to as the sec ond facet of your state- 
ment, and that illustrates two points. They do undoubtedly have a 
20-year supply of natural gas for that is what the Federal Power 
Commission requires in order for it to get a certificate. However, 
contrary to contributing anything hopeful to this picture, it merely 
re presents another outlet to draw on an accelerated basis on the small 
relative supply of gas that we have. The businessmen which you refer 
to as putting an investment into the new pipeline, their interests are 
adequately covered because these pipelines are amortized in 20 years. 
Their entire investment will be recovered within the period of 20 years 
Beyond that, they do not know what is going to happen, I do not know 
what is going to happen, but the facts as I understand them today tell 
us what will “happen unless something is done about it now. 

Mr. Heserton. That is your answer. Iam sure there are competent 
people in the natural-gas industry who do not have any such pessimis- 
tic attitude. However, they will speak for themselves. 

There is also a new looping project that is to go into effect, $83 mil- 
lion, involving 350 miles of 30-inch line by the "Transcontinental Gas 
Corp. I can only cite that as one example and I could probably give 
you many more of these new developments which seem to me to be 
based upon an optimistic point of view in terms of the future of gas. 
Be that as it may, I want to read something to you. I particularly 
want to read it into the record at this point, having gotten your answer 
to the question. This is from the Oil and Gas Journal of March 14 
and reads as follows: 


NATURAL GAS Is GAINING 


WaASHINGTON.—The stretching arms of natural gas pipelines are gathering in 
more and more of the Nation’s energy market. 

It is natural gas, not oil, that has been largely responsible for the shrinking 
market for coal in recent years, the Bureau of Mines disclosed. 

In terms of the heat provided (in British thermal units), natural gas ac- 
counted for a flat 25 percent of the country’s energy consumption last year. 
That was an increase of 2 percent over 1953 and nearly double the 13 percent re- 
ported for 1945. 


Oil is still the biggest source of energy. It accounted for 41.8 percent of the 
total last year, compared with 40.5 percent in 1953 and with 31.9 percent in 1945. 

The figure showed that gas took nearly two-thirds of the loss of coal from 32.6 
percent in 1953 to 29.3 percent last year. 

Those are facts. You people very properly are concerned with 
your own markets, but the sheer fact is that much of the American 
consuming public has preferred, as I see it, to adopt oil and natural 
gas as the source of their energy. There are some before us advocat- 
ing that we find some way to control the desires of the American con- 
sumers. You refer to that as conservation. I am very familiar with 
the argument of conservation. It has been used before this commit- 
tee many, many times. It has been used in support of the interstate 
oil compact. It has been used in support of various State conserva- 
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tion statutes, but I must say to you very frankly that there is a very 
hollow sound, and always has been, in the protestation of interested 
conservation as against what seems to me to be a perfectly obvious 
natural selfish interest in terms of trying to preserve a market for a 
product or a natural resource that you represent. I do not mean to 
be critical, I merely want to be frank with you and I think many 
other Members of Congress are going to have the same reaction. 

You refer to the direct industrial sales on your chart. You say 
unregulated by either FPC or State commissions. I think it was 
brought out by Mr. Beamer when he questioned you about the Indiana 
State Commission that that does not quite correctly represent the 
situation. The State commission does have jurisdiction. What you 
mean is that it does not exercise it; is that not right? 

Mr. Haut. That is correct. 

Mr. Hesetron. But it does not mean that they are unregulated 
in terms of the power. They have the power? 

Mr. Hatt. That is correct. 

Mr. Hesetron. Your forum, it seems to me, is before the State 
commission, and not before the Congress of the United States. 

I would like very briefly to get at something that was pertinent 
yesterday and is still pertinent. 

Mr. Hay. Would you permit a comment with respect to what you 
have already said, sir? 

Mr. Hessetton. Yes, sir. 

Mr. Haru. With respect to the selfish interest of the coal industry, 
in part that was acknowledged yesterday coupled, however, with a 
sincere belief that the public interest is also vitally affected and I 
wonder in assessing the relative selfish interests involved in this issue 
if our selfish interest is as much as the optimistic gas men that you talk 
about who are indifferent to the actual facts in the case, that there 
are only 22.5 years supply of natural gas left? That is a question, sir, 
not of optimism, but of interest in present profits. It is not our inten- 
tion to attack the profit system, it is our desire for a fair share in it 
that has us here today. In assessing these relative selfish interests, | 
do hope that you will examine again the question of the optimism in 
the gas industry in the light of the actual facts in the case. 

Mr. Hesevton. I recognize that as a very sincere and very able an- 
swer. It, however, gives the opportunity to ask you, or somebody, to 
furnish some information that I think ought to be before the com- 
mittee and ought to be in the record. We have frequently heard 
about these dump sales, or sales below cost, but I do not recall that 
anybody has given any actual instances of those sales as to the amount 
of them, as to the prices, so that we can have them before us, factual 
information. I hope you will find it possible to furnish that to the 
chairman and he in turn can decide whether we will put it in the 
record. 

Mr. Hau. May I read an excerpt from the Oil Daily of April 21, 
which I believe would be yesterday? I have lost track of time while 
appearing before the committee. 

Mr. Hesetron. Along with all the rest of us. 

Mr. Hatt. It is entitled, “Consider Study of Effective Gas Trans- 
portation on California Oil.” It is datelined Los Angeles and says: 


Whether Oil Producers Agency of California will undertake a detailed study 
of the effect of natural gas brought into the State upon California oil producers 
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may be determined at the organization’s May meeting. The large volume of 
natural gas currently imported into this State— 


and, parenthetically, I might say, imported means brought into Cali- 
fornia, but not from foreign sources— 


has received a substantial part of the blame for California’s mounting residual 
fuel oil inventories— 


that has reference to domestic residual fuel oil inventories. 


Richard A. Grant, retiring president of the agency, at the annual meeting last 
week, pointed out that gas imports have created problems for the oil industry 
here, and strongly recommended this study. It should include, he said, an 
examination of public utility company policy as to both prices paid for imported 
and indigeous gas and prices charged various classes of consumers, and also 
future plans for increased gas importation. 

In the warm months of low demand, the surplus gas is sold to industrial 
users and steam electric plants at “dumping” prices with which fuel oil cannot 
compete, Grant said. 


I offer that as evidence that somebody besides the coal industry is 
complaining against a real serious situation. 
(The information referred to is as follows :) 


[From the Oil Daily, Thursday, April 21, 1955] 
CONSIDER Stupy OF EFFECT oF GAS IMPORTATION ON CALIFORNIA OIL 


Los ANGELES, April 20.—Whether Oil Producers Agency of California will 
undertake a detailed study of the effect of natural gas brought into this State 
upon California oil producers may be determined at the organization’s May 
meeting. 

The large volume of natural gas currently imported into this State has re- 
ceived a substantial part of the blame for California’s mounting residual fuel oil 
inventories. 

Richard A. Grant, retiring president of the agency, at the annual meeting last 
week pointed out that gas imports have created problems for the oil industry 
here, and strongly recommended the study. It should include, he said, an exam- 
ination of public utility company policy as to both prices paid for imported and 
indigenous gas and prices charged various classes of consumers, and also future 
plans for increased gas importation. 

Capacity of natural gas pipelines into California today is 1.4 billion cubie 
feet per day, he reminded, with plans already announced to increase that capac- 
ity by an additional 450 million cubic feet per day. 

In the warm months of low demand the surplus gas is sold to industrial users 
and steam electric plants at “dumping” prices with which fuel oil cannot com- 
pete, Grant said. 

The California oil producer, who, Grant pointed out, also is the California gas 
producer, is confronted with the inequity of having to sell his gas to the public 
utility companies a a lower price, on the average, than these same companies pay 
for gas produced outside of California and purchased at the California border. 

“In our opinion,” Grant declared, “There is no justification for this price 
differential.” The utility companies, he added, have as much assurance of the 
delivery of gas produced in California as they have of the gas purchased from 
out-of-State sources, 

“Nevertheless,” he said, “the southern California gas utility companies pay 
ain average of 16 cents per thousand cubic feet for gas purchased from California 
producers, while their cost for gas purchased at the California border is approxi- 
mately 21 cents per thousand cubic feet, which, if permission already applied 
for is granted, will be increased to approximately 24 cents.” 

, More underground storage capacity for natural gas would improve the situa- 
tion, Grant pointed out, since winter peak demand gas could be provided from 
surplus summer gas, and the utility companies would need less additional out-of- 
State gas at constantly increasing costs to the domestic consumer, and there 
would be less interference in the fuel-oil market. 

Thist would strengthen the whole economy of the California oil industry, and 
therefore of the State, he declared. 
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Mr. Heseiton. Will you submit to the committee please, Dr. Ed. 
wards, or you, Mr, Hall, some further illustration scattered through- 
out the country so that we will have something concrete to work from? 

Mr. Hau. I would like very much to submit the whole article in 
order that I may not be charged with having taken something out of 
context or giving it improper emphasis. 

Mr. Heseuron. There is one further point before the coal witnesses 
leave the committee. Yesterday I think I started to ask you, Dr. 
Edwards, a question, and you indicated that you were not here on 
Mr. Harris’ bill, but only on Mr. Staggers’ bill and consequently, we 
did not get any answer. Mr. Campbell testified and he clearly stated 
that if H. R. 4943 were combined with H. R. 4560 then the industry 
would support the combined bill, is that correct ? 

Mr. Hau. Yes. 

Mr. Hesston. He also clearly stated that if they were not com- 
bined, they would oppose Mr. Harris’ bill by itself ? 

Mr. Hauu. Yes, sir. I can answer that for Dr. Edwards. As I 
pointed out yesterday, Dr. Edwards is here on the statistical and 
economics end. If you are satisfied with my answer on that? 

Mr. Hesetron. That was preliminary, because I did want to get in 
the record the rest of it. Is not this position the result of the oper- 
ation of the new section 5 (c) of the act which would permit higher 
field prices or higher artificial prices on pipelines owning produced 
gas equivalent to field price to be passed along to the residential con- 
sumer and not be reflected in the industrial sales? 

Mr. Hatt. I can only answer, sir, without attempting evasion, that 
we have not made a detailed study of the proposed changes in section 
5 inherent in the Harris bill. Our time has been fully occupied in 
preparing our approach to the committee on the Staggers bill. What 
they may have in mind or the effect that section may have does seem 
more appropriate for answer by those who are sponsoring the Hapgis 
bill. It is not an attempt to evade your question, sir, we have no idea 
what the real results of that section would be. 

Mr. Hesevron. If Mr. Harris’ bill were to be passed without Mr, 
Staggers’ bill, would not the pipeline companies on their own pro- 
duced gas under the new section 5 (c) get higher profits representing 
the difference between the field prices and their own costs which profits 
could be used to further reduce the price on industrial sales without 
the Federal Power Commission having anything to say about it? 

Mr. Haut. I do not know, sir. 

Mr. Hesetron. Does not Mr. Harris’ bill, at least in this particular, 
operate further to take boiler fuel sales away from the coal industry 
in favor of gas? 

Mr. Hauu. Does the Congressman have in mind on what basis the 
the assumption is made, how it will operate to take this coal away! 
I do not understand the premise. 

Mr. Hesetton. I thought that was covered by my two preliminary 
questions. 

Mr. Hau. I mean, I do not see the factual situation which would be 
applicable to the question you have in mind. 

Mr. Hesevron. What I am talking about is the eens produced 
gas which is not regulated and if they get higher field prices, would 
that not be passed along to residential consumers and not be reflected 
in industrial sales? 
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Mr. Haut. I guess it is fair to say that in the absence of the Staggers 
bill, and closing the loophole in section 1 for direct sales, that that 
could be the result, but I do remind the Congressman that we have not 
made a study of the Harris bill as such. 

Mr. Hesevron. If the industrial rates can be increased by legislative 
enactment, by commission decree or regulation, then I take it the coal 
industry would be reflecting an interest in the lowering of consumer 
prices, residential ? 

Mr. Hau. The coal industry, I am sure, you understand, has a di- 
vided interest. It has interest in the industrial market, and of course 
it still entertains hope for its domestic markets. I would hesitate 
to attempt to weigh or evaluate which came first. 

Mr. Hesetron. Would you be in a position, without too much 
trouble, to furnish to the committee some statistics on the cost of 
various kinds of coal to industries, to utilities, and to residential users 
in various sections of the country? ‘Take, for instance, the Northeast, 
the Midwest and the Far West and contrast that with the cost of fuel 
oil, natural gas? 

Dr. Epwarps. We will be happy to do that. 

Mr. Hesevron. I do not desire that you go into too long a period, 
but perhaps for 2 or 3 years. 

Dr. Epwarps. We will be happy to do that. 

(The information referred to was later submitted in a letter from 
Dr. Edwards and appears on p. 1143.) 

Mr. Hesevtton. Thank you, Mr. Chairman. 

The Cuatrman. Mr. Harris? 

Mr. Harris. I hesitate to ask any further questions, but there are 
one or two things that I do want to refer to, because Mr. Hall is the 
legal spokesman for the coal people. I will certainly be brief myself 
and I think with brief responses, we can expedite the conclusion of this 
testimony. 

In the first place, you refer to the Staggers bill and the Harris bill 
being compatible. Is it not a fact that under the Phillips case which 
resulted in the introduction of the bills by me and Mr. Hinshaw, the 
producers and gatherers of natural gas, that is, their sales, come under 
the jurisdiction of the Federal Power Commission ? 

Mr. Hat. Yes, sir, it is my understanding. 

Mr. Harris. Are you familiar with the fact that the bill which we 
introduced, Mr. Hinshaw and myself, is for the purpose of exempting 
the sales of the independent producers and gatherers in the field from 
such Federal control ? 

Mr. Hatz. I do, yes, sir. 

Mr. Harris. That being true, is it not a fact that the Staggers bill 
does not propose to change or alter that situation as was interpreted 
by the Phillips case et al? 

Mr. Haru. It would be my reading of the Staggers bill that it treats 
only with the interstate phase of transportation. 

Mr. Harris. And it does not in any way alter or change the juris- 
dictional status of producers and gatherers of natural gas 

Mr. Haru. I believe that is right. 

Mr. Harris. Then the bill that we have introduced, having for its 
purpose to exempt producers and gatherers of natural gas and the bill 
that my colleague, Mr. Staggers, introduced, has for the purpose of 
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keeping them under, then they propose to do the opposite, do they [ 

not? There is a direct conflict in that regard ? th 
Mr. Hat. No, I cannot answer it yes or no because it is not my de 

understanding that the Staggers bill as such proposed the continua- 

tion of the controls over the producers and gathers as such. ta 
Mr. Harris. Show me where it changes. ea 
Mr. Hat. It is my view that it does not affirmatively propose the be 

continuation of it. It is not my view that it contains provisions to 

change it. or 
Mr. Harris. That it leaves it just like it is? th 
Mr. Hau. Does not deal with it. 
Mr. Harris. That is right, and therefore it is left just as it is under el 

the Staggers bill? le 


Mr. Hauw. There is a difference between leaving something as it is 
and affirmatively recommending that it be continued, a considerable 
difference, which I believe we can agree on without much difficulty, 


I am sure. a 
Mr. Harris. Well, I do not see that I could agree with that at all. de 
One is that you exempt them and the other is that you leave them as 
under contro]. Now, I do not think there would be any point in pur- be 
suing that any further. a 
Under the Staggers bill, the bill which you are supporting, you 
refer to the provision of section 6 appearing on page 3. I think it y' 
was read here in the record a moment ago. 
No rate or charge shall be considered just or reasonable which is less than tc 


the cost of said gas, plus the cost of transportation and sale and a fair proportion 
of the fixed charges. 

Now, what is your interpretation of the term “fair proportion”?! t¢ 
What do you mean by that? 

Mr. Hauxi. Mr. Harris, I like your first qualification better when 
you said, “What was my interpretation” because I cannot be certain 01 
what the author of the bill may have specifically had in mind. We 
are limited only to interpreting our views of how we hope that it 
would help our situation and how it affects the public interest. It tt 
would be my interpretation of that section, reasoning from the Cabi- 
net committee’s report, that it would correct a situation—we hope that 
it would correct such a situation—inherent in the excerpt that I just 
read into the record to prevent the dumping of natural gas in periods 
of surplus, whether it be created by demand contracts with take or 
pay provisions in them, or whether it be created by weather condi- ¥ 
tions, no matter what the circumstances are; that the Commission 
in its good judgment would recognize that conservation is not. best 
served by practices complained of by the California Oil Agency, men- 
tioned by us here, and that they would 

Mr. Harris. Pardon me, we have been over that several times and a 





I did not intend to ask you to repeat it again. t 
Mr. Hatt. Yes, sir. \ 
Mr. Harris. I was merely asking what is meant by this language 

and I think from the standpoint of interpretation that it is important. d 

Do you think that it means that each thousand cubic feet of gas, no u 

matter to whom it is sold or for what purpose, should bear the same ; 


percentage of fixed charges, is that what you mean? 
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Mr. Hat. I repeat again, sir; I have no knowledge of its meaning. 
[have only hopes for the section in the bill, and it would be our hope 
that it would correct the situations and the conditions that I have 
described. 

Mr. Harris. Is it intended—I will put it that way, and you cer- 
tainly must have some idea what the intention is—is 1t intended that 
each thousand cubic feet of gas, regardless of to whom it is sold, must 
bear the same percentage of said charges? 

Mr. Hatt. I have no information on the question of intent. I can 
only answer in exactly the same language. It would be our hope 
that it would correct the conditions about which we are concerned. 

Mr. Harris. Well, somebody has to administer this act, should it 
ever become law and I think that it is important that we make a 
legislative history to show what the intent of certain language is. 

Mr. Sraccers. Would the gentleman yield? 

Mr. Harris. I would be glad to have the gentleman advise me. 

Mr. Sraaeers. I think it is exactly like your bill where you added 
a new section to your bill which had nothing to do with the Phillips 
decision in saying reasonable market price. I do not believe we ever 
ascertained that. I think it is the same as this. Your bill went 
beyond the Phillips decision, adding some parts to this and this does 
add some parts. 

Mr.Harrts. I can tell you what I meant and I would like to have 
you tell us what you intend by fair proportion. 

Mr. Sraceers. I never did get it and I sat for several days trying 
to determine how we would arrive at reasonable market prices. 

Mr. Harris. Can you tell the committee what is meant by that? 

Mr. Sracaers. We will apply the same standards that you applied 
to the reasonable market charges. 

Mr. Harris. That is no answer, in my opinion. 

Mr. Straccrrs. We have not so far gotten an answer to this new part 
of your bill. 

Mr. Harris. Does the gentleman mean that each thousand cubic 
feet of gas, regardless of the purpose for which it is used, should bear 
the same fixed percentage charges? 

Mr. Sraccers. Are you asking me? 

Mr. Harris. Yes. 

Mr. Sraacers. I can answer you that the Federal Power Commis- 
sion has set up a reasonable proportion cost and bear a fair proportion 
of the cost and it would be up to them to determine what the cost 
would be, and it refers it to the Power Commission. 

Mr. Harris. Could it be assumed—I should say that it probably 
could mean as it has perhaps in the past, just about what the word 
“fair” in such legislation might mean—that in the light of peak loads, 
the uncertainty of delivery and so forth, any gas which is off peak 
and on an interruptible basis might bear only a small proportion of 
the fixed charges and then still be considered to be fairly priced? 
Would you say that would be a fair assumption ? 

Mr. Hau. Having early disqualified myself as a rate expert, I 
do hesitate to walk where angels fear to tread. However, I will try 
to explain generally how we feel about it. Conversation with the 
Federal Power Commission, some experience with Federal Power 
Commission proceedings, discussions with distributing company rep- 
resentatives and other such excursions into the field of trying to find 
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out about it reveals only one thing and that is that there is a great 
deal of confusion about how costs are assessed by the FPC and | 
would not undertake to say how they should be, but I am confident 
that under the provision of Mr. Stagger’s bill, the Federal Power 
Commission, being the rate expert, which I am not, will be able to 
administer it in a fair way. 

Mr. Harris. Well, you would not disagree with this, that with 
reference to interruptible sales, there must be some condition with 
reference to the cost, must there not? The fact that it is to be inter- 
rupted, that must be taken into consideration in fixing a price, is 
that not true? 

Mr. Haw. But not to the extent that has been the case in the past, 
because I personally believe, and I know others agree, that the service 
concept is not necessarily the right concept with a commodity as 
valuable as natural gas. ‘To speak of it in terms of service, the degrees 
of service, and fixing a price on the basis of service is particularly 
inappropriate to a natural resource, such as natural gas. 

Mr. Harris. I am not asking you about the degree, I am asking 
you if you would agree with me that in determining the price on such 
sales, the fact that they are interruptible must be considered ? 

Mr. Haux. But my answer, sir, is an attempt to illustrate to you 
that my own personal feeling is that gas is such a valuable commodity 
that the service concept is not necessarily the one that should be given 
emphasis. It is a valuable product. The gentlemen along the line 
have said they want it in their area. If it is that valuable, you should 
stop talking in terms of service, but talk in terms of the commodity 
itself and its intrinsic value. 

Mr. Harris. I am sorry, I do not seem to get much help. 

Mr. Sraccers. Will my colleague yield to me? I would suggest 
that we call the two responsible bodies who have been recommended. 
They have time and time again recommended in their language, and 
the Cabinet report has recommended that language and they are the 
men who have made a study. Why do we not bring them up here! 
The Federal Power Commission has recommended time and time 
again, and I will read again the White House report which says that 
the actual cost, plus the fair proportion of fixed charges, and it refers 
to it. Why do we not bring them out here. They are the men who 
have made a study of it, both of them. Do you not think that would 
be fair? 

Mr. Harris. I still do not get much help because what we are trying 
to do is consider language here. Should it become law it would be the 
Congress determining by law what the language is. If we do not 
know what it means, how can we expect an agency to know what it 
means ¢ 

Could it mean a pro rata proportion ? 

Mr. Hau. I do not know what a fair proportion of fixed charges 
is, but Iam sure that the Federal Power Commission does. 

Mr. Straccers. Would the gentleman yield again ? 

Mr. Harris. If you can give me any more help. 

Mr. Sraccers. I suggest this and make it in the form of a motion, 
that we bring up the men from the Cabinet who made these recom- 
mendations and ask them what they meant and let us bring up the 
FPC. 

Mr. Harris. I raise a point of order, Mr. Chairman. 
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Mr. Sraccers. Do you want the information ? 

The CuarrmMan. May the Chair interpose the point that this com- 
mittee is in open session, not in executive session. We can discuss 
that ata later time. No motion isin order at this time. 

Any other questions ? 

Mr. Hese.tron. Will my colleague yield ¢ 

Mr. Harris. I would like to get through. 

Mr. Hesevron. These interruptible contracts, as I understand it, 
with the industrials users and the question that the witness has raised 
as to the emphasis on service, as I understand, you feel that is over- 
emphasized ¢ 

Mr. Haun. Yes, sir, I do. 

Mr. Heseuron. But you would not like to leave in the record, would 
you, the impression that this type of interruptible contract is not of 

value both to the industry, I mean the gas industry and the utilities, 
or the industries that use it ? 

Mr. Hay. It depends on whose ox is being gored. The interrupt- 
ible contract constitutes one of the principal sources of trouble for 
the coal industry. It has the effect of relegating coal to a standby 
status during the summer months and then we are expected to put 
the men back to work in the mines and service that industry that has 
taken us on a part- ger basis. 

Mr. Hesevron. I understand that, but I think you will recognize, 
in all fairness, that while I hope I have a sincere interest in the coal 
industry, and all other natural resources, after all, I do come from 
an area which uses these contracts to a great extent. They have been 
deemed to be advantageous to those industries. The net result has 
been that where those industries are engaged in furnishing services 
or goods, they are able to supply consumers all over the country with 
products at reasonable prices, so there is another side to the coin, Mr. 
Hall. You can place yourself i in a position of not as an advocate for 
the coal industry, but as you have stated here, as a very sincere pa- 
triotie citizen. There is an element of value in these Aoveatniet <a 
contracts, is there not ¢ 

Mr. Hatt. I respectfully disagree in part, for the reason that the 
situation that creates the so-called necessity for interruptible con- 
tracts is the taking of too much gas to begin with, and then it has to 
be interrupted during the summer and unloaded on the coal industry 
that stands by and is elbowed off the track. But, of course, the 
pipeline has its own protected market into that area. It is not neces- 
sarily in the public interest to overbuy gas and then be unable to sell 
it because of the weather or seasonal lows. 

Mr. Harris. Of course, everybody knows you have to have a peak 
load of gas and if you can you should buy it. 

Mr. Hatz. You cannot do away with the practice entirely, but our 
problem is one of degree. 

Mr. Harris. Is it not a fact that under the yresent procedure of 
the Federal Power Commission, the Gaedinon 1as in the Panhandle 
‘astern case, as I understand, 50 percent of the constant cost to the 
volumentic function of all of the gas carried through the line and 
all will share in the proportion of such cost. That is the present 
procedure, is it not ? 

Mr. Haru. Yes, and it is also my understanding, I believe and I 
could be wrong on this, that that allocation of cost feature is being 
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attacked either by the Northern Natural Co. or Panhandle itself at the 
et time. In short, it is their desire to return to the Canadian 
iver method of allocation of costs. 

Mr. Harris. But under the present decisions and policies the cus- 
tomers are interrupted and taken off the line during peak periods and 
they share in at least half the constant costs. That is true, is it not? 

Mr. Hatz. If that is your statement, sir, I would accept it because 
I have disqualified myself as a rate expert. 

Mr. Harris. That is in opinion FPC 269, Panhandle Eastern Pipe- 
line Co., where the Commission explained at pages 89 and 90. I will 
give you the reference so you can look it up. 

Now, this whole dumping question, I believe, is one that seems to 
have catapulted over the house. You made the statement a moment 
ago that only about 20 percent of the sales in interstate commerce was 
unregulated. You put it the other way, you said 80 percent of sales 
in interstate commerce are jurisdictional sales ? 

Mr. Haiti. We have incomplete figures on that and it is a rough 
guess because of the difficulty of getting the information. Very few 
of the State commissions have any information on what unregulated 
gas is distributed in their State. The Federal Power Commission 
is woefully short on that information and therefore it is difficult to 
get. Inthe sampling of 28 companies, I think we found it approached 
15 percent. How accurate that would be as an index of the Nation’s 
volume, we do not know. 

Mr. Harris. Well, 15 percent or 20 percent? 

Mr. Hau. Yes, sir. 

Mr. Harris. In fact, is a very small percentage of the total in view 
of the fact that a volume must be maintained in order to meet the peak- 
load demand? 

Mr. Hat. Yes, sir, that is why we feel the impact of section 1 of 
the Staggers bill is not as fearful as some would say, because of the 
small] proportion of gas to the total transmitted in interstate commerce. 

Mr. Harris. I do not want to say that you led with your chin, but 
it goes equally well that that is precisely the reason why that situa- 
tion should not prevail? 

Mr. Hau. But the point that I wish to go on to make, was that 
however insignificant that may be to the total send of the gas indus- 
try, it is of vital importance to coal for every plant they take away 
from coal, well—yon know the consequences, I will not unduly dram- 
atize it. 

Mr. Harrts. I certainly appreciate that, but I do not believe you 
would say in the interest of one automobile company that the Fed- 
eral Government should say to the people that they have to use an- 
other type of automobile? 

Mr. Haru. It means 20 million tons or more of coal to us, and that 
is important. 

Mr. Harris. I appreciate that very much. Just one other thing. 
You have a lot to say about conservation. Now this Nation and this 
Congress has long since considered the conservation and insofar as 
even the Constitution of the United States is concerned, it is a matter 
for the States, is it not? 

Mr. Hat. No, sir. Let me qualify that. Physical conservation, 
certainly. 

Mr. Harris. That is what I am talking about. 
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Mr. Hauu. We are talking about economic conservation. 

Mr. Harris. They both go hand-in-hand. 

Mr. Hatz. They both go hand-in-hand, but the States are power- 
less in the “economic” conservation of interstate gas; that is why the 
Federal Power Commission exercises now such “economic” conserva- 
tion as it can. 

Mr. Harris. Conservation then, of course, has two meanings; you 
have placed an interpretation on it to mean that it should be held in 
abeyance for certain particular uses. Now, the people in the produc- 
ing areas feel that the matter of conservation has little different 
interpretation. In fact, you know the administration of all the con- 
servation laws to be, one, the preservation of waste, and two, the 
fullest utilization of that resource. Would you agree with that, or 
not ? 

Mr. Hau. Yes, sir, and it is a highly commendable function, but 
if the State of Texas or Arkansas, or any State is powerless to reach 
the economic conservation phase after natural gas has been introduced 
into the interstate transmission line, then both State and Federal con- 
servation is required to protect the public interest. By analogy, the 
argument that States have the prime conservation duty could be ap- 
plied to our other natural resources. But it is not so, the Federal 
Government takes over where State lines are crossed, and why not 
here? 

Mr. Harris. Well, you do say that the States have done a good job 
in conservation laws and the administration of those laws with refer- 
ence to the physical properties ? 

Mr. Hatu. The “physical,” yes. They are powerless to reach the 
economic interstate aspect. 

Mr. Harris. And they have done a great job in preventing the 
waste of this great resource and other resources, have they not? 

Mr. Hauu. I think they have. 

Mr. Harris. That is all, Mr. Chairman. Thank you very much. 

The Cuarrman. Mr. Hall, we appreciate your patience with the 
committee and your appearance here. 

Mr. Haun. Thank you, Mr. Chairman. 

The Cuatrrman. You may be excused at this time, Mr. Hall. 

Mr. Hatxu. Thank you, gentlemen. 

(In answer to requests for additional information, the following 
material was submitted for the record :) 


NATIONAL CoAL ASSOCIATION, 
Washington 5, D. C., May 3, 1955. 


Subject: Respone To Requests For Additional Information Re Testimony On 
Staggers Bill—H. R. 4943. 


Mr. Evron J. LAYTON, 
Clerk, House Interstate and Foreign Commerce Committee, 
House of Representatives, Washington, D. C. 


Dear Mr. Layton: This letter is in response to the requests of Congressman 
Martin Dies and Congressman John W. Heselton for supplementary material 
to be furnished the House Interstate and Foreign Commerce Committee re- 
H. R. 4943. The requests are set out below and followed by our response which, 
in most cases, entailed the assembly of tabular material which is attached. 

Item 1.,—Congressman Dies: “* * * do you know to what extent coal is used 
how for the manufacture of gas?” (Tr. 2556.) 

Response: Table 1 attached shows the comparative quantities and costs of 
coal and other fuels purchased and used by utilities in the nroduction of manu- 





1144 NATURAL GAS 


factured gas. Bituminous coal was used to the extent of 3.6 million tons in 
1953, anthracite 132 thousand tons, and coke 702 thousand tons. 

Item 2.—Congressman Dies: “* * * could you also supply us with the infor- 
mation of the cost today of manufacturing gas from coal? Some of the typical 
examples in communities where they still use it. I would like to have the in- 
formation of the cost of manufactured gas as compared with the cost of natural 
gas.” (Tr. 2557.) 

Response: It is difficult to provide specific figures on the cost of manufac- 
turing gas from coal, a complicating factor being the credits for the byproducts 
produced and the use of other fuels, oil or natural gas, to raise the B. t. u. value. 

To provide approximate comparisons, table 2 attached sets out the average 
revenues per million B. t. u.’s for manufacturing and natural gas as delivered 
to consumers in six States located in different regions of the United States. 
It will be noted that the revenues per million B. t. u.’s for manufactured gas 
range from $1.06 to $1.85 on industrial sales and from $1.69 to $2.79 on resi- 
dential gas, depending on locality, average volume of consumption and other 
factors. In contrast, natural gas sells for industrial purposes at prices ranging 
from an average of 28 cents in Iowa to $1.50 in Massachusetts. The range 
on natural gas for residential purposes is some 80 cents to $2.50. While natural 
gas is the cheaper fuel, the sales price for manufactured gas in some States 
is less than that at which natural gas may sell in other States. Also, the price 
spread between States for natural gas is often wider than between manufactured 
gas and natural gas in the same State. 

These figures serve to illustrate the difficult problem of making specific com- 
parisons between the cost of manufactured gas and natural gas. 

Item 3.—Congressman Dies: “* * * I want to know at what point manufac- 
tured gas would be competitive with natural gas. In other words, how much 
would you have to get for manufactured gas, charges to the consumer, to be on 
a competitive basis with natural gas. I think that would be a helpful figure, 
if you could work it out, based on such information as you have now.” 
(Tr. 2558) 

Response: While attempts to answer this question must be speculative, some 
conclusions may be drawn from table 2 attached. The figures here indicate 
that where the consumption is a long distance from natural gas sources, the 
spread may be comparatively narrow between manufactured and natural gas 
costs to the consumer. In Massachusetts the range between manufactured and 
natural gas is but 10 to 20 percent on a State-wide basis. On the other hand, in 
States close to gas fields, such as Iowa, the manufactured gas may now be 
several times as costly as natural gas. These State-wide revenne figures, of 
course, do not reflect the extent to which domestic heating loads may be present. 
If natural gas is widely used for heating purposes, which reduces the average 
price, but the manufactured gas is primarily used for cooking and water heat- 
ing only, the differences are exaggerated. 

In further response to the above question, the committee’s attention is di- 
rected to an article by Mr. Hall M. Henry in the monthly publication Gas of 
April 1955 (p. 71, 76) wherein reference is made to the estimates that through 
research pipeline gas from coal may ultimately be produced at a cost of 45 to 55 
cents per million B. t. u. This achievement, however, cannot be realized until 
a great deal more research is done and the necessary funds for development 
made available. These figures are based on a report prepared by Joseph Purs- 
glove, Jr., vice president of research and development, Pittsburgh Consolidation 
Coal Co., and referred to by Mr. Henry. With existing technology, and before 
byproduct credits, the projected cost of high B. t. u. gas from coal is placed at 
80 to 90 cents per million B. t. u. 

Sales for resale of natural gas in many of the larger consuming States in the 
Great Lakes and Eastern regions now range between 30 and 40 cents per mil- 
lion B. t. u. 

Item 4.—Congressman Heselton: “* * * We have frequently heard about these 
dump sales, or sales below cost, but I do not recall that anybody has given any ac- 
tual instances of those sales as to the amount of them, as to the prices, so that we 
can have them before us, factual information. I hope you will find it possible 
to furnish that to the Chairman and he in turn can decide whether we will put 
itinthe record. (Tr. 2609) 

“* * * Will you submit to the committee some further illustration scattered 
throughout the country so that we will have something concrete to work from?” 
(Tr. 2613) 





NATURAL GAS 1145 


Response : Table 3 attached lists a number of large volume interruptible direct 
pipeline sales of natural gas which range from 10,000 to 400,000 or more tons in 
coal equivalent. While all the specific uses to which this natural gas is put in 
the various plants here listed are not known, such large volume interruptible sales 
appear to have the characteristics of an inferior use of the fuel. Sales by dis- 
tribution utilities to ultimate consumers are omitted as they are not available, 
except where made to steam-electric plants. These latter sales are set out in 
an accompanying document entitled “Steam-HDlectric Plant Fuel Consumption 
and Costs, 1953” which is discussed under Item 5 below. 

Item 5.-—Congressman Heselton : “Would you be in a position, without too much 
trouble, to furnish to the committee some statistics on the cost of various kinds 
of coal to industries, to utilities, and to residential users in various sections of 
the country? Take for instance, the Northeast, the Midwest and the Far West, 
and contrast them with the cost of fuel oil, natural gas? 

“I do not desire that you go into too long a period, but perhaps 2 or 3 years.” 
(Tr. 2616) 

Response: Tables 4 and 5 attached provide figures on residential prices for 
heating fuels by cities. ‘The data are taken directly from the Bureau of Labor 
Statistics releases, “Retail Prices of Fuels.” Regional comparisons of prices 
paid for natural gas—residential, commercial, industrial, interruptible direct line 
sales, and electric utility boiler fuel—appear in my testimony and hence are 
already in the record. ‘The pertinent table is entitled “Value Per Mcf of Natural 
Gas to Consumer by Region and Total United States, 1953.” 

Following this table, my testimony provided comparative figures on the aver- 
age revenues per thousand cubic feet paid by distribution gas utilities in certain 
regions. The figures approximated 35 cents per thousand cubic feet in the Middle 
Atlantie territory ; 31-39 cents in the East North Central region; 15-36 cents in 
the West North Central region; and from 37-52 cents in the South Atlantic 
region. These figures were on a sampling basis and cover $143 million of sales 
for resale. 

The data above described represents the available information by cities and 
regions. We are also enclosing a document entitled “Steam-Electric Plant Fuel 
Consumption and Costs, 1953” which provides complete fuel information for 804 
steam-electric stations identified by state, city and plant. These figures have al- 
ready been summarized by regions as to gas consumption in column 6 of the 
table appearing on page 18 of my original filed statement. This table was en- 
titled “Value Per Mcf of Natural Gas to Consumer by Region and Total United 
States, 1953.” The figures for all fuels—coal, oil, and gas—are summarized by 
States and regions on pages 25-27 of the above described steam-electric plant 
study (attached). 

Of the 804 steam-electric plants listed in this attached study, those consuming 
natural gas in the Middle Atlantic, East North Central, West North Central and 
other coal competitive regions of the United States may be generally charac- 
terized, we believe, as using ‘“dumped”’ gas. 

Request was made for comparative costs of the various fuels—coal, oil, and 
natural gas—for 2 or 3 years in the several regions. We are enclosing the steam- 
electric plant studies for 1951 and 1952, these being the most complete regional 
data available to us. While this information is quite voluminous, and probably 
beyond what the committee may desire to incorporate in the record, it is offered 
to the committee for its use and reference. 

It is understood that the response to the above questions was desired promptly 
for incorporation in the record. The foregoing represents such information as 
could be assembled in the time available. 

Respectfully submitted. 

Forp K. EDWARDS, 
Director, Department of Coal Economics. 


(Nore.—The tables referred to follow. The steam-electric plant studies have 
been placed in the committee files.) 
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TABLE 1.—Fuels purchased, recovered and used by utilities in production of 
manufactured gas, by type of fuel, United States, 1953 * 


Total solid fuels: 
Purchased (tons) 4,038,000 
CSG sO yO heck scree bl cbates ee baa ot ere teeta $45,681,000 
Average per ton $11.30 
Used (tons) 4,424,000 
Bituminous coal: 
Purchased (tons) 3,514,000 
EE LEELA NODE DEL LER CORE TREE BEY Ria LE $38,010,000 
Average per ton $10.80 
Used (tons) 3,590,000 
Anthracite: 
Purchased (tons) 
Cost of Purchases $1,697,000 
Average per ton $10.30 
Used (tons) 132,000 
Coke: ? 
I 5 I actin titi tanaidemendliniamaid Eth shen aeeintdod in dane bootie eee 359,000 
Cost of Purchases $5,974,000 
BUGGED DOT TS cad ncnsntiicaslas$ dna tbiwibenkieed~neyeraamiod $16.60 
Recovered (tons) 2,787,000 
Sold (tons) 2,117,000 
Used (tons) 702,000 
Oil: 
Purchased (gallons) 381,000,000 
i agit ania vacehevtachn tad aecessmitbesencemeinsinnieaais encs reste edie $22,256,000 
I Te IR LIONS a sacsncees ss eniegscniomdanctbite eens nate’ inate eemandtie ae 
Used (gallons) 375,000,000 
Tar: 
Recovered (gallons) 91,000,000 
Sold (gallons) 71,000,000 
Used (gallons) 20,000,000 
2 Solid fuels in thousands of tons; liquid fuels in millions of gallons. 
: aneeees small amounts of petroleum briquets and lampblack briquets and petroleum 
OK le 


Source: American Gas Association, Gas Facts, 1953, p. 53. 


TABLE 2.—Sales by gas utilities and prices of manufactured and natural gas, 
1958, United States 


SALES (MILLIONS OF THERMS !) 


Residential Commercial Industria] 
| 


Manufac- 


Manufac- + ; 
tured Natural 


tured 


Manufac- 
tured 


(1) (2) (4) (5) (6) 


Natural Natura] 


. Massachusetts 74. 
: 197. 
. Indiana__- : 
. South Carolina f 


32. 


| 
| 


REVENUE PER MILLION B. T. 


| 
. Massachusetts a . $2. 43 
. New York...--- ON ‘ 2. 3: - 2.02 
9. Indiana : . 6  % 1. 46 
10. South Carolina . 67 . 83 | 2.14 | 
11. Iowa . 57 | . 80 1.91 | 
12. Oregon ee ee ee 8 et 5 








1 Therm=100,000 British thermal units (B. t. u.). 
2B. t. u. means British thermal units. A million B. t. u.’s is the approximate equivalent of 1,000 cubic 


feet (M c. f.) of natural gas. 
Source: American Gas Association, Gas Facts, 1953, pp. 112, 113, 134, 135, 
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TasLE 3.—Eaamples of direct pipeline sales of natural gas (interruptible sales 





0 
f of natural gas) 
8.000) 1953 sales 1953 rev- 
1 Pipeline company, State, and customer Delivery point (coalequiv-} enue per 
000 alent) Mc. f. 
11.30 ; 
1.000 (1) (2) (3) (4) 
1 O00 Southern Natural Gas Co.: 
000 Alabama: Tons 
y Alabama Power- --- | Gadsden __ 400, 179 
0.80 Lehigh Post Cement__-_. Birmingham. 93, 619 | 
On Lone Star Cement | Spocari 50, 693 
, Do Tarrant. 84, 436 | 
National Cement | Ragland --_- 92, 524 
», 000 Tennessee Coal & Iron Division, United | Birmingham -. 498, 786 
O00 States Steel Corp. 
pe Universal Atlas Cement _-- | Leads 88, 133 
0.30 Northern Indiana Publie Service Co.: 
000 Indiana: Chicago Dist. Elec. Gen_.._. Hammond._. 67, 349 | 
Northern Natural Gas Co.: 
; Nebraska: 
,000 Ash Grove Lime & Portland Cement- Louisville_ 93, 071 
000 Nebraska Public Power-__-- Bellevue --__- 214, 575 
6.60 Iowa: Corn Belt Power Cooperative__ Humbolt_._- 81, 049 
* Minnesota: | 
{000 Interstate Power Fox Lake, Martin County - 58, 096 
000 Geo. A. Hormel . Austin__ 68, 404 | 
om Waldorf Paper Products St. Paul_.... 81, 025 
’ Mississippi River Fuel Corp.: 
Missouri: | 
000 Mississippi Lime_ _. Ste. Genevieve_- 225, 544 
0m Missouri Portland Cement St. Louis 137, 109 | 
es Union Electric Company of Missouri- .do 71, 432 
D8 Nlinois: | 
Onn Alton Boxboard. . Federal. 82, 424 
| Aluminum Company of America___- St. Louis 188, 033 | 
Granite City Steel_- Granite City 137, 117 | 
000 Illinois Power J Wood River 257, 210 | 
000 Union Electric Power__----- Venice. ._- 382, 594 | 
a East Tennessee Natural Gas Co.: 
000 Tennessee: Atomic Energy Commission... _- Oak Ridge. 144, 608 | 


Pum 





Cities Service Gas Co.: 
Kansas: 
Ash Grove Lime & Portland Cement 
Boeing Airplane - ; 
Empire District Electric_- 
The Kansas Power & Light__- vies 


The Monarch Cement 
Missouri: 
Ash Grove Lime & Portland Cement_- 
Missouri Public Service_____- 
Nebraska: Idea] Cement-__..__--.---._--- 
Texas Gas Transmission Corp: 
Tennessee: 
Montana-Dakota Utilities Co.: 
South Dakota: State cement plant 
Transcontinenta] Gas Pipeline Co 
South Carolina: Duke Power Co 


? Emporia, 
| Leavenworth (cities), | 


Tennessee Valley Authority... .-.----} 


gS ees ee 
I ee 3 


Cherokee 
Lawrence, 


Shawnee Co. 


BE inciponicnakbaeeen) 


Greene 


..| Sedalia (city) 
po 


| Memphis 
| Rapid City 


| Lee Plant, Williamston - 





80, 
26, 
308, 
302, 
69, 
14, 
50, 
68, 
220, 
46, 


211, 


708 
634 
646 | 
016 


800 | 


190 | 
025 | 


528 


164 | 


894 


098 


Source: Federal Power Commission, annual] reports, Form No. 2 filed with FPC for 1953. 


61557—55—pt. 2——14 
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TaBLe 4.—Net monthly bills for specified amounts of gas, by city—February 1955 
MANUFACTURED GAS 


Residential | Net monthly bills for— 
space heating 

(per million 

B, t. u.) 10 therms | 25 therms 





Boston = il eee ee : bone | $7. 65 
INOW Ores RUGS BLE Sood. cc ncnccccun ib ind tein acetic > 5. 86 
Peee, Opet cued. k62ccei cant needtandataadaie aia 3. 5. 
RE EE a ae eae Je 3. 6. 


EL eae 2 oe niet ackiias are halen ‘ | 7. 


*” 


NEN E Pe 


Atlanta 
Baltimore _- 
Cincinnati 
Cleveland..------ 
Detroit 
Houston a 
Kansas City__.----- 
Los Angeles 
Minneapolis 
New York: 

Code 4! 

Code 5-. 

Code 6 

Code 12 
Pittsburgh 
St. Louis we 
San Francisco-- 
Washington 


Chicago 
Philadelphia 


! Bureau of Labor Statistics code designation for reporting utility companies. 
2? Revised bill for January based on new rates, $0.699. 

3 Revised bill for January based on new rates, $2.23. 

¢ Revised bill for December, $3.08. 

5 Revised bill for December, $6.71. 

® Revised bill for December and January, $0.459. 


Source: Bureau of Labor Statistics, Retail Prices of Fuels and Electricity, February 1955. 


TABLE 5.—Average retail prices of residential heating fuels (except gas), by city 


{Coal prices per net ton; fuel oil prices per 100 gallons] 


City and kind of fuel vores | “aneee Fapeuery 


Atlanta: 
Bituminous coal, Eastern high volatile: | 
Lump : . ; $16. 89 $16. 89 | 
Stoker __ ae note . knee ‘ 16. 63 16. 63 
Baltimore: 
Anthracite, Pennsylvania: 
Stove- ea ‘ ‘7 ‘ 21. 34 
Buckwheat No. 1 . paaie . . 60 
Bituminous coal, Eastern high volatile: Egg-- : 13. 52 
Petroleum fuel: Fuel oil No. 2-_- ‘ . 02 
Boston: 
Anthracite, Pennsylvania: 
Stove. : ‘a dtiahssleatin . : . 27.76 
Buckwheat No. 1. ; ie > ‘ 21.11 
Petroleum fuel: | 
Range oil a pale sel ‘tietdi .10 
Fuel oil No. 2_-- ; iste : a gees . 00 
Chicago: 
Bituminous coal: 
Low and medium volatile: 
Lump..-. 
Run of mine a aininerads 
Eastern high volatile: Stoker- -- 
Western high volatile: Egg 
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TaBLE 5.—Average retail prices of residential heating fuels (except gas), by 
city—Continued 


} | 
February January February 
1951 


City and kind of fuel 


Chicago—Continued. 
Petroleum fuel: 
MONO Ue o26~22<-2856-- . abbb dew angled del $15. 65 
I le Bak nas 05 sonemnae ee) bce -neyhdimenee sys bie cal 15.30 | 
Fuel oil No. 2_..--- ne eB BALES 1 z 14. 38 | 
Cincinnati: Bituminous coal: 
Low and medium volatile: Lump- - -- Sitges sa 18. 04 | 
Eastern high volatile: Stoker 45 pth aks Ji5 15. 54 
Cleveland: Bituminous coal: 
Low and medium volatile: Lump 20. 21 
Fastern high volatile: 
Lump. ...- aes ; : 18. : 
L ‘ 14. 16 


Bituminous coal: 
Low and medium volatile: 
Stove ii 
Nut 
Eastern high volatile: 
Egg__- 
Stoker 
Petroleum fuel: Fuel oil No. 2 
Kansas City: 
Bituminous coal: 
Low and medium volatile: Lump 
Western high volatile: Stoker 
Petroleum fuel: Fuel oil No. 1- 
Minneapolis: 
Bituminous coal: 
Low and medium volatile: 


Western high vols stile: Stoker 
Petroleum fuel: Fuel oil No. 2 
New York: 
Anthracite, Pennsylvania: 
Stove _- vdebotediin 
Pea_.- aeace 
Buckwheat No. 1____- 
Petroleum fuel: Fuel oil No. 2- 
Philadelphia: 
Anthracite, Senay ivenie: 
Chestnut : 
Buckwheat No. 1- 
Petroleum fuel: 
Fuel oil No. 1... 
Fuel oil No. 2 
Pittsburgh: 
Bituroinous coal, Eastern high volatile: 
Nut ; Semen ina ' 
eh Git SL Oe Se |! 
Portland, Oreg.: 
Bituminous coal, Western high volatile: 
Lump ae 
Stoker 
i? etroleum fuel: Fuel oil No. 200 
ouis: 
wt ae ~ toy coal, low and medium volatile: 
gz ase ee 
Stove. dena 
Western high volatile: Stoker 
Petroleum fuel: 
Range oil 
Fuel oil No. 2.-.__- 
Scranton, Anthracite, Pa.: 
Chestnut Wasa was : . 
Pea CIT ya eee’ Loe Jk: “ 14. 75 | 
_ Buekwheat No. 1 peiaces Sonn Symes 13. 40 
Seattle 
Bituminous coal, Western high volatile: 
RAM es 3 ntsc oks oie e deel oases. 2. 34 
Stoker. a atiieiieid i sie iets 18. 98 
_ Petroleum fuel: Fuel oil No. 200_.-.------ : 15. 55 
Washington: 
Anthracite, Pa.: 
Chestnut. ~ ial cat as a itatnin ntal  aiattilla te 25.19 25. 
Buckwheat No. 1. ; ns 18. 93 18. 93 
Petroleum fuel: Fuel oil No. 2__-- fetsoac , a 14.48 14. 48 


otesilnca ET i kN > 
Source: Bureau of Labor Statistics, Retail Prices of Fuels and Electricity, February 1955. 
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The CuHarrman. Next we have the gentleman from Florida, Mr, 
Bennett. 


STATEMENT OF HON. CHARLES E. BENNETT, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF FLORIDA 


Mr. Bennerr. Mr. Chairman, I will not take more than 2 minutes, 

I appreciate very much this committee allowing me to appear before 
you. As you know, I represent a very vital and rapidly growing part 
of the United States, and in fact, it is the most rapidly growing section 
of the United States. We feel that it would be beneficial to pass H. R. 
4560. Insofar as I can find out from my constituents I have never had 
a negative expression and all the interest in my area is in favor of this, 
We are potential consumers. We do not see any reason why States 
which obtain natural gas by pipelines before it was indicated that the 
Federal Government might enter the field, should have a permanent 
advantage over other States which have not yet obtained natural gas, 

Instead of occupying all your time and going into detail, I would 
like to submit a prepared statement and ask that I be allowed to 
extend my remarks. I would like to ask permission also to have intro- 
duced in the record as well, a letter from Hon. Haydon Burns, who is 
mayor of Jacksonville and also president of the Florida League of 
Municipalities. 

The Cuarrman. Your statement will be included in the record at 
this point, Mr. Bennett. 

(The statement referred to follows :) 


STATEMENT OF CONGRESSMAN CHARLES E. BENNETT, MEMBER OF CONGRESS 


Mr. Chairman, I deeply appreciate this opportunity to testify in behalf of 
legislation to eliminate unnecessary Federal control over the producers and 
gatherers of natural gas. I urge your committee to enact H. R. 4560 or some 
other legislation which will accomplish this objective. My chief reason for taking 
this position is that I believe it is unnecessary to have Federal control of these 
producers and gatherers and I believe that if such Federal control is exercised 
it will be a deterrent against the production of this very much needed power and 
heat facility. As the Member of Congress from Jacksonville, Fla., an industrial 
center, I am very anxious to see this city obtain natural gas at the earliest possible 
moment in order to assist in its economic growth and its industrial expansion. 
I believe that unless something like H. R. 4560 is enacted, we will not have a 
good chance to obtain this power and fuel facility. I see no reason why States 
which obtained this facility by pipelines before it was indicated that the Federal 
Government might enter the field should have a permanent advantage over other 
States which have not yet obtained natural gas. In view of these and other 
cogent reasons, I strongly urge the enactment of H. R. 4560 or some other legisla- 
tion which will relieve this hazardous industry from the heavy and deterring hand 
of Federal control, a control which has never been thought necessary by Congress 
and which is only now threatened because of the technical results of a judicial 
decision. 

The business of producing natural gas is highly competitive and requires the 
assumption of large financial risks. It is not a monopoly and does not have the 
advantages of a sheltered market. Continued regulation would soon result in a 
short supply of gas with the necessarily attendant higher prices. It is my opinion 
that the producer’s price will remain reasonable if left to the interplay of the 
forces of supply and demand in a free market. The best assurance of reasonable 
prices in a nonmonopolistic industry is competition. And this has been demon- 
strated by the price record of gas produced under the free-enterprise system 
during the last 17 years. 

The public interest requires an adequate supply of natural gas at continuing 
reasonable prices. This would be accomplished by the enactment of H. R. 4560 
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The amendments to the Natural Gas Act proposed by sections 2 and 3 of this 
bill would supplement the law of supply and demand and would assure the 
consumers of ample price protection. At the same time the producers’ incentive 
to explore and develop would not be stifled by direct regulation—a factor which 
is of vital importance to the best future interest of all consumers. Thus the 
two interests of the consumer—assurance of continuing adequate reserves and 
reasonable prices—would be protected, and the producer would be unencum- 
bered by the redtape of unnecessary bureaucratic regulation. And most im- 
portant—the free-enterprise system, traditional to the American way, would be 
preserved. 

At this point I ask permission to have inserted in the record a letter and 
a statement by Hon. Haydon Burns, mayor of Jacksonville and the president of 
the Florida League of Municipalities. He submits this statement in both 
capacities. 

The CHairmMan. The letter and statement of Mayor Burns of Jack- 
sonville, Fla., will also be made a part of the record. 

(The information referred to is as follows :) 


OFFICE OF THE MAyOr, 
Jacksonville, Fla., March 11, 1955. 
Hon. CHARLES BENNETT, 
Member of Congress, Washington, D. C. 

Dear CHARLIE: Both as the mayor of Jacksonville and as president of the 
Fiorida League of Municipalities I am very much concerned with the Supreme 
Court decision in the Phillips case which, unless corrected by congressional 
action such as that in the Harris bill, H. R. 4560, will certainly be a deterrent 
in the efforts of the cities of this State to obtain natural gas. 

Iam forwarding herewith a statement which I will appreciate your personally 
presenting in my behalf at the hearings on this bill. I am aware of your interest 
in this legislation and wish to express my appreciation for the helpful support 
that you have already given in this matter, which is of such grave importance to 
our city and to other cities throughout Florida. 

With my kindest personal regards, I am 

Sincerely yours, 
Haypon, Mayor-Commissioner. 


STATEMENT OF HAYDON BURNS, THE MAYOR OF JACKSONVILLE, FLA. 


My name is Haydon Burns, and I am the mayor of Jacksonville, Fla., which 
office I have held for the past 6 years. 

In my city and in my State we want and need an adequate supply of natural 
gas for industrial and home uses. Until the summer of 1954, when the Supreme 
Court of the United States handed down its decision in the Phillips case, we had 
high hopes that our needs would be met. Now, however, since the producers 
and gatherers of natural gas have been put under Federal control we greatly fear 
that the needed gas will not be available to us unless the Congress of the United 
States amends the Natural Gas Act so as to relieve gas producers and gatherers 
from Federal regulation. 

The purpose of this statement is to urge such amendment of the National Gas 
Act. 

During the past several years the competing producers of natural gas have 
developed large reserves of that fuel. Even though their costs are high, these 
producers have carried on their hazardous search for new sources of supply 
because it was believed that they could compete in a free market and receive a 
fair arms-length return on their investments. By reason of the reserves de- 
veloped by the producers, pipeline companies have built long transmission lines 
to bring to nonproducing States the benefits of natural gas, and it was anticipated 
that this healthly condition would continue. 

Now, however, the producer and gatherer of natural gas finds himself regulated 
by the Federal Power Commission as if he were a utility as to any gas that he 
sells in interstate commerce, even though, being competitive, he has none of the 
earmarks of a utility. Although the field price that he now receives for his gas 
is only a small percent of the consumers’ burner tip price, the producer now 
has no assurance that, in a regulated market, he will receive a return sufficient 
to justify the hazards of his undertaking. It is my belief that continued ade- 
quate supplies of gas can only be produced by energetic exploration and develop- 
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ment by gas and oil producers and that this can come about only through the 
assurance to them that they will be able to sell in a free market so as to obtain 
a fair return sufficient to justify the risks they take. It is my belief that the 
present Federal control of the producer and gatherer of natural gas can result 
only in the reduction of exploratory efforts and ultimately, if not immediately, 
in smaller volumes of natural gas and other petroleum products, with resulting 
higher unit costs and higher prices. 

Another phase of the question that disturbs me as a mayor and citizen in a 
consuming State is the effect that Federal regulation of the produc er and 
gatherer of gas will have on the volume of already discovered gas that is made 
available by the producer and gatherer for interstate shipment. If he can sell 
locally on a free and competitive market and receive a fair return on his invest- 
ment, the producer is not likely to sell in an interstate regulated market where 
he cannot be sure what his sales price and return will be. We all know that the 
gas-producing States now consume locally a big percentage of the gas they 
produce. We also all know that an adequate gas supply is a powerful incentive 
to industry, and that local markets are increasing in gas-producing States. I, 
for one, do not want a regulatory barrier set up by the Federal Government 
that will make the local market more attractive than the interstate market, and 
that will deprive my State and other consuming States of the benefits of natural 
gas. 

Such a present barrier can be removed by proper amendment of the Natural 
Gas Act, and I urge that such amendatory step be taken. It is my opinion that 
an amendment following the suggestions as to natural gas contained in the 
report of the President’s Advisory Committee on Energy Supplies and Resources 
Policy, which report was released on February 26, 1955, would best serve the 
interests of the consumers, producers, and the general public. 


Mr. Heseuron. Did you say he is president of the League of 
Municipalities? 

Mr. Bennerr. The statement which I requested be inserted in the 
record is from the president of the Florida League of Municipalities. 

Mr. Hesetron. Florida league? 

Mr. Bennett. The Florida league. He enthusiastically endorses 
the legislation, H. R. 4560, or some other legislation to accomplish 
this—primarily the objective that I have pointed out—that we should 
not be discriminated against; and to tell us that we cannot have this 
advantage of this consumer benefit seems improper to us. 

Mr. Heseiron. The reason why I ask that is because it has been 
my understanding that the National League of Municipalities is very 
much opposed. 

Mr. Bennett. It may be the national league, but we have a way 
of dissenting. We are sorry, but we think we are on the right track. 

Mr. Heston. There is one other question I would like to ask 
you. I have had the privilege and pleasure of going to Florida prac- 
tically every year for the past 15 years. I notice there has been some 
development down in the Keys and I read something about the pos- 
sible development in the Everglades area. Has that proven out! 
Is there any gas production in Florida? 

Mr. Bennett. There is no gas production in Florida. I am glad to 
report that there is a commercial production of oil in Florida, but 
no nautral gas has been discovered. With all the millions of people 
flocking to Florida industry is booming and, just to take care of the 
population it has, we need every type of power we can get. We do 
not have large pools of oil which have yet been exploited. We have 
no coal and we have a growing population. We have a great unmet 
need for industrial power and we feel this gas will help us. 

Mr. Hrsevron. Your constituency ought to be very much pleased 
with your representation in Congress. 

Mr. Bennett. Thank you. 
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Mr. Harrts. I join in that and I would like to say to my colleague 
that there has been a line that has been approved by the Federal Power 
Commission to Jacksonville, Fla., maybe a point just north of 
Jacksonville. 

Mr. Bennerr. I do not know it had already been approved. I 
do feel it is on the threshold, and although I represent Jacksonville, 
that is my area, I have lived all over Florida, and I feel in making 
this presentation that I speak not only for the Jacksonville area, 
which is bound to succeed, but all over Florida. 

The CuHarrman. Mr. Hale? 

Mr. Hate. Do I understand that you have no nautral gas now in 
the Jacksonville area / 

Mr. Bennett. None at all. 

Mr. Hate. Is there natural gas in other sections of Florida? 

Mr. Bennett. There is in the very remote area of northwest Florida. 
It does not extend into Pensacola yet, I believe. But in the city of 
Havana, it does. However, they are not industrial communities and 
the amount of natural gas going there is very small indeed. 

Mr. Hate. I know how to sympathize with you, because we have 
rone in Maine. 

The Cuarrman. Mr. Bennett, we appreciate very much your ap- 
pearance before the committee. 

Mr. Bennett. Thank you, gentlemen. 

The CHatrman. The committee will stand adjourned until 2 
o'clock . 

(Whereupon, at 1 p. m., the committee recessed to reconvene at 
2 p. m., of the same day.) 


AFTER RECESS 


(The committee reconvened at 2 p. m.) 

The Cuatrman. The committee will come to order. 

We are very happy to have two of our colleagues of the House as 
our witnesses this afternoon. We will hear first from Mr. Lee Metcalf, 
and following his statement we will hear Mr. Bruce Alger from the 
State of Texas. 

Mr. Metcalf, you may proceed. 


STATEMENT OF HON. LEE METCALF, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF MONTANA 


Mr. Mercautr. Mr. Chairman, I have a very rough statement here. 
I had it prepared for typing up, thinking that I would appear at a 
later date. I appreciate the opportunity to appear before the com- 
mittee at this time, and regret that I do not have statements for all 
the members of the committee. 

Mr. Chairman, I am appearing in opposition to H. R. 4560. I feel 
deeply that it is in the public interest to continue the authority to 
regulate public utilities. I feel that the production of natural gas 
has many public-utility characteristics. 

I wish to make two things clear at the outset. First, I know that 
this authority has not been exercised, but I believe that its presence 
on the statute books has had a salutary effect on natural-gas rates. 
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Second, I have talked to Montana natural gas producers who have 
urged my support of this bill. I have talked to Montana consumers 
who have asked me to oppose it on the grounds that without this 
regulatory authority gas prices will rise to the highest monopoly 
price the traffic will bear. 

I want you to know a little bit about natural gas in Montana. 
Montana has more than 85,000 consumers of natural gas. The largest 
consumer is the Anaconda Copper Mining Co., which uses gas for 
its smelting operations in Great Falls and Anaconda. 

A few years ago, Montana was more than self-sufficient as far as 
natural gas is concerned. In 1945, my State produced 214 billion 
cubic feet of gas in excess of its needs. With increased use of natural 
gas, however, the picture has changed. We now import about one- 
third of our gas needs. The bulk of these imports, about 8 billion 
cubic feet in 1952, comes from Canada. This importation is in effect 
entirely an operation of the Montana Power Co. under an FPC permit 
which allows importation of up to 10 billion cubic feet per year, 
restricted to use by the Anaconda Copper Mining Co. in its smelters 
for defense purposes. 

A Canadian subsidiary of the Montana Power Co. picks up this 
gas from fields owned by the Montana Power Co. in the Province of 
Alberta, and carries it to the Anaconda Co. 

Montana Power now has pending before the Federal Power Com- 
mission an application to double this import, without restriction as 
to users. If this application is approved, the company has said it 
will extend gas service to many of the communities in the western part 
of my district. 

Montana Power also picks up some natural gas at Warren, Mont., 
onthe Wyoming border. This importation from the Montana-Dakota 
Utilities Co. in Worland field, is used for service at Great Falls and 
the Havre area, and is limited by permit to an average of not more 
than 10 million cubic feet per day for any 1 year, or not more than 
15 million cubic feet in any 1 day. 

In addition, Montana Power brings in its own gas from the Hart 
Mountain field in Wyoming to operate a steam plant at Billings, Mont., 
for generation of electricity. This importation was negligible last 
year because the plant was closed down from February to the end 
of the year because of the availability of hydroelectric power. How- 
ever, with an increased shortage of hydroelectric power in Montana, 
this plant has recently started up again and can be expected to be 
in full-time operation. 

Some gas also flows into and through Montana from North Dakota 
and South Dakota properties of the Montana-Dakota Utilities Co. 
over that company’s line. But we import considerably more than we 
export. Gas Facts lists total 1953 sales in Montana at 36,330,000,000 
cubic feet, 1952 sales at 37,650,000,000. In 1952, production was 28,- 
714,000,000, imports 17,939,000,000 and exports 4,059,000,000. 

Since we import only one-third of our gas, you might well ask: 
What is the Montana consumer’s interest in this bill? It is simply 
that the Montana consumer does not want to pay tribute to the oil 
and gas industry, whether that industry is in Montana or in any other 
State. Intrastate utility regulation has been about as good in Mon- 
tana as it has been elsewhere. 
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As you know, however, there was a gap in the regulation of natural 
gas rates until "the passage of the Natural Gas Act, which this bill 
would breach. The price increases which pour through this breach 
would spread over Montana, too, regardless of the source of our nat- 
ural gas. 

Based upon our 1953 consumption of 3614 billion cubic feet—and it 
surely was more than that last year—I would say that our consumers 
have an interest of up to $514 million per year, or more, in this bill 
on the basis of price increase figures which I have enumerated here. 

In 1953, major interstate pipelines paid an average of just under 
10 cents per 1,000 cubic feet for natural gas, most of w vhich was bought 
from independent producers. It has been estimated that letting gas 
rise unregulated to the ceiling imposed by competitive fuels would 
mean a price of 25 cents or more per 1,000 cubic feet—or an increase 
of at least 15 cents over 1953. 

I have asked the Montana Power Co. for a breakdown of gas rates 
paid in Montana. I have been promised this information, “but had 
not received it today. 

An increase of 5 cents per 1,000 cubic feet on a consumption of 3614 
billion cubic feet would mean an increase to Montana consumers of 
$1,816,500. A 10 cents increase would mean an additional $3,633,000. 
A 15 cents increase would mean an extra $5,449,500. 

A comparatively few big oil companies dominate oil and gas re- 
serves and production. They want to raise gas prices. They also 
want to eliminate the competition of comparatively cheap natural 
gas with their fuel oil—so the price of fuel oil can go up, too. 

The big oil company domination of gas reserves and production is 
so well known that I would not mention it here, were it not for the 
fact that those favoring this legislation, including Governor Aronson 
of Montana, have said ‘that this bill would benefit between 2,500 and 
4,000 producers of gas and that no producer is large enough to domi- 
nate or even substantially influence the market. 

This argument completely misrepresents the situation. Actually a 
small number of very large oil and gas producers dominate the sources 
of supply of the big interstate g gas “pipeline companies. 

A moment ago, I mentioned Governor Aronson of Montana. In 
Montana, the major executive positions are the Governor, Secretary 
of St: te, Attorney General and, with respect to administration of 
State land and mineral resources, the State Superintendent of Public 
Instruction. 

The Governor has officially stated that he and the ae Oil 
Conservation Board appointed by him favor H. R. 4560. I am au- 
ne ized to tell you that Secretary of State Sam W. Afitchell: Attorney 

General Arnold H. Olsen and Miss Mary M. Condon, State Superin- 
tendent of Public Instruction, oppose this bill. 

You have been told that the business of producing natural gas has 
none of the characteristics of a public utility; that gas is mer ely an- 
other commodity. This is not what the industry told the Federal 
Power Commission in the rule proceeding, Docket R-142, on December 
8, 1954. In supporting the escalator or “automatic increase clauses in 
producer contracts for pipeline supply, a statement filed by the Mid- 
Continent Oil & Gas Association and other producer organizations 
told of the difference between producer sales of natural gas to pipe- 
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lines and producer sales to other commodities, as follows—I quote from 
the Mid-Continent Oil & Gas Association brief: 

The gas producer, instead of being free to change from one buyer to another 
as market conditions vary, is generally required to commit his supply to 1 pur- 
chaser for up to 20 years. This requirement is imposed on the producer for two 

reasons. First, the buyer needs to be satisfied about continuity of supply for a 

period sufficient to amortize his investment in order that he may finance con- 
struction of transportation facilities. Second, where gas is required by an 
interstate transportation company the Federal Power Commission requires a 
showing by applicants for certificates of convenience and necessity that they 
have sufficient supplies to meet their prospective demands for a period. 

This particular situation is unique in the natural gas business. Sellers of 
other commodities and even services are as a rule not required to commit thein- 
selves and to continue selling to the same purchaser for a period of 20 years, 
and in no case are they required to agree to the price at which they will sell 
over this period. 

That is the end of the quote. 

This is a description of a utility relationship in a utility market. It 
describes the power business in which separate companies produce 
hydro or steam power for sale to distribution companies for resale, 
It is an accurate description of what goes on in the operation of the 
Northwest Power Pool in my own area. 

To the extent that wholesale sales in interstate commerce are in- 
volved, power companies are subject to regulation by the Federal 
Power Commission. Natural gas companies should be subject to the 
same regulation. 

The presence of escalator clauses in producers’ contracts for pipe- 
line supply is one of the best arguments I can cite for the necessity of 

regulation in the public interest. ‘There are two types of these clauses. 
There is the spiral and the so-called most favored nation clause. The 
first allows the big oil company producer to increase its rates auto- 
matically if the interstate pipeline to which it sells gets a rate in- 
crease, obviously resulting in a continuous cycle of rate increases. 

The second permits the producer to raise his rate to all his pipeline 
consumers if one of them starts paying him higher rates or if another 
producer in the same field gets a if igher price. 

These are in contracts which tie up huge blocks of gas reserves for 
20 years. 

Since the Phillips decision affirmed Federal Power Commission 
jurisdiction over field sales of gas to interstate pipelines, the Com- 
mission—in its order No. 174B—has proceeded to outlaw both these 
types of escalator clauses. 

These clauses make it clear that, without regulation, the field price 
of gas to pipelines will not be deter mined by competition. 

At the other end of the pipeline there is also a utility relationship, 
for the consumer cannot shop around from one dealer to another for 
his natural gas as he can for fuel oil or autemobiles or coal or lumber. 
The consumer, then, must buy natural gas from a State-regulated 
utility, which in turn buys its supplies under long-term contracts with 
pipelines also subject to regulation. In turn, the pipelines are under 
long-term contracts to producers. 

If the producer is unregulated, then the regulation of the rest of 
this public-service business is useless. 

Between the producer and the consumer is the pipeline which is 
competing for gas supplies, the exact opposite of the kind of competi- 
tion which would benefit the consumer. A pipeline company must 
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buy from big producers, for they are the only ones with sufficiently 
large blocks of gas in the area to fill large and increasing demand for 
4 20-year per iod. vie 

A pipeline, of course, represents a huge investment. It is fixed in 
lace. Once connected with a given field, the cost of moving it is 
practically prohibitive. A pipeline company must continue to seek 
suppliers in that field. It cannot shop around from field to field. 
As Chairman Durfee, of the Wisconsin Public Service Commission, 
yut it, you can’t move a pipeline around like a garden hose. 

During the course of these hearings you have heard dire predictions 
of the future of our vital natural gas s industry unless this bill is passed. 
| would dismiss these fears as imaginary. I would go so far as to 
say that some of them were concocted in order to get this legislation 
through. 

We have a 14-year record of fair and equitable Federal regulation 

of gas prices charged by pipeline companies who own or lease their 
own gas reserves. This regulation began about 1940. That was 2 
years “after the Natural Gas Act was passed to provide for Federal 
regulation of the transportation and wholesale sale of natural gas in 
interstate commerce. Its purpose was to close this gap in the regula- 
tion of natural gas rates. It was necessary because the United States 
Supreme Court “had held many times that such sales were constitu- 
tionally beyond the regulatory jurisdiction of the States. 

A few days ago, of course, the Supreme Court reaffirmed its position 
that a State cannot fix even minimum prices on gas in interstate 
commerce, 

The act was passed after a Federal Trade Commission investigation 
showed that State public service commission regulation of the sale of 
natural gas to consumers was thwarted because the State commissions 
could not regulate the basic cost of the gas to the distributing com- 
panies. W ithout this regulation, State public service commission 
regulation was limited to approving price increases. 

The act was intended to regulate the sales which were outside the 
jurisdiction of the States. It “did not change the State responsibility 
for regulating intrastate transactions and consumer sales in interstate 
commerce, for such sales were considered local in character. The 
Supre me Court said the primary aim of this legislation was to protect 
consumers against exploitation at the hands of natural gas companies. 

In determining just and reasonable rates for the sale of natural 
gas In interstate commerce, the Power Commission for these 14 years 
has used as a basis that which would cover the cost of rendering the 
service to the public, including all exploration and development ex- 
penses, the cost of holding nonproductive acreage, as well as a fair 
return on investment in acreages held for the future. 

This is justified on the grounds that all these costs are in the interest 
of the furnishing of a supply to future consumers. 

The Commission has encouraged the exploration for gas and 
acquisition and development of gas reserves by allowing all costs of 
exploration, including dry holes, as an operating expense ‘for the pipe- 
line companies who own or lease their own supplies. Through these 
rates the consumers of this regulated gas have paid all the costs. 

These costs include the operation’‘and maintenance royalties, de- 
preciation and depletion, taxes, exploration and development, and a 
return of 6 percent on net investment and working capital. 
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So much for the claim that Government regulation would be unjust. 
Instead of complaining that this regulation is s diser iminatory, I should 
think that the producers would ask for regulation in which the 
consumers pay ¢ all the costs, including a 6 percent return. 

When S. 1498 was before the 81st Congress, the Power Commission 
submitted a table showing that in 1947 the cost per 1,000 cubic feet 
of gas produced by interstate pipeline companies ranged from 1.641 
cents to 4.389 cents. This cost included a return of 6 percent on net 
investment and working capital. If the rate of return were increased 
to 81% percent to take into account a hypothetical greater risk by this 
part of the business, the highest cost listed on that table would have 
gone up to 4.736 cents per 1, 000 cubic feet. Even taking into account 
rising prices since then and including high-cost, low- production wells, 
I still cannot see how you could possibly 4 arrive at a figure higher than 
814 cents per 1,000 cubic feet. Yet, some industry spokesmen are 
talking about prices almost triple that figure. 

The consumers who have written and talked to me are not unwilling 
to pay the costs of gas production. They simply do not to have to pay 
speculative profits and have these added to their gas bills. 

In summary, there is a concentration of natural gas production. 

The only competition is between the purchasers. By this legislation 
the industry is seeking to establish a completely monopolistic situation 
in which the only ceiling on both oil and natural gas prices will be the 
price of competing fuels. 

I ask leave to further extend my remarks. 

The CHatrMan. You may have that permission, Mr. Metcalf. 

(The extension of Mr. Metcalf’s remarks follows :) 


EXTENSION OF REMARKS OF Hon. LEE METCALF, MEMBER OF CONGRESS, BEFORE THE 
House COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE HEARING ON 
H. R. 4560 


The Montana Power Co. has supplied me with the following information on 
its Montana rates and the cost of the gas which it purchases. 

In 1954, the average residential consumer rate was 62.67 cents per 1,000 cubic 
feet. The average commercial rate was 48.69 cents. The rate to the Anaconda 
Copper Mining Co. was 19.4 cents. Most of the latter comes from Montana Power 
Co.’s own reserves. 

Montana Power Co. does buy small quantities of gas. 

Montana Power pays 8 cents per 1,000 cubic feet delivered into the Montana 
Power Co, line, for the gas it buys from the Ohio Oil Co. at Dry Creek Field. 

Montana Power pays Montana-Dakota Utilities Co. 16 cents per 1,000 cubic 
feet for the gas received at Warren, Mont. This is a much longer delivery line 
than from Dry Creek. 

In addition, there are a few small wells from which Montana Power buys at 
the wellhead, paying 61% cents a thousand cubic feet. Montana Power does its 
own gathering and compressing in these cases. 

I should also like to register my opposition to H. R. 4943. 

In my opinion, such legislation would be contrary to the public interest in that 
it would tend to stifle the importation of an important source of energy to the 
United States, a source of energy which is extremely vital to our national welfare. 

We in Montana are presently the only importers of natural gas from Canada 
under the limited permit above referred to whereby the Montana Power Co. 
imports gas from Canada for use by the Anaconda Copper Mining Co. for defense 
purposes. The need for this gas to the welfare of our economy cannot be over- 
emphasized. 

Legislation such as H. R. 4948 would make it more difficult for us in Montana 
to avail ourselves of the tremendous gas reserves to our immediate north in 
Canada. The use of such sources of energy is certainly in the interest of con- 
servation of our own resources and should be utilized to supplement our own 
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energy resources. To do otherwise would be taking a very short and narrow 
view of overall energy policy. 

Section 4 of H. R. 4943 also is contrary to the pronounced policy of this com- 
mittee and the Congress in attempts to do away with overlapping and duplicating 
regulation and control by the State and Federal Governments. This policy was 
most recently set forth by this committee and Congress only last year in Public 
Law 323 of the 88d Congress. In that law Congress exempted from the pro- 
visions of the Natural Gas Act any person who received within, in or at the 
porder of a State, gas which is ultimately consumed in such State if the rates 
und services are subject to regulation of a State commission. 

Section 4 of H. R. 4943 in changing the definition of interstate commerce to 
include foreign commerce would cause the duplication sought to be avoided in the 
Hinshaw legislation. The gas we import from Canada to Montana can now be 
imported only after approval of the Federal Power Commission. The Commission 
now is studying an application of the Montana Power Co. for a general permit 
for importation. 

The gas brought into Montana is fully regulated as to facilities and rates by 
the Montana Railroad and Public Service Commission. To change the definition 
of interstate commerce would duplicate that regulation by the Federal Power 
Commission. I see no logical reason for such duplication. As a matter of fact, 
this committee and the Congress in 1953 wrote into the Federal Power Act 
language which would specifically exempt foreign commerce from the definition 
of interstate commerce in that Act. (Public Law 210, 83d Cong., 1st sess.) 

In my opinion, H. R. 4943 and similar bills would hinder importation of this 
vital source of energy into my state and should be rejected by the Congress. 


The CHarrman. Are there questions? 

Mr. Dies. I would like to ask a few questions. 

The CHarrMan. Mr. Dies. 

Mr. Dies. Mr. Metcalf, of course you realize that the distributing 
companies and transmission companies have been regulated ever since 
the passage of the Natural Gas Act, do you not? 

Mr. Mercarr. Yes, sir. I commented on that. 

Mr. Dies. Yes, I know. The producers and gatherers have not 
been regulated and are not now regulated. 

Mr. Mercacr. I realize that they have not been regulated, although 
under the decision in the Phillips case, the power to regulate was 
granted. 

Mr. Dres. But it has not yet been put into effect. 

Mr. Mercatr. That is correct. 

Mr. Dies. So what you fear is that if the producer and gatherer 
is not regulated, your consumers may have to pay an unreasonable or 
unfair price for their gas. 

Mr. Mercatr. That is right. 

Mr. Dies. That is really the basis of your fears, is it not? 

Mr. Metcatr. Yes. And I would say that the price for natural gas 
pretty largely paralleled the cost of production over the years until 
just after the war. After that, there was a rise in the field price, which 
[ would say required regulation even if it were not a part of the 
Natural Gas Act. 

Mr. Dies. I have some figures here, taken from the anuual reports 
of transmission companies to the FPC. I just want to give you a 
few of them so you can bear this in mind when you come to pass judg- 
ment. 

Mr. Hesevron. For what date is that? 

Mr. Des. This is for 1953, the last year for which figures seem to be 
available. 

_ Take, for instance, Baltimore. Baltimore was paying in 1953, 
1.08 per thousand cubic feet. The producer was getting 11 cents. 
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He is the only 1 among the 3 who was not regulated by the Federal 
Power Commission, and he got 11 cents. The transmission company 
got 28.9 cents. From the time he picked that gas up and delivered it 
to the distributing company in Baltimore, he got almost three times 
as much for the gas as the producer received for it. W hen it got to 
the distributor, the distributor charged $1.18 for his services. So out 
of the total cost of $1.58 to the consumer in 1953, the producer got only 
11 cents. . ; 

When we go over to Minneapolis, we find that the transmission 
company paid 9.8 cents to the producer and gatherer for the gas. 
They charged only 10.4 cents per thousand cubic feet for transporting 
it. But the distributor ¢ ‘harged the consumer 61.5 cents per thousand 
cubic feet. So out of 81.7 cents, the producer got only 9.8 cents. 

At Milwaukee, the transmission company paid the producer 9.5 
cents per thousand cubic feet, and charged the distributor 25.5 cents 
per thousand cubic feet for the service of transmitting it from the 
producer to the distributing company. The distributing company 
then charged 91 cents for his services. 

We go to Newark and Elizabeth and other cities served by the 
Public Service Electric & Gas Co., and they paid to the producer 9.7 
cents per thousand cubic feet for the gas, and the transmission com- 
pany charged 25.9 cents for transmitting it, but the distributor charged 
$1.62 for his services. So out of $1.96, all the producer received was 
9.7 cents. 

In New York the transmission company paid to the producer 7.8 
cents, and the distributor charged 23.5 cents. 

Mr. Hesevron. In New York? 

Mr. Dies. In New York, the metropolitan area. And the dis- 
tributor charged $1.77 for his services. So out of $2.08 which the 
consumer paid for gas, the producer, the man who took all the risk, 
got 7.5 cents. 

In Philadelphia, the producer got 9.5 cents, and the transmission 
company charged 26.5 cents to transmit it over the pipeline. When it 
got to the distributor, the distributor charged $1 for the service of 
distr ibuting the gas to the consumers. 

In Richmond, Va., the producer received 11 cents, the transmission 
company ¢ ‘harged 41.5 cents, a little less than 4 times as much, although 
all during the period of 1953 his volume was steadily increasing and 
he was transmitting far more gas, and his costs should have been 
coming down. Then when it got to the distributor in Richmond, the 
distr ibutor was charging $1. 055 for distributing it. 

At St. Louis, the producer was getting 9.5 cents per thousand cubic 

feet. The transmission company was charging 17.7 cents for trans- 
mitting it. Then when it got to the distributor, he charged 63.8 
cents. 
Just take those figures so that you may see that it is not the producer 
who is responsible “for high costs to the consumer. The big cost to 
the consumer is in transmitting and distributing. So if you got a 
cheaper price for your gas 

Mr. Hesevron. Will the gentleman yield before he leaves that 
point ? 

Mr. Dres. Yes. 

Mr. Hesevrvon. As he well knows and the committee knows, he has 
made an extremely valuable contribution to this whole hearing b) 
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calling to our attention the comparative costs where they relate to the 

oducer, the pipeline company, and the distributor. I am glad that 
the chairman of our committee and the other members of the com- 
mittee have all joined in the feeling that we should go into that phase 
of the matter so we will properly understand it and be able to make 
an intelligent recommendation to the Congress. But T just want to 
say at this point in the record that the information you have read 
apparently differs considerably from the information which Mr. Har- 
ris was good enough to show me, contained in the letter of our chair- 
man dated April 21. 

Mr. Dres. I have a copy of that. I have not had a chance to read it. 

Mr. Heseziton. I do suggest, Mr. Chairman, that even before the 
FPC gets up here, the staff be requested to correlate and work to- 
vether this data. 

For instance, for New York, the figure Mr. Harris gave to us for 
residential consumers is 2.37, and I think you had something like 1.50 
or 1.60. 

Mr. Dies. Let me refer to New York. For the New York metro- 
politan area the price received by the distributing company was $2.08 
per thousand cubic feet. 

Mr. Hesevtron. I have $2.37. 

Mr. Harris (presiding). The Chair would like to say that he thinks 
the explanation of that is that this is the overall average of all gas, 
and yours, Mr. Heselton, is just the metropolitan. 

Mr. Hesetton. I see. A lot of people are going to be confused un- 
less these figures are correlated, 

Mr. Dies. I am frank to admit the figures are not complete. This 
is for just 1 year. 

The point is that simply to regulate the producers is not the answer 
to the problem. 

Mr. Mercaur. May I comment, Mr. Chairman ? 

Mr. Dues. Surely. 

Mr. Mercaur. I mentioned in my testimony that I had requested 
from the Montana Power Co. such information for the State of Mon- 
tana and for the consumers of the State as you have outlined for 
other areas. 

Mr. Dries. Will you give that to us when you get it ? 

Mr. Mercatr. They promised, thinking I was going to testify next 
week, that they would have it, and I have asked for permission to 
put it in the record. So we will have the same sort of information 
for Montana. 

Mr. Dies. Will you break it down as to what they paid the producer 
and what the transmission company charges, and then what the dis- 
tributor charges ? 

Mr. Mercatr. Right. As I understand, the figures you have given 
for payment to the producer of about 10 cents is about the national 
average. 

Mr. Dies. I think so. Some place it as 7 cents, and some as 9 
cents. 

_ Mr. Mercaur. In some it goes up to 11 and 12, and so forth. Iam 
informed that around 10 cents is the national average. 

Mr. Heseiron. Will the gentleman yield on that point. The fig- 
ures Mr. Harris was good enough to show me indicate~-and I do not 
mean, Mr. Metcalf, that you should be required to furn®# it, but some- 
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body should be required to furnish it; I am talking about the price 
per thousand cubic feet paid to producers—8 cents in New York City, 
8 cents in Chicago, 8 cents in Detroit, 8 cents Los Angeles, Denver, 
and Kansas City, 9 cents Milwaukee, 10 cents Washington, 10 cents 
Minneapolis, and 12 cents Boston. 

For the life of me, I cannot understand why the price to the pro- 
ducers—I do not mean that is a great discrepancy, but when you add 
up the total volume, it makes a difference. Why should Boston be 
paying 12 cents and New York City 8cents? And in turn, why should 
the price to the residential consumer in Boston be $1.44 and in New 
York $2.37? It just does not make sense to me. 

Mr. Mercatr. May I finish, Mr. Dies, before we go to something 
else ? 

I have no comment on the excessive—and I believe it is in many 
“ases excessive—cost of distribution, even under regulation. The 
point I am making in this hearing on this bill is that it has been esti- 
mated that the field price to the producer will rise from this 10-cent 
average to maybe 15, 20, or 25 cents. 

Mr. Dres. It could to that under regulation, too. 

Mr. Mercatr. Yes, it could. Mr. Thomas D. Bailey, petroleum 
engineering consultant, Oklahoma City, Okla., estimated in the hear- 
ing before the Federal Power Commission on December 8, 1954, which 
was a hearing on the adoption of the rule, that it would rise 15 cents; 
and if it rises 15 cents and is an unreasonable rise without regulation, 
it will cost the people of Montana, the consumers of Montana, $5.5 
million. It would cost the consumers 

Mr. Dies. Five cents per thousand cubic feet if it is passed on. 

Mr. Mercatr. It could rise as much as 15 cents a thousand cubic 
feet, according to Mr. Bailey. 

Mr. Dres. That is not too accurate, because some of these distribu- 
tors and pipelines have enjoyed so much profit that they could absorb 
a great deal of increase. ‘They have done it. 

Mr. Merca.r. They certainly have enjoyed a lot of profit, but I 
would hate to have some more profit added on. 

Mr. Dies. You cannot flatly say that because the field price is in- 
creased 5 cents, that that increase will be passed on to the consumer. 
That may be done in some cases. They may even pile on more. But 
a great many distributors and transmission companies could and 
would absorb the increase in order to keep their business and to 
increase their customers. 

Mr. Mercatr. I wish I could think that were true in my area. 

Mr. Dries. But there is no way of determining that accurately. 

Mr. Mercatr. No; there is not. 

Mr. Dres. Getting back to your situation, as I understand you 
are now getting a large part of your gas from Canada. 

Mr. Mercatr. That is right. We hope to get some more. 

Mr. Dries. Of course, regulation will not help your situation there, 
because we cannot regulate the Canadian producers and gatherers, 
can we? 

Mr. Mercatr. That is why we raised the question. We do import 
from other fields, and that would also affect the price. 

Mr. Dies. But your big source of supply is Canada? 

Mr. Mercatr. Right now the big importation from Canada goes 
only to the snelters at the Anaconda Copper Mining Co., which 1s 4 
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special contract rate between Montana Power and Anaconda Copper. 
It does not go to the ordinary household gas consumer or the small 
industry. 

Mr. Dies. But of course it may and probably will. 

Mr. Mercatr. If we get this new permit, it may; and of course we 
are hopeful that it will. 

Mr. Dries. What sort of situation do you think would be created 
if the Canadian producer is not regulated and the producer in the 
United States is regulated? You would then be in the position of 
geting your gas in Montana from fields where there is no regulation, 
and a certain part of your gas would be from fields in the United 
States which would be regulated. Do you think that would put 

Mr. Meroatr. Of course, the Candadian fields are almost wholly 
owned by the Montana Power Co., which would be the importer and 
distributor. 

Mr. Dies. They would not be regulated, so regulations is not going 
to help. 

Mr. Merca.r. Insofar as that is concerned, this legislation will not 
have any effect. I tried to point that out. I just wanted to show the 
complete picture in Montana when I outlined that some of our im- 
port does come from Canada and some of it comes, of course, from 
the fields in Wyoming. 

Mr. Dies. Another point and then I will quit. 

There is so much about this that I do not know I would not under- 
take to make any firm statement on it, but perhaps the reason the 
people bought their gas so reasonably from the producer is the fact 
that they are not paying for all these failures. In other words, not 
being regulated and the price not being fixed by the Federal Power 
Commission, many factors which I presume would be taken into ac- 
count if we do have regulation, such as if you drill 10 holes and 9 of 
them are failures, the consumer would have to pay for those 9 holes 
which were failures—— 

Mr. Mercatr. I think he should have to pay for them. 

Mr. Dies. It may be that the explanation of this whole thing— 
I do not say this is true, but it may be that the explanation of the 
whole thing is that actually the cost of these failures is not being 
passed on to your consumers; that it is only the more successful 
ventures which get to you, and the many which are failures you pay 
nothing for. There is the possibility that Federal regulation may in 
the end cost you a good deal more than you will get out of it. 

Mr. Mercatr. I would doubt that, but that is a speculative 
possibility. 

Mr. Dies. Mr. Metcalf, if you interpret these figures if they are 
accurate—and I would want a more complete picture of this thing 
than just 1958—but if a study of these figures indicates that under 
Federal regulation the transmission companies and the distributors 
have enjoyed greater increases than the producers who have not been 
regulated, the big cost is there and not with your producers. 

I do say that it is possible and may be true that under certain 
escalation clauses, something that I know very little about because 
that is all more or less recent—when they took my land there wasn’t 
any escalation clause in any of the land that I leased them and on 
which they are producing gas. It was a fixed, low price, and that 
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is it. Nobody has ever offered to negotiate with me or give me any 
more. In all those early contracts, how much reserves they tied up 
I don’t know, but in recent years this escalation business started, as 
I understand. 

It may be that under some of those contracts, the price of gas will 
rise, but up to this date, and from what partial figures I have been 
supplied and have been able to find, it does not seem to me that your 
consumer should be promised any relief, if that is what they are 
looking for, by Federal regulation. 

Mr. Mercatr. I am sure that my consumers and most consumers 
want to pay only a reasonable amount for gas. They want to pay 
for the cost of production, including the dry holes that you are talking 
about, and a reasonable return on their investment. They look at 
this legislation as an opportunity for speculative profits and an un- 
reasonable amount charged for natural gas which they consume. 

I want to point out that this escalator 

Mr. Dres. May I interrupt you there. If there was not compe- 
tition in the production of gas, if this was a monopolistic situation, 
what you say is true. But ‘it is positively not monopolistic. There 
are too many producers in the field, and they are coming and going. 
It is a fluid thing. Some go in today and are there a while and, as 
I know this from personal knowledge, they are washed out, and here 
will come another crowd. It has not become a monoply. The pro- 
duction and gathering of gas is simply not a monopoly. 

That gets ‘right back to competition. How can you improve on 
competition to arrive at a fair price, in the absence of some monopo- 
listic condition? How can you improve on it? 

Mr. Mercarr. If there were truly competition, I would not have 
any argument with you. 

As I pointed out, this is in the nature of a public utility, because you 
cannot have completely free competition in these various fields. The 
Governor of Montana has filed a statement with this committee and, 
as I understand it, it is part of the record, in which he says while 
there are 2,500 or 3,000 oil- and gas-producing companies, actually the 
greater part of the gas is produced by half a dozen companies. 

Mr. Dies. You would not say produced. You mean that they have 
the reserves. 

Mr. Mercatr. They have the reserves. 

Mr. Dres. They are not producing their reserves. 

Mr. Mercatr. Again we come back to a point which I made in my 
principal statement, that you have to have the huge reserves in order 
to contract for a 20-year supply of gas in order to shave a pipeline. 

Mr. Dies. But the price is not fixed by those big companies which 
have a reserve. The price in the market, in the absence of some 
monopolistic situation, is fixed by these hundreds of independent pro- 
ducers who are in the field competing vigorously. They are com- 
peting in getting leases, in bringing in wells, and in selling. They 
are the ones who are fixing the price. 

Assume that the big companies, Mr. Heselton, have a reserve. I do 
not know how many of those companies are actually producing from 
their reserves. It may be like some of our lumber companies. They 
own tremendous reserves. But they do not use their reserves. They 
are buying on the market. 
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Mr. Hesevton. You state your position, Mr. Metcalf. I will 
comment later. 

Mr. Metcatr. My comment is, as I said before, here we have had 
the production cost and the production charges pretty closely parallel- 
ing each other until right after the war. I think one of the reasons 
that that parallel without regulation was in effect was because of the 
item that you have pointed out. 

But now that we have the impact of these large reserves and large 
companies such as Humble and Phillips which control most of the 
reserves, coupled with an increased demand, we are getting away 
from a competitive position into a monopoly position, and that is the 
time that it is necessary to regulate in order to protect the consumer. 

Mr. Dries. When we get all the facts and figures, we 

Mr. Mercaur. Of course, the committee has many more facts than 
I have. 

Mr. Dies. We will be able, I should think, to form a pretty accurate 
judgment as to whether prices have risen more under regulation than 
they have without regulation. That ought to tell the tale on this 
whole thing—to go back and take the period when the transmission 
companies and the distributing companies began to be regulated, and 
see what the increase has been; and then take the field prices over that 
same period. Ifthe price the transmission companies and distributing 
companies charged has been increased to a greater extent, proportion- 
ately, for their services, then the chances are you may have higher 
prices under regulation than you have under a competitive situation. 

Mr. Mercatr. It could be, but it would be a fair price and a reason- 
able price and a price that would not be objectionable. 

On the other hand, without regulation, under the impact of in- 
creased demand for natural gas along with ownership of the reserves 
in large companies, you may have an unreasonable charge without 
regulation. 

Mr. Dies. I have taken up too much time. Thank you, Mr. Metcalf. 

The CHarrman. Are there further questions? Mr. Heselton ? 

Mr. Heseiron. I regret that I did not hear all of your statement, 
but what I did hear of it, I liked, Mr. Metcalf. 

I have not had the privilege of visiting your State. I hope to do 
that sometime. But I have before me a map put out by the Federal 
Power Commission as of December 31 of last year, showing major 
natural-gas pipelines and the fields. 

I take it although the Williston Basin is in South Dakota, that 

whole field runs up to the Canadian border through North Dakota 
and over through eastern Montana, is that right? 
_ Mr. Mercatr. Most of the Williston Basin is in Montana, although 
it extends more into North Dakota than into South Dakota, and 
incidentally, of course, there is a new field in and around Browning, 
Mont., just east of Glacier National Park, which Union Oil Co. hopes 
will be the equivalent of the Pincer Creek field in Canada. So again 
We anticipate increased gas production in the State of Montana. 

Mr. Heseiron. There seems to be a large field located fairly close 
to Billings, Mont. 

Mr. Mercaur. Yes. 

Mr. Heseiron. Is that an oilfield ? 

Mr. Mercatr. That is an oilfield pretty largely. 

Mr. Hrseiron. Does it produce gas, too? 
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Mr. Mercatr. Yes. It produces some gas. 

Mr. Hesrecron. What has been your experience with reference to 
the prices which have been charged for natural gas to industrial users, 
utility users, and residential consumers? | 

Mr. Mercatr. I believe that in the State of Montana under regu- 
lation by our public service commission, we have had a fair price. 
Under a contract approved by the Montana Public Service Commis- 
sion, the Montana Power Co., has given the Anaconda Copper Mining 
Co., a favorable rate with respect to the gas which is imported from 
Canada. But regulation in Montana for intrastate production has 
been good, and I believe pretty largely fair. 

Mr. Hesevron. Do I correctly understand, however, that you feel 
that because of the nature of the commodity and because of the cir- 
cumstances surrounding its production, transmission and delivery, 
the Federal Power Commission has a function in terms of at least 
reviewing the prices charged and particularly in terms of what has 
come up in this committee so often in recent days, the more or less 
recent developmet of favored-nation clauses, escalation clauses, 
escape clauses, and so forth ? 

Mr. Mercatr. That is a better statement of my position than I 
made. 

Mr. Hesetron. I am sure it isn’t, but I wanted to be sure I under- 
stood you. 

Mr. Mercatr. Yes. 

Mr. Hesetron. I think it is particularly important that you, coming 
from one of the new and potentially very, very important production 
areas, have reached that conclusion. I am most happy that you 
appeared and made this statement, and I congratulate you upon mak- 
ing it. 

Chat is all, Mr. Chairman. 

The Cuamman. Mr. Rogers? 

Mr. Rogers. I have just one question, Mr. Metcalf. Do you know 
the difference between the prices charged the Anaconda Copper Co., 
and the prices charged the residential users ? 

Mr. Mercatr. No, I do not know the difference, but that will be some 
of the information which Montana Power Co., is going to supply me 
at my request. 

Mr. Rogers. The reason I bring that up is that I think so many 
times you have a local problem in that regard which could be settled 
on a local basis. 

The point I want to make is that when you advocate carrying out 
what the Phillips decision will require the Federal Power Commis- 
sion to carry out, you are moving into a Federal control situation 
which may be a very dangerous thing. 

Mr. Mercatr. Don’t misunderstand me. T am not. critical of the 
differential which is charged. In fact, I accompanied attorneys from 
Montana the other day requesting the Federal Power Commission that 
an additional import license be granted. My position is, as sum- 
marized by Mr. Heselton, that with the increased use of natural gas, 
I would like to see regulation all the way along in order to protect 
the consumer. 

Mr. Rocers. Mr. Metcalf, following out your logic of putting the 
original producer under Federal control, the pipeline companies are 
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under Federal control, and would we not reach the logical conclusion 
from your reasoning that your local distribution system should also 
be under Federal control so that the whole matter could be settled by 
one body, which would not only save the taxpayers a lot of money but, 
if we are going into Federal control, let’s not do it halfway ¢ 

Mr. Mercatr. You mean you are trying to put me into the position 
of advocating the abolition of the Public Service Commission of the 
State of Montana and other States, which I am not going to consent 
to, because I feel that there is a gap here in interstate commerce which 
my Montana Public Service Commission cannot control, and there- 
fore, unless we have the producer under Federal control, there is 
nothing we can do about the price of natural gas. 

Mr. Rogers. To follow that out, why not let your distribution com- 
panies be controlled by the Texas Corporation Commission, or what- 
ever name they have? You want to take over the production in Texas, 
Oklahoma, and Louisiana, and turn it over to a Federal body, but you 
deny that Federal body the right to take over your operation. 

Mr. Mercatr. I want some regulation in this monopoly organiza- 
tion for the consumer’s protection. In the State of Montana where 
the production of gas and the distribution of gas are solely an intra- 
state proposition, then the Montana Commission, as I have indicated 
to the gentleman from Massachusetts, has done a good job in regu- 
lating the prices to be charged to the consumer. But I fear that you 
are leaving an opening here, that you are leaving a loophole if this 
bill is passed, where the Montana Public Service Commission has no 
jurisdiction and where the Federal Power Commission has no juris- 
diction, and therefore there is no regulation or control. 

Mr. Rogers. Why should the Federal Power Commission and the 
Montana Power Commission have control over something which is 
operated in Texas or in Oklahoma or in Louisiana? 

Mr. Mercatr. For the same reason that we have a difference be- 
tween intrastate and interstate commerce. We have to have juris- 
diction and control in one or the other of those regulatory commissions. 

Mr. Roecrrs. But you would not want to submit yourself to the Fed- 
eral Power Commission. 

Mr. Mrercatr. Not my intrastate commission. 

Mr. Rogers. You want to keep your intrastate rights insofar as the 
determination of those matters is concerned, but you want to subject 
a commodity in New Mexico or any other State to the jurisdiction of 
the Federal Power Commission. 

Mr. Mercatr. And the commodity that we export sometimes from 
Montana will also be subjected to that control. 

Mr. Rogers. To Federal control ? 

Mr. Mercatr. Yes. We export natural gas from Montana to Wyo- 
ming and to North and South Dakota. 

Mr. Rocrrs. But you use most of yours in your own State. 

Mr. Mercatr. We use most of it, but I am willing to subject that 
part which we export, because there is no other way to control it. 

_Mr. Rocrrs. Of course, I would not agree with you on the proposi- 
tion that even the Montana gas which was produced there should be 
under the Federal Power Commission. 

Mr. Mercatr. I realize that. 

Che Camman. Mr. Harris, do you have any questions? 

Mr. Harris. Just one or two, Mr. Chairman. 
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Unlike my colleague, Mr. Heselton, I have had the pleasure of visit- 
ing your State. In fact, within the last couple of years, I had the priv- 
lege of driving through the Williston Basin and on through to Bill- 
ings. 

It is true that you have had a rather successful development in your 
State in the last few years. The potential there is limited, I think, 
as I guess you know. 

I think one of the first substantial fields found in your State was by 
a small company. 

Mr. Mercaur. And I had the pleasure of meeting some officials of 
that company with you, as I recall, one time. 

Mr. Harris. Yes, I recall that. 

Can you tell me what natural gas company, longline, serves the 
consumers of your State? 

Mr. Mercatr. Most of the consumers of my district, as I outlined 
in my principal statement, are served by the Montana Power Co., 
which is a distributing company and owns the pipelines as well as 
owns the field. Except for the Montana-Dakota Utilities line out of 
the Worland field in Wyoming, there isn’t any longline pipeline into 
my area. 

Mr. Harris. In other words, this legislation would not have any 
effect as far as your State is concerned, would it ? 

Mr. Mercatr. Yes, it will, as has been pointed out. We have a po- 
tential of a tremendous amount of natural gas, and plans are now 
being made for the construction of pipelines in and through Montana, 
although, as you know, in this early development of the Williston 
Basin, and so forth, those plans are still in the planning stage. 

Mr. Harris. One of the great difficulties you have up there is trans- 
portation to the market. . 

Mr. Mercatr. Absolutely. We have to transport either to the 
Twin Cities market or out to the Pacific Coast market after we have 
consumed what we need. 

Mr. Harris. The point is, so far as your own consumers are con- 
cerned, this legislation, whether it is adopted or whether it is not 
adopted, would have very little effect on them. 

Mr. Mercaur. That is true, Mr. Harris. As I outlined to Mr. 
Rogers, we have largely an intrastate operation. 

Mr. Harris. That is right. 

What bothers me is, Why would you want to put your producers 
in Montana under Federal control when you reach the point that they 
want to transport their gas to some other State ? 

Mr. Mercatr. The gentleman from Texas tried to drive me into 
that corner. Not very many of my producers in Montana are going 
to be under Federal control, because it is an intrastate production. 

Mr. Harris. But when they start sending it out of the State. I 
know an oil pipeline which is just getting under way up there in the 
northern part of your State. 

Mr. Mercatr. That is right. 

Mr. Harris. It is going south to join other pipelines which will go 
to the markets. 

Mr. Mercatr. That is right. 

Mr. Harris. There will come a time when you will have those trans- 
portation facilities available out there; and when that time comes 
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and you start sending that gas into other States or maybe all over the 
country, then those producers will come under Federal control. 

Mr. Mercatr. That is right. They will come under Federal con- 
trol, and I think that they should be under Federal control in order 
to protect the consumers. 

Mr. Harris. That is the point that I wanted to get to, to find out 
just what your reaction would be to this: How can you control the 
portion of the production that producers in a given area send in inter- 
state commerce when out of those same wells will come product which 
will be utilized in your own State in intrastate operations / 

Mr. Mercar. I think we have been able to work out that difference 
between intrastate and interstate commerce in many fields. We are 
able right now to work it out in the hydroelectric field, where we have 
interstate rates for power produced at hydroelectric dams in Montana 
fixed by the Federal Power Commission, and intrastate rates for such 
power fixed by the Montana Public Service Commission. 

| am sure that we would be able to work that out satisfactorily in 
these other fields, all the utility fields, and I regard this as a utility. 

Mr. Harris. Of course, you do not disagree with the fact that the 
exploration and production of oil and gas are a risky and hazardous 
undertaking. 

Mr. Mercatr. It is a hazardous undertaking. 

Mr. Harris. It isa highly speculative undertaking, is it not ? 

Mr. Mercar. It certainly is. 

Mr. Harris. Yet you say you can successfully and advantageously 
make a utility out of a highly specul: itive business. 

Mr. Mercatr. I say that’ experience has already demonstrated that 
we give full allowance for all of these hazards, and I feel that the 
consumers I represent would want to give allowance for those hazards 
and would pay for those dry holes which Mr. Dies mentioned. 

But that goes into the fixing of a reasonable rate. What I do not 
want to pay 1s speculative rates. 

Mr. Harris. There have been a lot of wells drilled in your State 
around those various pools up in the north central part and in the 
south down below Miles City. ‘There have been a lot of dry holes, 
have there not ¢ 

Mr. Mercaur. We have had a surprisingly high percentage of pro- 
ducing wells. 

Mr. Harris. And a lot of them have been by people who came in 
there and drilled and did not get anything, and have not gotten any- 
thing yet, have there not # 

Mr. Mercatr. There are such wells. 

Mr. Harris. How are you going to allow the costs to those people ? 

Mr. Mercatr. We allow costs to those people. 

Mr. Harris. How, if they do not get any production ? 

Mr. Mercaur. Most of the wells drilled in the State of Montana are 
being drilled by such as Shell, Carter Oil, and so forth, and the cost 
of the dry holes is just figured into their cost of doing business, and 
we give tax allowances, depletion allowances, and various special treat- 
ment to those people. 

Mr. Harris. You can get an oil well out of which comes both oil 
and gas. 

Mr. Mercatr. That is right, we hope. 
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Mr. Harris. To follow your theory of cost, how much are you going 
to allocate to oil and how much are you going to allocate to gas out 
of that same hole? 

Mr. Mercatr. We have a lot of different types of production right 
in the State of Montana. For instance, up in the field that I have 
mentioned just out of Browning, it looks as if it is going to be largely 
a gas field, and almost all the production would be allocated to gas 
in such a field. Some of the field in Williston Basin, it looks as if 
most of the costs should be allocated to oil, and very little to gas, 
At least no gas is being marketed from that area right now. 

It is an accounting practice that can be worked out, and it would 
have to be worked out with respect to the different areas. 

Mr. Harris. Have you had an opportunity at least to undertake 
to analyze the legislation which I and some others have introduced! 

Mr. Mercatr. I have analyzed it sufficiently and read the bill suf- 
ficiently to prepare the testimony and to try to apply it to the region 
I represent. 

Mr. Harris. I have known you always to be a very hardworking 
Member of Congress, and that you look into these matters as thoroughly 
as youcan. You are familiar with the fact that under section 2 of the 
bill, if you renegotiate a contract for natural gas it would come under 
the supervision of the authority of the Federal Power Commission 
in case there were increases asked by the utility or the natural gas com- 
pany. Do you feel that as far as the new contracts or renegotiated 
contracts, those in the future, are concerned, that that would be a pro- 
tection to the consumer ¢ 

Mr. Metcatr. It would be some protection, yes. 

Mr. Harris. You mentioned escalation and the favored-nation 
clause, spiral clauses, and so forth. If even existing contracts with 
such clauses in them, where the future price might be undetermined 
or unknown now, were to come under the review and control and 
determination of the Federal Power Commission, would that provide, 
in your opinion, the protection that the consumer should have, in view 
of all the history of the whole industry ? 

Mr. Mercatr. I am not exactly sure whether it would come under 
the control of the Federal Power Commission under your legislation. 

Mr. Harris. I said should it come. 

Mr. Mercatr. But it does come under the control of the Federal 
Power Commission under the present regulation. 

Mr. Harris. Direct control. 

Mr. Mercatr. If you are giving me a hypothetical case, I think if 
your legislation does provide that it comes under the control, that is 
some of the protection for the consumer that I am seeking. 

Mr. Harris. You do not just as a matter of wanting to do it es- 
pecially care to make this hazardous and highly speculative business 
a simple and pure utility itself, do you, if protection is provided to the 
consumer ¢ 

Mr. Mercarr. Just as a matter of wanting to do it, I do not want 
to put anything under any governmental control whatsoever. 

Mr. Harris. Then if the protection can be provided by this in- 
direct method without bringing under Federal control the producers 
who explore and find gas and oil, if it can be brought about that way, 
then that would come, generally speaking, within the principle of 
protecting the consumer as you desire? 
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Mr. Mercatr. Right. 

Mr. Harris. That is all, Mr. Chairman. 

The Carman. I was about to ask that same question, and Mr. 
Harris has asked it and you have answered it. I think I have no 
further questions. 

Mr. Metcalf, we do appreciate your appearance before the commit- 
tee, and are glad that you could come today on short notice. We wel- 
come you at any time before this committee. 

Mr. Mercar. I thank the chairman and thank the committee. 

The CHarrmMan. Our next witness will be the gentleman from Texas, 
Mr. Alger. 


STATEMENT OF HON. BRUCE ALGER, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF TEXAS 


Mr. Auger. Mr, Chairman, I just want to say before taking the chair 
that this is the first time in my life I have ever taken the stand before 
a Congressional committee and, whether my stay be long or short in 
Congress, this will be the first time I will do this. 

The Cuarrman. At least you are establishing a precedent. 

Mr. Harris. We are highly complimented, if I may be permitted 
to say so, Mr. Chairman, in this committee in having the privilege of 
your first appearance before any congressional committee. 

Mr. Auger. Thank you. It is my pleasure. 

The CHatrMAn. You may caliee 

Mr. Axcer. I had intended that my greatest virtue today would 
be brevity. I did not realize that you went into these things at such 
length. I planned to be only 2 or 3 minutes. That is still my inten- 
tion, although I desire very much that the members of the committee 
get the statement which I have prepared. 

The CuHatrrman. You may be sure that it will appear in full in the 
record, Mr. Alger. 

(Mr. Alger’s prepared statement follows :) 


STATEMENT OF Hon. BRUCE ALGER 


My name is Bruce Alger. I represent the 5th Congressional District of Texas, 
Dallas County. I was elected last year running on a platform advocating free 
competition in the market place and less Federal control of our economy—a 
platform quite similar to that of our great President Dwight D. Eisenhower. 

This action of the electorate made me the first Republican elected to Congress 
from Texas in a regulat election in many years. It also indicated to me that the 
people of my district likewise realize the vital importance of a return to the 
free enterprise principles that made our country great. 

My interest in the legislative efforts to correct the Supreme Court’s decision 
in the Phillips case is more than a desire to correct an injustice to one of 
the large industries of my State. It is a determination to overcome a new 
and dangerous philosophy announced in the Supreme Court’s decision. 

Why should natural gas, the product of an intensely competitive and high- 
risk industry, be singled out as the only commodity so produced to be brought 
under Federal price-fixing while in the hands of the producer? 

If a bureau in Washington can fix the price of gas, can it not just as easily 
fix the price of other products? 

It natural gas is singled out for Federal price-fixing today, might it not be 
oil or cattle or cotton or dairy products, or all of them tomorrow? 

If there is any doubt that natural gas is a commodity produced by a highly com- 
petitive industry—far removed from the utility status—let us take a look at 
some of the facts about the demand-supply price picture. They will show not 
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only that the industry is competitive, but also that the consumer of natural gas 
inevitably receives his greatest protection from competitive activity. 

First, there is a great and growing demand. Natural gas customers have 
tripled and natural gas delivered to residential consumers had quadrupled since 
1988. Consumption of natural gas has just about tripled since World War II, 
Today almost 25 million gas customers are residential users. The American Gas 
Association estimates that an additional 1.2 million users will be added each year 
in 1955 and 1956 if supplies are available. Countless other potential customers 
are anxious to see their communities served by natural gas. 

Obviously, the efficiency and cleanliness of this fuel contributed to its popu- 
:arity. Obviously, also, its reasonable prices have been considered among its 
advantages to the constantly growing gas-consuming public. 

Competition between producers of gas, as Well as between them and other 
fuels, has been evidenced by the refusal of prices of natural gas to react to 
inflationary conditions as sharply as have the prices of other fuels. Natural 
gas is one of the few items in the family budget for which price has remained 
comparatively stable. 

Based on 1935-39 averages for 50 representative cities compiled by the Bureau 
of Labor Statistics, natural gas in 1953 had an index of 99.6, or just under 
average prices for the 1935-39 period. Contrast. this with 233.4 for anthacite 
coal, 212.9 for bituminous coal, and 205.5 for No. 2 fuel oil. Contrast this also 
With the 191.3 overall cost-of-living index for 1953. 

If the tremendous demand is not matched by a similar rise in supply, the price 
of natural gas naturally will tend to rise. But this increase will be even larger 
if the producers’ prices are regulated. Supply is the great consideration, and 
price-fixing regulations will have a tendency to reduce, rather than increase, the 
search for new supplies. They also will tend to divert more of the supply from 
the interstate market into the intrastate, which even now represents half of the 
total marketed production. Intrastate sales were not made subject to Federal 
control by the Phillips decision. 

With the tremendous expansion of the market made possible by the many 
large interstate lines built since World War II, the ratio of new supply to net 
production has diminished rapidly. In the first 5 years after the war, new gas 
supply was proved up at an average of almost 8 trillion cubic feet for each 
trillion produced. Then the ratio dropped to 2 trillion for each trillion produced. 
During the past year, new supply barely exceeded actual production. 

Which represents the greater need, to fix prices with a hope of Keeping costs 
to consumers down, as long as the present supply lasts; or to rely on time 
tested free competition to encourage wider search for greater reserves to supply 
the present consuming public and the millions who hope to join today’s fortunate 
consumers? 

Developments of recent years clearly show that all reserves possible are essen- 
tial to meet future needs. Roughly speaking, we have 21 years of supply at the 
current rate of withdrawal, but that rate of withdrawal may continue to grow. 

Certainly an adequate price is essential to prevent waste of casinghead gas, 
which is produced with oil. Prices for natural gas must be at least enough to 
pay for the expense of conservation measures. Adequate price also is essential 
to promote production from wells whose primary product is gas. Leading 
geologists are convinced that we have not reached the limit in our discoveries 
of oil and gas. However, the incentive provided will determine to what extent 
we are able to make additional discoveries. 

Because of joint costs and the infinite number of variables, it is impossible 
to determine a regulated price based on a cost formula, such as would be neces- 
sary if gas-producing is considered a utility. Gas must be allowed to seek its 
true price level through free competition with competitive fuels, or it will be 
found necessary to regulate the prices of these fuels, also, and thus establish a 
Federal bureau control over all of our energy resources. 

If reserves are to keep pace with demand, every producer, not just a few big 
companies, must have price incentive to search for and produce more gas. The 
minor or independent producer is the typical wildeatter. He finds the big 
majority of new fields, and we cannot meet our needs without him. He needs 
incentive. 

There are thousands of these independents in action today. All told, about 
8,100 producers of natural gas operate in the country, counting only those who 
report to the various State agencies. The picture some would paint of a 
monopoly industry controlled by a few large companies is far from true. Of all 
the extractive industries, bituminous coal is the only one in which leading com- 
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panies produce as small a portion of the total as in the natural gas industry. 
Compared with manufacturers of all kinds, natural gas is less concentrated in 
the hands of a few companies than 382 out of the total of 452 studied. 

The picture for gas production is: First 4 companies, 17 percent; first 8, 28; 
first 20, 46; first 50, 66; and first 100, 78. There also is a gradual gradation 
from one size to the next in order, a condition ideal for competitive behavior. 
Seekers of monopoly can look elsewhere. 

The ease of entry into production of natural gas is a sure sign of the absence 
of monopoly. Natural gas companies even seek additional competitors, fre- 
quently looking for partners because of limitation of funds when they spend so 
much on exploration, title clearance, and leasing. 

Competition defiinitely is present when the producer or gatherer meets the 
interstate pipeline or transmission company at the bargaining table. The pipe- 
line companies are not so numerous as the producers, but between them they 
have an interconnecting network of lines covering the large producing areas of 
the Southwest. With one exception, the various large lines all are connected 
either directly or indirectly with most of the producing areas of the Southwest. 
Thus they have widely scattered supply sources to which they can turn if one 
source prices itself out of the market. Neither the seller nor the buyer has 
the other “over the barrel.” 

These active competitive conditions which prevail are pointed up by the price 
behavior of natural gas. Prices have shown great flexibility and continually 
have lagged behind the rising cost of living. 

Indicating their responsiveness to competitive conditions, prices paid under 
contracts executed in 1952-53 ranged from 21 to 29 cents per thousand cubic feet 
in the Appalachian region ; from 7 to 18 cents in Panhandle-Hugoton; from 4 to 13 
cents in east Texas-north Louisiana; and from 3 to 16 in Louisiana-Texas gulf 
coast. 

The increased rates paid by consumers today are not due primarily to higher 
field prices, but to generally higher prices of everything that enters into the 
distribution, transmission, and production of gas. These include sharp rises 
in the cost of steel, labor, taxes, and many other expenses. Only about a tenth 
of the total cost to the residential consumer is represented by the price received 
by the producer for natural gas at the wellhead. 

Under free competition, the natural-gas producing industry has met every test 
of service to the consumer. What sound reason is there for fixing the well- 
head price that a producer may get for his gas? 

Regulating only the larger producers is no answer to the problem. Who is 
the larger producer? What if royalty owners, owners of divided interests, small 
producers feeding into a single gatherer or natural gasoline plant, and others 
demand payment in kind and insist on separate sales? 

Price fixing is not in the long range interest of the consumer. Putting gas 
production on a utility status would bring staggering problems and costs, with 
ng benefits and very probably some definite losses. 

Consider the staff necessary and the expenses involved if the Federal Power 
Commission must review 30,000 separate sales transactions, with thousands 
more each year. Consider the insurmountable difficulties in trying to deter- 
mine prices on a cost basis. What about loss of incentive to producers? Futil- 
ity compounded. 

No five men can solve all of the problems that have been solved by millions 
of individual decisions from day to day. The vast machinery for regulating 
prices would be only one of many costs, both tangible and intangible. The con- 
— will pay the price, both in taxes and in increased charges for the gas 
itself, 

Regulation in the form of price fixing is not the answer. The consumer’s 
greatest protection is competitive activity. His true interest lies with a con- 
tinuing supply. He deserves the benefits of competition. 


The Cuarrman. You may proceed, Mr. Alger. 

Mr. Arcer. I am not trying in any sense to treat in detail a subject 
that is so vast as this. You men have accumulated information 
which I have not been privileged to have, but I want to add my 2 cents 
here. If you can read this, I believe it will carry my story. So I 
shall not read the statement. I will just paraphrase it very briefly, 
and naturally be glad to answer questions, if I can. 
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I am here partly because people in my area believe in free enter- 

rise. That is all I know as an American, and I have spent all my 
fife in this country. I was practicing it at the time I happened to 
fall into politics, so I was practicing what I preached. 

I believe in the American heritage of hard work and struggle per- 
mitting a man to rise in this country. That was done without benefit 
of control in the past. Controls may at times add something to our 
way of life which we did not have and maybe are essential, but I 
cannot see that such is true in the case of gas. 

To me, this is a matter of free enterprise and competition. The 
case here speaks for itself, I think. I do not feel that natural gas 
should be a subject for price fixing. I believe in competition. 

On page 2, I outline the fact that in my brief I shall talk in terms 
of demand, supply, and price, and these are the factors I believe 
should determine what lies in the future of gas regulation if such 
there should be. 

First of all as to demand. There is a greatly increasing demand. 
How about price? I am moving on quickly. The price has been 
very stable. I would like to call to the attention of the chairman 
and the committee that natural gas is 99.6 percent of what it was 
during 1935-39. It is even less now than then. While there has 
been tremendous demand, there also has been a similar rise in supply. 
That has been because of the searching for new fields. 

Without the possibility of gain, there will not be the search, and 
hence our supply will diminish in the future. 

So I feel that the lack of control is one reason that we have seen 
new fields come into being, and those new fields must be explored and 
found in order for us to have the supply to meet our greatly increasing 
demand. 

None of us feels, in my country, of whom I am the representative, 
that Government regulation increases the searching by individuals 
in a free enterprise system. Rather, it drives them away from it, 
and there will not be searching for new fields. 

So the thought that occurs to me, and I shall read the one statement 
here on page 3: “Which represents the greater need—to fix prices 
with a hope of keeping costs to consumers down, as long as the present 
supply lasts; or to rely on time-tested free competition to encourage 
wider search for greater reserves to supply the present consuming 
public and the millions who hope to join today’s fortunate con- 
sumers?” Because we all know our market is still growing. 

It would seem to me to be very difficult indeed to arrive at any 
formula if we were to say that there was to be regulation. I do not 
know of any bureau in our Government with men so wise as to control 
so difficult a field as gas production. 

How about the operators themselves? Is it monopolistic or isn’t 
it? I would like to call to the attention of the committee that 
there are 8,100 producers of gas and that, contrary to what some 
people have held and possibly told you—and I have read some of the 
things that were said—the production of natural gas is not concen- 
trated in the hands of just a few companies, but rather, 8,100 opera- 
tors. As a matter of fact, the first 4 companies produce 17 percent; 
the first 8, 28 percent; the first 100 companies in this country produce 
78 percent. So it goes. 
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There are many other producers who are small-business men, who 
are taking their speculative risk in a very highly competitive business. 

That is my other point, that it is competitive. b 

As far as increase in price, there has been, as you know, very little 
increase in price. What I have heard today assures me that some 
people are afraid of the future rather than basing their concern on the 
past, and it is well for us to look into the future, of course. It has 
come to my attention that only about one-tenth of the total cost to 
the residential consumer is represented by the price received by the 
producer for natural gas. It has not been established, I believe, that 
the producer is being overpaid, and yet he is taking the great risk. 

Mr. Chairman, that is about it. There are a few more things in 
my statement. I brought enough copies in the hope that the other 
members of the committee would take the trouble to read it, since 
I worked to make it brief. 

The Cuarrman. I thank you, and you may be assured that it will 
be read, Mr. Alger. 

We appreciate your appearance here and your cooperation in the 
interest of brevity. As you have already stated, we have gathered 
in the last 3 or 4 weeks a great deal of information on this subject. 
As a matter of fact, sometimes we wonder if there is any new thought 
or fact that can be brought in, but we are willing to listen to people 
who have an interest in the matter. 

Are there any questions of Mr. Alger? 

Mr. Dies. Mr. Chairman, I wish to compliment my colleague on 
the fine statement he has made. While brief, I think it goes to the 
very heart of the problem, and I think his argument is unanswerable. 

Mr. Harris. Mr. Chairman, I should like to say that I share in the 
compliment which the gentleman has stated. The witness has pointed 
up something which I do not believe has been referred to before. He 
has mentioned something new. He has reminded me of the success 
of the industry of this country in making available to the consumers 
of America this highly desirable product, natural gas. 

We have only to look to the south of us, to Mexico, where we find 
that they have not been so successful because it is under complete gov- 
ernment control and regulation. The Government of Mexico has 
refused to permit the industry from this country to come down there 
under the usually much less restrictive procedure of exploring and 
developing oil and gas. Consequently, they have not had success in 
developing this great natural resource in that country. 

On the contrary, we have observed the experience in this country 
when there was free competitive business. 

Our neighbor to the north of us, Canada, permitted industry— those 
who know something about this business—to come up and develop it, 
and we have seen what has happened up there within the last 4 or 5 
years, 

It seems to me, as the gentleman has so well pointed out in his 
statement, that the consumers of America might very well take note 
of the experience as we look down the road and try to pave the way 
so the consumers of America can have an ample supply of this great 
product. 

The Cuatrman. Are there any further questions? Mr. Rogers? 
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Mr. Rocers. Mr. Chairman, there is one thing which I wished to ask, 
I intended to ask this of Mr. Metcalf, and I am sorry I was called out 
by a telephone call. 

Maybe you know, Mr. Harris. Does the Public Utility Commission 
of Montana set rates on the intrastate sales and distribution ? 

Mr. Harris. Yes, they do. Distributing units? 

Mr. Rocrrs. I mean, do they set the rates which producers charge 
to the distributing companies ? 

Mr. Harris. No. They set the rates which the distributing com- 
pany charges the consumer. 

Mr. Rogers. Yes. The point I am making is this: On the intra- 
state sales, there is no control whatever over the price that the 
producer gets. 

Mr. Harris. Not at all. 

The CuHarrmMan. We are very happy to have you appear before the 
committee, Mr. Alger. 

Mr. Areer. Thank you, Mr. Chairman. 

The CuHarrMan. The committee will stand adjourned until 10 o’clock 
Monday morning. 

(Whereupon, at 3:15 p. m., the hearing was adjourned, to reconvene 
at 10 a. m., Monday, April 25, 1955.) 





NATURAL GAS ACT 
(Exemption of Producers) 


MONDAY, APRIL 25, 1955 


Hovusk or REPRESENTATIVES, 
ComMITTER ON INTERSTATE AND ForREIGN COMMERCE, 
Washington, D. C. 


The committee met at 10 a. m., pursuant to adjournment, in room 
1334, New House Office Building, Hon. J. Percy Priest (chairman) 
presiding. 

The CHarrMan. The committee will come to order. 

The Chair wishes to state that as we begin this final week of hear- 
ings on this legislation that it will be necessary for us to move as 
expeditiously as possible, and the Chair, and the committee, will ap- 
preciate every possible cooperation toward that end. 

We started these hearings on the 22d of March. We adjourned 
then for the Easter recess on the ist of April. We have been in 
session again now since the 14th of April. 

It will be necessary to close Friday of this week. 

The Chair and the committee hopes very much that it will not be 
necessary for us to have night sessions. If it is necessary to hear 
about 40 witnesses remaining to be heard, then we will have to have 
night sessions. 

We have tried, as nearly as possible, to give everybody an oppor- 
tunity to be heard that desired to be heard. 

We ask the cooperation of all witnesses during the remainder of this 
week toward presenting their statements in as few words as possible 
and, I am sure, there will be cooperation on the part of the committee 
to the extent that there will not be prolonged questioning. If it is 
necessary for questions to clear any point in the statement that may 
bear clarification then that, of course, will be in order; but we hope 
very much that we may continue through this week to have full co- 
operation of all parties concerned, to the end that we can finish Friday, 
without having to hold night sessions. 

Our first witness this morning will be Mr. Joseph W. Childs, repre- 
senting the Congress of Industrial Organizations. We shall be happy 
to hear you at this time, Mr. Childs. 


STATEMENTS OF JOSEPH W. CHILDS, VICE PRESIDENT OF UNITED 
RUBBER, CORK, LINOLEUM, AND PLASTIC WORKERS OF AMERICA, 
C10; AND DONALD MONTGOMERY, DIRECTOR OF THE WASHING- 
TON OFFICE OF UNITED AUTOMOBILE WORKERS, CIO 


Mr. Cutups. Mr. Chairman and members of the committee, my 
hame is Joseph W. Childs. I am General Vice President of the 
United Rubber, Cork, Linoleum, and Plastic Workers of America, 
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CIO, and also a member of the executive board of the National CIO. 

I have here with me at the table today Mr. Donald Montgomery, 
who is director of the Washington office of the United Automobile 
Workers of America, CIO. 

Now, out of respect to the wishes of the chairman, I will keep my 
remarks as brief as possible. I have a prepared statement. 

The Cuarrman. Thank you, Mr. Childs. 

Mr. Cuizps. Which I wish to read. 

We appear in opposition to H. R. 4560 because it would subject 
consumers to unregulated and constantly increasing charges for natu- 
ral gas. It would do this by talking away from the Federal Power 
Commission its authority to regulate the prices which gas producers 
charge the interstate pipelines. 

To the $400 million which already has been added to the consumer's 
annual bill for natural gas by failure of the Federal Power Commis- 
sion to exercise its jurisdiction in this field, it would permit oil and gas 
producers to add another $800 million or more to the annual cost of 
natural gas to consumers. 

It would, in the course of time, enhance the value of natural gas 
reserves by more than $30 billion. It would, in the course of time, 
enhance by $5 billion the value of gas reserves owned by Phillips 
Petroleum Co. and by Standard Oil’s subsidiary, the Humber Oil & 
Refining Co. 

It is hardly conceivable that Congress would enact a $5 billion 
bonus, at consumer expense, for these two highly profitable oil com- 
panies at a time when there is so much reluctance on both sides of 
the aisle to comply with President Eisenhower’s justified, and, in- 
deed, inadequate, foreign-aid proposal to appropriate $3,530 million 
for affirmative and constructive measures to secure the peace of the 
world. 

The Supreme Court has stated that the Natural Gas Act empowers 
the Federal Power Commission, despite its manifest reluctance to do 
so, to regulate not only what the interstate pipelines charge for gas, 
but also what the gas producers charge the pipelines. It is self- 
evident that if there is no regulation at the producer end of the line, 
there will be no regulation worthy of the name at the consumer end. 

The most recent figures are that 19,229,000 residential meters, some 
60 million consumers, are hooked up to natural gas lines. When 
consumers have equipped their homes to burn natural gas, they must 
pay what the regulatory bodies say they must pay. There is no com- 
petition to protect them. 

We are told that if there is no regulation of producer prices in the 
gas fields, competition will determine the price. Indeed it will. We 
have looked into that enough to see how competition has been setting 
the price the Bipoies pay for gas. 

Competition has not been holding these producer prices down, but 


pushing them up. The ero is all on the buyers’ side. The 


pipelines have been fighting for gas, competing for it, and their com- 
petition has forced prices % 3 

Top —_ paid for gas by large purchasers in 6 Texas fields in- 
creased by more than 200 percent from 1947 to 1954, and three-fourths 


of this increase occurred in the last 3 years. 
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Top prices paid for natural gas by large purchasers in Texas (simple average of 
top prices reported for siz fields) 


Cents per Cents per 
thousand thousand 
cubic feet cubic feet 


1947 i otatreerkn vs ancetoanieres 7.27 

1968. WAUSAU Ld UMBRO PPOMMG Jiu. Sh blk le SB . 61 

14D ceca eiaenke asiers Sans 5. 29 | 1954 . 57 

1950 5. 63 | Increase, 1951-54 . 44 
6.13 | Increase, 1947-54 

Increase, 1947-51 2.17 

If this is the kind of protection we get from competition in the sale 
of natural gas to pipelines, we’ve oat enough. We don’t want that 
kind of protection 1n reverse. 

As evidence of how these higher prices in the gas fields have been 
coming our way in the towns and cities, I cite American Gas Asso- 
ciation figures which show the increased cost of gas to consumers be- 
tween 1950 and 1953. Consumers paid an average of 35.3 cents per 
thousand cubic feet in 1950 and 42.3 cents in 1953. The 5.3 trillion 
cubic feet of gas they bought in 1953 cost them $370 million more than 
if it had been bought at 1950 rates. 

We are told that in the last 4 years pipeline companies have 
liled rate increase applications with the Federal Power Commission 
totaling more than $400 million, and I read in the Wall Street Jour- 
ual of March 25 that 34 applications asking $148 million in higher 
rates were pending there. 

How much more will the consumers’ cost of gas go up if Congress 
enacts this bill and gives producers a green light to charge all that 
the pipelines will pay them? How far up do they hope to go?’ How 
far can they go? 

The members of this committee can find the answers from the na- 
tural gas producers themselves. In the Federal Power Commission’s 
natural gas investigation in 1947 representatives of that industry 
made clear that they believe natural gas is worth all that it can be 
sold for in competition with other fuels like fuel oil and coal. In an 
other Federal Power Commission proceeding, the Mid-Continent Oil & 
(ras Association said, “The price of competing fuels will inevitably 
operate as a ceiling upon the price of gas in the field, and would hold 
it toa reasonable level even if there were no regulation.” 

That is the goal of this bill—to sell natural gas not at cost plus 
a reasonable profit, but for all the traffic will bear. That is the differ- 
ence between a regulated price and an unregulated price. 

One petroleum engineer, Thomas D. Bailey, has estimated where 
this theory of gas pricing would put the price of natural gas. As 
compared with an average price of 9 cents per thousand cubic feet 
paid by pipelines for natural gas in the year 1950, he says that gas 
sold at a competitive cost with coal in Detroit would yield the pro- 
(ucers 25 cents per thousand cubic feet, in Denver, 27 cents; in Omaha, 
40 cents; and in Minneapolis, 42 cents per thousand cubic feet. 

To me there is no rhyme or reason for this method of pricing. 

Let us take just the 25-cent figure as the field price the gas produc- 
ers are shooting for in this bill. That would mean an increase of 
about 15 cents per thousand cubic feet over what pipelines are now 
paying for gas. In exhibit 1 there is set forth what that 15-cent in- 
crease would cost consumers in each of the gas-consuming States. 
lhe total for the 41 States is over $800 million a year. 

61557—55—pt. 2——16 
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The 31 members of this committee represent 22 States. The in- 
creased cost to 21 of these using natural gas adds up to $593 million 

ear. 

These added costs to consumers are figured at the 1953 rate of con- 
sumption. Consumption of natural gas is rising every year, and as 
it rises the cost of this bill to consumers would be correspondingly 
increased. 

The ability of oil and gas companies to push up their prices to the 
full limit of competitive “fuel costs would appear to be enhanced by 
the report of the American Gas Association that in 1954, for the first 
time, the proven reserves of natural gas failed to expand, although 
exploratory drilling was at a high rate in that year. This would 
indicate that the competition which determines the prices producers 
get for their gas will continue to be on the buyers’ side, not on the 
sellers’ side. 

Addition of another $800 million to consumers’ annual gas bills 
is not all that this bill will accomplish. It will also raise some elec- 
tric rates. Much a, is now generated in plants using natural 
gas as fuel. Our exhibit 2 , based | on Federal Power Commission 
figures, shows what a 15- cent increase in the producer price of gas 
would mean in higher costs of generating electricity in the States 
where natural gas is used for that purpose. 

The probable annual increase in electric costs indicated by this table 
is over $174 million. For the 19 States in the list which members of 
this committee represent, the increased cost is just under $125 million. 

Nor will the effects of this bill stop there. Most natural gas is 
produced by oil companies. The big blocks of natural gas reserves 
are controlled by the big oil companies—Standard, Phillips, Gulf, 
Continental, Sinclair, Texas Co., and so forth. If they can push 
up the price of gas, they can push up the price of fuel oil. 

“Reoulation ‘of natural gas prices thr eatens to disrupt the competi- 
tive position of gas with respect to oil,” one of the Phillips’ officials 

said at the last annual meeting of the American Petroleum Institute. 
Gas prices and fuel oil prices can go up together until they reach the 
ceiling imposed by the price of coal. We have run across no estimates 
of what the added consumer cost of fuel oil would amount to, but 
obviously it would run in the hundred millions of dollars also. 

Present proven gas reserves in this country are reported to be 211 
trillion cubic feet. An increase in producer prices of 15 cents per 
thousand cubic feet would enhance the value of those reserves by more 
than $30 billion. Phillips Petroleum reports the largest control of 
gas reserves, 18 trillion cubic feet. Humble Oil and Refining i is sec- 
ond, with 16 trillion cubic feet in reserve. Just these two companies 
would gain over $5 billion by a 15-cent increase in field prices of 
natural gas, 

This is a tremendously valuable bill to the oil companies. It is es- 
pecially valuable to the large oil companies, because so large a part 
of the natural gas reserves is under their control, and they “sell. most 
of the gas the pipelines buy. 

This is a tremendously costly bill to consumers. Out of their 
pockets will come the added dollars that will further enrich the al- 

ready profitable oil companies. 

If it be said that our fears about this bill are based only on con- 
jecture of what may happen, let me say that our fears are confirmed 
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when we read about the elaborate and expensive campaign the oil 
companies are conducting to try to sell this bill to the public and to 
Members of Congress. 

The initial costs of the campaign, says the Wall Street Journal, 
may run to $1,500,000 (exhibit A). 

We have an exhibit here, which is an article from the Wall Street 
Journal. That is what confirms our fears about the bill. Oil com- 
panies don’t spend a million and a half for the cultural values of 
public enlightenment. If they are spending that kind of money on 
the bill, there’s money in it for them. 

[ would like to read the first paragraph from this article I referred 
to. It is from the Wall Street Journal of January 12, 1955. Read- 
ing the first paragraph— 

Some 21 million natural gas users and other millions of potential customers are 
about to be enrolled in a giant “lobby.” 

Now, I have some quotations here from this article. Of course, 
the members of the committee have the entire article. 


The job of wooing customers falls to the Natural Gas Resources Committee— 
The Journal says, describing the campaign: 


“This is the most expensive and best coordinated program I’ve ever seen 
the industry undertake,” says one oil company official close to behind-scenes 
activity. 


I’m still quoting the Wall Street Journal. 


Oil companies are the biggest contributors since they, too, are the big pro- 
ducers of gas. 

Other industry committees are busily at work. 

His (Maston Nixon’s) committee has subcommittees that are drumming up 
support from Congressmen. 

* * * and seeking the backing of their competitors, the coal producers. 

* * * 9 full-blown campaign with a nationwide series of ads in newspapers 
of more than 1,500 circulation. 

* * * heaviest in key consuming areas of the Midwest and East. 

Newspapers, magazines, trade papers and radio and TV stations * * * bom- 
barded with feature stories. 

* * * and even suggested editorials, pleading the producers’ case. 

* * * have called more than 100 editors and publishers of metropolitan papers. 

A film * * * jis being prepared for * * * TV stations. 

* * * seeking appearances on radio and TV quiz panels. 

* * * contact local civic groups, such as the Veterans of Foreign Wars, 
Rotary, American Legion, Chambers of Commerce and women’s clubs. 

* * * send letters to employees and stockholders. 

* * * namphiets and copies of speeches, mailed out with dividend checks. 

Letters to the editor columns will also be used. 


There’s the prospectus. They don’t seem to have overlooked any- 
thing. We don’t know, of course, how much of this big and expensive 
campaign is going through on schedule, though we have seen the 
newspaper ads. 

But since the Wall Street Journal is not the only paper reporting 
this extraordinarily elaborate campaign (our exhibit B quotes another 
source, and there are others), we believe that so costly an effort to 
mold a favorable opinion in the public and, through them, in the 
Congress, deserves special consideration. 

It would provide relevant, competent and realistic testimony on the 
bill now before this committee to get on the record a full and complete 
report of this campaign before the committee acts, including the con- 





1182 NATURAL GAS 


tributions, the expenditures and the purposes thereof. We make tha\ 
proposal to the committee. 

We have read the advertisements and checked up on some of the 
facts alleged therein. 

Consumers are told not to worry about the producers’ price of gas 
because, one advertisement says, “only about 10 percent of the average 
gas bill goes to the producer who finds the gas and sells it.” 

The information we get is that in 1953 the pipelines paid pro- 
ducers 9 cents per thousand cubic feet for gas and utility companies 
sold natural gas to consumers for an average of 42 cents per thousand 
cubic feet. Producers got 22 percent of the consumer dollar, not 
10 percent. 

Mr. Hate. May I interrupt you. Is that per hundred cubic feet’ 
You read per thousand. 

Mr. Cups. That is thousand, that is correct, sir. It is thousand 
in both places. Thank you very much, sir. 

This ad also tells consumers not to worry about monopoly in the 
gas fields. Producers, it says, “compete vigorously to sell their gas.” 

We have already agreed that competition has been working on field 
prices of natural gas. But it has been working them up, not holding 
them down. Wake found out also that producers in three States 
have so little confidence in the competitive system of pricing their gas 
that they appealed to their State eialetoaen to fix minimum prices 


by law. In Texas, apparently, they have not got their law yet. In 
Oklahoma and Kansas they already have their laws. But we under- 
stand that the United States Supreme Court has recently knocked 
those laws out. It is clear that producers tried to fix prices by law, 
and we find it hard to square that purpose with their claims about 


vigorous competition. 

And I have here an ad, and I presume that members of this com- 
mittee have seen the ad... It is in the New York Times of March 16, 
1955, and I want to just quote one paragraph here, a short sentence: 

This is a step without peacetime precedent—to price fix a consumer product 
at its source. 

That is exactly what these State laws are doing—price fixing ; fixing 
a minimum price. 

The ad says that regulation of producers’ prices will reduce the gas 
supply. This, we understand, is the heavy artillery of the campaign. 
It is supposed to frighten consumers into supporting higher prices 
by suggesting that they may be cold next winter. 

Well, it may be true that the big oil companies would rather get 
nothing for their gas than to get less than the superhigh prices they 
hope to get through this bill. But I don’t believe it; I don’t believe 
any oil company believes it; and I don’t believe any Member of 
Congress believes it. 

As I understand it, gas is largely a byproduct of drilling for oil. 
The oil and gas are produced together in many cases. And will the oil 
industry too, shut down if H. R. 4560 fails of enactment? Will ex- 
ploration and wildcatting come to an end because the field price oi 
natural gas is not left free to go on up to 25 cents—178 percent more 
than it was selling for in 1953? 

We say this threat of cutting off the gas supply is a transparetl 
effort to frighten consumers into supporting a bill that is no good 
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Speaking for CIO, I am here to tell the big oil companies 
advertising campaign does not persuade us to support 


H. R. 4560. We oppose the bill, and we urge this committee to vote 


gainst 1t. 


“Mr. Chairman, I would like for these exhibits to be made a part 


of the record. 


The CHarrMANn. Without objection, they may be made a part of the 


record. 


(The exhibits referred to are as follows:) 


Exursit 1. CIO Testimony 


Effect of increased field prices, by States,’ based on 1958 utility sales of natural 
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Total sales 
(thousand 
cubie feet) 


4, 260, 000 | 
15, 660, 000 | 
850, 000 
580, 000 | 
13, 900, 000 
116, 750, 000 | 
275, 340, 000 
232, 890, 000 
69, 350, 000 
167, 460, 000 
431, 890, 000 


34, 410, 000 | 


71, 820, 000 
222, 240, 000 
91, 220, 000 
170, 500, 000 
78, 330, 000 
3, 650, 000 
14, 070, 000 | 
13, 460, 000 
19, 190, 000 
119, 440, 000 


29, 850, 000 | 


4, 390, 000 

7, 790, 000 
28, 
105, 
131, 920, 000 
69, 
94, 
101, 
145, 
364, 
173, 
890, 


780, 000 
750, 000 


530, 000 | 
820, 000 | 
990, 000 | 
63, 810, 000 
109, 500, 000 | 
36, 330, 000 
63, 800, 000 
36, 050, 000 
20, 270, 000 
672, 740, 000 


5, 376, 670, 000 





620, 000 | 
970, 000 


510, 000 | 


750, 000 | 


Annual cost of field price increases per 


thousand cubic feet 





5 cents 


$213, 000 
783, 000 
42, 500 
29, 000 | 
695, 000 | 
5, 837, 500 
13, 767, 000 | 
11, 644, 500 
3, 467, 500 | 
8, 373, 000 | 
21, 594, 500 | 
1, 720, 500 | 
3, 591, 000 | 
11, 112, 000 
4, 561, 000 
8, 525, 000 
3, 916, 
182, 
703, 
673, 
959, 
5, 972, 
1, 492, 
219, 
389, 
1, 431, 
5, 298, 
6, 596, 
3, 475, 
4, 739, 
5, 087, 
7, 287, 
18, 226, 
8, 691, 
44, 549, 
3, 190, 
5, 475, 000 | 
1, 816, 500 
3, 190, 000 | 
1, 802, 500 
1, 013, 500 
33, 637, , 000 


500 
500 
000 
500 | 
000 | 
500 
500 
500 
000 
500 
000 
500 
000 
500 
500 
500 | 
000 | 
500 | 
500 | 


268, 833, i 0 


500 | 


10 cents 


$426, 000 
1, 566, 000 
85, 000 

58, 000 

1, 390, 000 
11, 675, 000 
27, 534, 000 


23, 289, 000 | 


6, 935, 000 
16, 746, 000 
43, 189, 000 

3, 441, 000 


7, 182,000 | 


22, 224, 000 
9, 122, 000 
17, 050, 000 
7, 833, 000 
365, 000 

1, 407, 000 
1, 346, 000 
1, 919, 000 
11, 944, 000 
2, 985, 000 
439, 000 
779, 000 

2, 862, 000 
10, 597, 000 


13, 192, 000 | 


6, 951, 000 
9, 478, 000 
10, 175, 000 
14, 575, 000 
36, 453, 000 
17, 382, 000 


89, 099, 000 | 


6, 381, 000 
10, 950, 000 
3, 633, 000 


6, 380, 000 | 


3, 605, 000 
2, 027, 000 
67, 274, 000 


537, 667, 000 


15 cents 


$639, 000 
2, 349, 000 
127, 500 
87, 000 
2, 085, 000 
17, 512, 500 
41, 301, 000 
34, 933, po 
10, 402, 500 
25, 119, 000 
64, 783, 500 
5, 161, 500 
10, 773, 000 
33, 336, 000 
13, 683, 000 
25, 575, 000 
11, 749, 500 
547, 500 
2, 110, 500 
2, 019, 000 
2, 878, 500 
17, 916, 000 
4, 477, 500 
658, 500 
1, 168, 500 
4, 293, 000 
15, 895, 500 
19, 788, 000 
10, 426, 500 
14, 217, 000 
15, 262, 500 
21, 862, 500 
54, 679, 500 
26, 073, 000 
133, 648, 500 
9, 571, 500 
16, 425, 000 
5, 449, 500 
9, 570, 000 
5, 407, 500 
3, 040, 500 
100, 911, 000 


"806, 500, 500 


' The following States had no utility natural gas sales in 1953: Maine, Vermont, Delaware, Idaho, N Nevada, 


Oregon, Washington, 
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Exursit 2. CIO Testimony 


Effect of increased field prices of natural gas on the cost of electricity based on 
1954 consumption of natural gas for the production of electric energy, by 
States 


| 


Annual cost of field price increases per 


Consumption thousand cubic feet 





| 
| | 
(thousand | 
| cubic feet) 


5eents | 10cents 15 cents 





DEAE oo niccncnccesiawe 5, 914, 473 | | 295, 724 | $591, 448 
Rhode Island_- titi SA 5, 183 25¢ 518 
SN TIE kc hak cccmnachokenn ; ceetiees cei 29, 748, | 7, 416 | 2, 974, 832 
New Jersey » cdbboas — 15, 292, 632 | 4, 63% 1, 529, 263 
Pennsylvania. - ---.-. es - 15, 465, 485 | 3, 27 1, 546, 449 
Ohio danataain findkbutnaakenee 2, 114, 832 | 5, 74: 211, 483 
ee ; 4, 342, 618 | 217, 131 | 434, 262 | 
Illinois ___ ; A een oa eee 72, 086, 947 3, 604, 397 7, 208, 695 | 
Michigan die biidbe pede in 424, 855 21, 24: 42, 486 | 
Wisconsin........-. Leigtens acest ek aie 204, 262 | , 21: 20, 426 | 
Minnesota 30, 418, 258 , 020, 913 | 3, 041, 826 
NR ee i eee 7 39, 159, 290 ,957,915 | 3, 915, 929 
Missouri. -- : EAS cbsK aes 24, 904, 687 245, 23+ 2, 490, 469 | 
North Dakota oleiciie ‘iaiiclttiieeaaed 207, 873 | , 393 | 20, 787 | 
IL nn cen cee agnaeneeananwwe we 4, 310, 585 5, 51 431, 586 
Nebraska. .....-.-.- sik ss aici et ie RN eT ichsaes eoe 22, 343, 655 ; : 2, 234, 366 
Kansas odtiien Fis . ie isan 59, 055, 278 2, 904, 764 | 5, 905, 528 | 
Delaware. . ---.- ; aati J ~olael 1, 056, 714 52, 836 | 105, 671 | 
Virginia = ees . ee sod 675, 999 33, 67, 600 | 
West Virginia_. j : ee | 645, 237 32, 262 | 64, 524 
South Carolina : nie’ i 10, 876, 952 5A | 1, 087, 695 | 
Georgia. - fe. aun 43, 221, 798 2, 161, 08 4, 322, 180 
Florida._....--. 1 P j 8, 378, 305 3 OLE 837, 831 
Kentucky-......---- Lahsited 9, 203, 568 s0, 920, 357 
Tennessee _.___- Ar belt 8, 159, 419 7, § | 815, 942 
Alabama_-.--- . ake ae aan 21, 846, 867 | | 2, 184, 687 
Mississippi--- > oust 37, 170, 105 3, 717, Oll | 
Arkansas eae ake” 47, 139, 910 
Louisiana -- yal * 827, 304 
Oklahoma..--. --- )2, 344, 028 2, 201 34, 40: 

la - . 957 001, 012 , O51 29, 700, 101 

Montana..- i 603, 631 30, 181 | 60, 363 | 
Wyoming_---- bye 4 699, 703 34, ORE 69, 970 | t 
Colorado . a sel 33, 866, 818 , 693, é | 3, 386, 682 5, 080, 023 
New Mexico. .......-.- | 20, 566, 771 028, 339 | 2, 056, 677 | 3, 085, 016 
Arizona... uovkbna = 19, 322, 570 1, 932, 257 | 2, 898, 386 
Utah___ oe J a0 6, 278, 923 313, 946 627, 892 | 

Nevada_.- es 4 : sel 111 6 11 

California - ; lea 178, 641, 168 8, 932, 058 17, , 864, 117 | 


United States_. ‘ 2 163, 526, ‘151 | 658, 176, 307 | 116, 352, 615 
| 


” 365 


NYSONE 


!The States of Maine, New Hampshire, Vermont, Connecticut, Maryland, North Carolina, Idaho, 
Oregon, and Washington had no consumption of gas for production of electricity in 1954. 


Exuisir A—CIO TESTIMONY 
{From Wall Street Journal, January 12, 1955] 
GAS PRODUCERS ENLIST CONSUMERS IN BATTLE AGAINST FPC ContTROL 


INDUSTRY MOBILIZES GIANT LOBBY TO BACK LEGISLATION TO UPSET PHILLIPS 
PETROLEUM DECISION 


(By Harlan Byrne, staff reporter of the Wall Street Journal) 


Hovuston.—Some 21 million natural gas users and other millions of poten- 
tial customers are about to be enrolled in a giant “lobby.” 

The oil and gas industry this month will kick off a king-sized public ity cam- 
paign with this goal: To gain consumer support for legislation coming up in 
Congress this session to free gas producers from Federal control decreed by 
the United States Supreme Court last June. 

The industry’s “educational” story will be told and retold in newspaper ads, 
feature stories, editorials; on radio and TV programs, at conventions and civic 
club meetings. The initial costs of bringing the message to the people may rut 
up to $1.5 million, industry officials estimate. 
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In addition, literally thousands of oil and gas workers will give part-time 
service in carrying the gospel—through publicity work, speech making and 
personal contacts. 

INDUSTRY’S MESSAGE 


To win the tough tussle, oil and gas industry leaders believe they must con- 
vince consumers that an assured future supply of the fuel can be guaranteed 
only by competitive, unregulated production. 

The job of wooing consumers falls to the Natural Gas and Oil Resources Com- 
mittee, an industry group formed last October. The committee is headed by 
L. F. MeCollum, president of Continental Oil Co., and Paul Kayser, president 
of El Paso Natural Gas Co. 

“We would be naive to be too optimistic of our chances of getting favorable 
jegislation this year,’ says Mr. McCollum. “I don’t believe there’s any question 
we can get the average consumer to see our side, but right now the time element 
is a terrific handicap.” 

Privately, other oil and gas company executives say chances are better than 
even that Congress this year will amend the Natural Gas Act of 1938 to exempt 
producers from regulations by the Federal Power Commission. Principal oppo- 
sition is expected from Congressmen of consuming States, especially the Midwest 
and Hast. 

State and city officials of Wisconsin, Missouri and Michigan pressed the 
Phillips case to a Supreme Court decision. Officials from those consuming areas 
argued that control of producers’ prices was needed to protect gas users from 
continuing rate boosts. The Supreme Court ruled that producers’ sales of gas 
in interstate commerce are subject to regulation of the Federal Power 
Commission. 

PUBLIC RELATIONS PROBLEM 


Mr. McCollum’s group then lost no time. A national headquarters was set 
up in New York City, to be run by Baird H. Markham, a veteran official of the 
American Petroleum Institute. The committee hired Hill & Knowlton, Inc., as 
publie relations consultant. A number of gas producing companies, too, put 
their own public relations people at the full-time disposal of Mr. Markham. 

His staff has drawn up an elaborate plan of action, reaching down through 
regional and State committee and individual companies. 

“This is the most extensive and best coordinated program I’ve ever seen the 
industry undertake,” said one oil company official close to behind-scenes activity. 

While all oil and gas industry groups, generally speaking, are giving lip 
service to the cause, producing companies are financing most of the McCollum 
committee’s work. 

Oil companies are the biggest contributors since they, too, are the big pro- 
ducers of gas. Oil firms also fear Federal control of gas production will lead 
eventually to regulation of oil output and prices. 

In many instances, oil and gas are produced from the same wells, and oilmen 
believe it’s hard to separate the two, economically. Interstate pipelines and 
local gas distributing firms around the country are sympathetic to the producers’ 
drive for legislation, but for the most part they’ve stayed on the sidelines so far, 


OTHER COMMITTEES AT WORK 


Besides Mr. McCollum’s group, other industry committees are busily at work. 
There’s General Gas Committee headed by Matson Nixon, president of Southern 
Minerals Corp., of Corpus Christi. 

His committee has subcommittees that are drumming up support from Con- 
gressmen and seeking the backing of other industry groups, including their 
competitors, the coal producers. Gas people argue that if their commodity is 
controlled at the producing level, the same thing may happen to coal later. 

Beginning next Monday, the McCollum group will launch a full-blown cam- 
paign with a nationwide series of ads in newspapers of more than 1,500 circula- 
tion. Advertising will be heaviest in “key” consuming areas of the Midwest 
and East. 

Newspapers, magazines, trade papers and radio and TV stations will soon be 
bombarded with feature stories—and even suggested editorials—pleading the 
£as producers’ case. 

Already McCollum committee members have called on more than 100 editors 
and publishers of metropolitan papers, asking their support. A number of big 
(lailies are said to be unsympathetic. 
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A film on the natural gas industry is being prepared for use by TV stations. 
Oil and gas people will be seeking appearances on radio and TV quiz pane| 
shows. National headquarters is setting up a speakers’ bureau for talks at 
conventions and club meetings. 

“We're not asking industry leaders to speak; we’re drafting them,” says Mr, 
McCollum. 

Producers have been called on to throw their own public relations staffs into 
the fight. They’ll contact local civic groups, such as the Veterans of Foreign 
Wars, Rotary, American Legion, chambers of commerce and Women’s clubs, 
asking for an audience. 


CONSUMER SUPPORT 


Companies are urged to send letters to employees and stockholders, enlisting 
their help in winning consumer support. Phillips Petroleum Co., and Continental, 
for example, already have followed through with pamphlets and copies of 
speeches, mailed out with dividend checks. 

Several firms have mailed letters to supervisory employees urging them to 
contact friends and explain the gas industry’s position. They’re asked to tell 
the natural gas story in understandable terms, not industry jargon. 

In key cities, monitoring teams will be reading newspapers and checking radio 
and TV programs regularly, on the lookout for adverse publicity. They’ll seek 
to correct “misinformation” by quickly calling it to the attention of the paper or 
the station. “Letters to the editor” colums also will be used. 

There was a time, before World War II, when natural gas was pretty much an 
unwanted commodity. Its use was confined to a handful of Western States out 
side the traditionally big producing and consuming areas of the Southwest, which 
now supply about 90 percent of total output. 

With improvements in pipeline technology and a sharp climb in oil and coal 
prices right after the war, a great clamor arose for “cheap” gas from the South- 
west. A dozen or so pipelines since then have been built to supply faraway 
areas with gas. 

Sales of natural gas have more than doubled since World War II, and now 
total around 9 trillion cubic feet annually. Natural gas supplies almost one- 
fourth of the Nation’s energy requirements, compared with a little over one-tenth 
in 1940. 

The number of natural gas customers has more than doubled. And several 
hundred thousand customers right now are on waiting lists for service. 

Discovery of underground reserves of gas has not kept pace with consumption. 
While sales have more than doubled since the war, reserves have increased only 
about one-third—from 160 trillion cubie feet in 1946 to 211 trillion at the end 
of 1953. 

[From the trade journal GAS, February 1955] 


Exurpit B. CIO Testimony 
PUBLIC SUPPORT SOUGHT FOR NATURAL GAS ACT AMENDMENT 


The Natural Gas & Oil Resources Committee, an independent group dedicated 
to the “lobbying” of the public to enlist support for an amendment to the Nat- 
ural Gas Act, began firing its first shots last month. Initial salvo was a broad- 
range blast of newspaper ads aimed at laying out the facts in the present con- 
troversy, brought about by the stunning Supreme Court decision in the Phillips 
case and the subsequent attempts by FPC to bring natural-gas producers within 
its regulatory control. 

Newspapers in every natural-gas-using city of 10,000 or more population were 
scheduled for early insertions in the $1% million campaign. But this is only 
one facet of the overall strategy; feature stories, editorials, radio and TY 
programs, convention and civic club presentations are also on the agenda. 

The life of the program—and of the organization—is to be limited by the 
passage of the amendment, if and when. It is the committee’s aim to so clarify 
the producers’ position that the public will throw the weight of its opinion into 
the coming Congressional debate on the side of the wellhead supplier. 

Formed in the late fall, the committee is headed by L. F. MeCollum, Conti- 
nental Oil Co., with Paul Kayser of El Paso Natural Gas Co. as first vice-chairman 
and J. C. MeDonnell II of Ohio Oil Co., second vice-chairman. Officially it is 
affiliated with no organization, although in a few scattered areas the manpowe!, 
machinery, and facilities of regional associations are being used. 
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The committee’s staff received its briefing in meetings in New York in Decem- 
per, and before the end of January the first advertisements began to break. 
Operations have been subdivided by areas throughout the Nation, on regional, 
State, and area bases. The local organizations enjoy a certain autonomy for 
ease of operation. 

Although producers predominate in the committee makeup, several other inter- 
ests are involved. Another pipeliner on the committee is John Merriam of 
Northern Natural Gas Co. Empire Trust Co. of New York is represented. Gas 
distributors are not generally active in the campaign, although the California 
companies are lending the position of the committee their tacit support. 

By press time, the backing of several civic bodies, such as chambers of com- 
merce both State and local, had been obtained. Stockholders were being be- 
seeched to support the cause. Company employees have been urged to spread 
the word among friends and acquaintances. Committee members have visited 
metropolitan newspapers to plead their cause. Industry speakers are being 
drafted for appearances before clubs, associations, radio and TV audiences. 

A great deal of the spade work is being done by public relations staffs of 
member companies, on loan to the committee. 

The CHatrmMan. This committee has for several weeks now been 
trying to get information on which it may base a decision in a very 
highly complicated field. 

I think we all agree, at least I am sure that the committee feels, that 
in view of the Phillips decision, some sort of legislation is necessary. 

Do you agree that some sort of legislation is desirable ? 

Mr. Cuttps. No; I do not believe it is; not at all, sir. I think that 
the Federal Power Commission—it has been decided by the Supreme 
Court that the Federal Power Commission does have the right to 
regulate it. 

The CHatrmMan. Assuming that they do, of course, that is the law. 
The Supreme Court says it is. 

There is chaos and confusion in the industry at this time. The 
Federal Power Commission has now more than 4,000 applications on 
file by producers of gas who want to qualify to sell gas 

According to the t testimony we had earlier in the year, it may take 
about 3 years to process stint 4,000 applicants and there are about 
8,000 producers of natural ga 

There is certain to be, at a ist as I see it, without some clarifying 
legislation, utter chaos and confusion in that industry for a good 
many years. 

Now we are seeking, as I said, we are seeking what light that we 
can get. 

To the $400 million which already has been added to the consumers’ annual 
bill for natural gas by failure of the Federal Power Commission to exercise its 
jurisdiction in this field, it would permit oil and gas producers to add another 
$800 million or more to the annual cost of natural gas to consumers. 

My question is how do you arrive at that $800 million; upon what 
basis do you predicate that the passage of this bill would permit an 
increase of $800 million or more to the annual costs ? 

We have had many figures given tous. Here you give $800 million. 
Some have been $600 million. 

The question is upon what basis do you predicate that provision ? 

Mr. Cups. I set that forth on page 2 of the table; also on page 3; 
and then our exhibit 1 also has it set forth. 

I would like to answer the first part of your question, sir, if I may, 
in respect to regulation. 

We are not opposed to the exemption of the small producers; but 
we certainly favor that the Federal Power have authority over the 
large producers. 
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Mr. Harr. You do not favor regulation of the small producers? 

Mr. Cutrps. That is right. At least we are not opposed to exempt- 
ing them from control. 

The CuHatrmMan. You have read the Harris bill, Iam sure ? 

Mr. Cutis. Yes, sir. 

The Cuairman. Your statement indicates you have studied it. 

In the second paragraph of your statement you say that—and | 
tun quoting from it: 

Mr. Cuinps. Yes, sir. 

The Cuarrman. Let me ask you this question. Have you studied 
that section dealing with the reasonable market price of gas; the 
determination that might be made by the Commission on any new or 
renegotiated contracts ? 

Mr. Cups. I have read it, sir. I do not try to pass myself out as 
any sort of authority. 

[ was a member of the City Council of Akron, Ohio, back in the 
early 40’s, and while serving in that capacity I have negotiated with 
the gas companies on rates, but I do not pass myself off as an au- 
thority on that. 

The CrairMan. Representing your organization—and, I know that 
you do not pose as an expert in all the fields of industry — 

Mr. Cuts. Certainly not. 

The CHarrman. There is one other question, and that is also a ques- 
tion of statistics that have been given the committee. 

On page 3 of your statement, Mr. Childs, you refer to what is 
claimed to be the goal of the industry in reaching a 25-cent price / 

Mr. Cutnps. Yes, sir. 

The Cuarrman. Price paid to the producer ? 

Mr. Cuttps. Yes, sir. 

The Cuatrman. That has been mentioned by 1 or 2 other witnesses 
before the Committee and I would like to know the basis of your pre- 
diction that that is the goal of the industry. How do you know that 
that is the goal ? 

Mr. Cuivps. I would like Mr. Montgomery to answer that, since 
you are getting into the statistics of the thing. 

The CrarMaN. The reason I asked about it is nowhere have I been 
able to find that there has been any kind of a goal set, and yet that 
figure has been tossed before the committee. I wondered if you had 
any information on it. 

Mr. Cuinps. As I stated in the statement, Mr. Thomas Bailey has 
estimated where it would put the price. 

The CuarrMan. You were quoting him at the point? 

Mr. Cums. We are using the Detroit prices, where it was ara 
that if gas were sold at competitive costs with coal in Detroit, | 
would y ield the producers 25 cents per thousand cubic feet. We: Se 
cite Denver, 27 cents, Omahs, 30 cents, and Minneapolis 42 cents. 
But, using the low figure of 25 cents—— 

The Cramman. That figure then is based on the price, the end 
use price, in the end use area? 

Mr. Batter. That is Detroit. And, that is the lowest that we find. 

The Cuamman. I wanted to get that point clear, what the basis 
of the 25-cent price is; what was your basis for arriving at it. 

Mr. Montcomery. Mr. Chairman, may I answer that? 

The CHarrman. Yes. 
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Mr. Monrcomery. As I understand it in the Federal Power Com- 
mission’s national gas investigation back in 1947, and again in their 
more recent inquiry, the F ederal Power Commission in docket R-142— 
we could quote you a number of instances, where the oil companies’ 
waeeeare said that they considered the fair price for gas would 
be that price which represents the equivalent on a fuel value basis 
with other fuels. One said, for example, “The intrinsic value of 
any commodity offered for sale in comparison with other commodities 
having the same use should be a prime factor in determing whether 
that commodity is overpriced.” I think, if you would like, we could 
put in the record a number of quotations from both of those dockets 
showing the oil companies’ views, that a fair price for their gas would 

on the fuel equivalent basis. 

Now, what Mr. Bailey said, or did, in other words, was to figure 
what it would mean in the price of natural gas if you were figuring 
the competitive fuel value based on various markets. 

That at least is the basis for our statement that the goal of this bill 
if left free from regulation will be to put the price up 15 cents. 

We have heard alre: ady about contracts signed in Louisiana for 
20 cents, with future increases in that contract for 24 cents. So, 
our 25-cent figure is not totally unrealistic, apparently. 

The Cuatrman. Will you agree that in the bill before us, the Harris- 
Hinshaw bill, which is referred to most of the time as the Harris bill, 
that there is not anything in that bill, if enacted into a statute, that 
would provide for a 25-cent price ? 

Mr. Cuitps. It would not provide it, but it would permit it. Leav- 
ing it unregulated, it will not provide it; it would not bring the price 
down, but certainly 

The CuarrmMan. Do you not feel that the provision that I referred 
toearlier, which authorizes the Federal Power Commission to review 
any new or renegotiated contracts for the purpose of determining what 
a reasonable market price in the field—not the consuming end in com- 
petition with other fuels, but at the producer end of natural gas; 
do you not believe that such would affect the holding down of prices, 
or the giving of regulation over the et of prices? 

Mr. Crrmps. Frankly, I I doubt it. I doubt ver y much if it would. 

Mr. Montcomery. May I ask a question ? 

The CHarrman. Yes, Mr. Montgomery. 

Mr. Monteomery. If the pipeline made a bona fide arms-length 
contract for, say 18 cents to buy gas, would not the Federal Power 
Commission have to recognize that as evidence of a market price ¢ 

The CuHarrMan. The bill itself, the section itself sets up a different 
formula. I think it would not under the terms of that section of 
the bill have to recognize that figure as a reasonable market price. 
There is nothing in the bill that would authorize that or provide that 
one price in the field is to be recognized as the reasonable market 
price. They may go into a number of different phases of the question 
in the field. There is 

Mr. MonrGoMERY (isle posing). Is it not clear that under Federal 
Power Commission regulations, of pipeline rates, they base the rates 
on cost plus a reasonable profit, including exploratory costs and other 
things—eertainly this section you are “quoting establishes quite a 
different principle than that which is being used now. 
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The Cuarmman. That is the price being paid to the consumer, noi 
the distributor. As to the figures of the pipeline and distributing 
companies, those are matters that are basic in the fixing of the rate 
to be charged to the distributor who in turn supplies the gas to the 
consumers. 

There is just one further question. I do not want to take a great 
deal of time. On page 6, Mr. Childs, your statement contains this 
paragraph, and it is a little bit confusing to me: 

The information we get is that in 1953 the pipelines paid producers 9 cents 
per hundred cubic feet for gas— 

That should be “per thousand cubic feet.” 

Mr. Cutups. Yes, that should be per thousand. 

The CHarrMan (reading) : 

Per thousand cubic feet for gas and utility companies sold natural gas to con- 
sumers for an average of 42 cents per thousand cubic feet. Producers got 2 
percent of the consumer dollar, not 10 percent. 

It has been my understanding that the average price to consumer— 
and I mean the residential consumer—is 88 cents. You use the figure 
of 42 cents. 

Mr. Cups. Well, that is the industrial rate combined with the 
residential rate. 

The CHarrMan. That includes all of it, including the industrial 
sales as well as the residential sales? 

Mr. Cuirps. Yes. 

The Cuatmrman. Forty-two cents? 

Mr. Cuups. That is right, and we feel that if this Harris bill is 
enacted it will unduly cause the price of gas to go up and it could 
be that the commercial users would change to other types of fuel and 
if that were done it would pull out of the pipelines the gas that is 
being used for those purposes, and it is our feeling that the commercial 
users help to stabilize the price to the consumers; and then the price 
would still be further unstabilized to residential customers. 

I would like to just at this point, Mr. Chairman, if I may, say that 
in the city of Akron, my home, about 85 percent of the household 
users—using gas for various purposes—about 85 percent of those users 
are using it for heating purposes, which is one of the highest in this 
country. And, it is estimated that would be a very minimum of $2) 
increase per year to those household users if this bill were enacted. 

The Cuarrman. I shall not go further into the question at this time. 

Mr. Monvrcomery. May I supplement what has been said about 
the rise, Mr. Chairman ? 

The CHarrMan. Yes. 

Mr. Monteomery. As I understand, from 1944 to 1953, the resi- 
dential rate for the Nation—these are Bureau of Labor Statistics 
figures I am reading—has gone up 11 percent. I think Dr. Boatright, 
of the industry, says that in that time the average field price for gas 
has gone up 43 percent. 

So that if those 2 figures are correct, then the domestic rate has 
gone up 25 percent as much as the field price. It is not 10 percent, 
like this ad would make people believe; but it is nearly 25 percent. 

The residential rate has gone up 25 percent as much as the field 
price, whereas these ads try to get the public to believe that at most 
it would be only 10 percent. 
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The Cuarrman. I shall not go further into that at this point. Mr. 
Hale, do you have any questions? 

Mr. Hatz. Yes, Mr. Chairman. 

Mr. Childs, do you favor regulating the production of oil as well 
as the production of natural gas? 

Mr. Cotte No, sir; that is not our proposal. 

Mr. Hatz. You just want to regulate the production of natural gas? 

Mr. Cums. Yes. 

Mr. Hate. You would not care to regulate oil? 

Mr. Currys. We feel that a different proposition is involved. After 
all, the gas is supplied to the users through pipelines and oil is much 
more competitive than gas is to the consumer. 

Mr. Hare. Let me ask you this: Suppose a company like the 
Phillips Petroleum Co. spent, we will say, $100 million, acquiring 
reserves of natural gas, which it stored, and the price of gas subse- 
quently rose, who do you think ought to get the benefit of the rise; 
the consumer, or the Phillips Petroleum Co. ? 

Mr. Curips. We have described what we feel to be the equitable 
way of pricing, and we feel it should be a regulated price, whatever 
the result brings. 

Mr. Hate. I did not get that. 

Mr. Cutips. We believe there should be a fair return to the in- 
vestor—I say a fair return, but we do not think that they should be 
able to just go out and set the prices. 

Mr. Hare. Yes, but you appreciate that in spite of all of the regu- 
lation in the world the price of natural gas may rise, do you not? 

Mr. Cuttps. Well, it could very well, but on a different basis. With 
regulation, prices could still be increased, but they would be increased 
on the basis of cost plus. 

Mr. Hare. That is all, Mr. Chairman. 

The Cuarrman. Mr. Harris. 

Mr. Harris. Mr. Childs, Mr. Hale asked if you favor extending the 
regulation of the Federal Government to oil and you said that you 
would not. 

Would you extend Federal regulation to coal ? 

Mr. Cutxps. No. 

Mr. Harris. In other words, this fuel, natural gas, is the only fuel 
that you would extend regulation to ? 

Mr. Cutnps. Yes, sir, because it is, to us, a different proposition. 
The gas is piped to the consumer and the consumer cannot tear out a 
pipeline and go out and go to a competitor, or some other pipeline and 
take his hose and connect it up with some other gas company. 

Mr. Harris. Yes, but you realize these contracts are arrived at in 
the field on a competitive basis for a period of years, do you not? 

Mr. Cuttps. For a period of 20 years? 

Mr. Harris. Yes. 

Mr. Cuttps. At a price—— 

Mr. Harris. Contracts for natural gas in the field. 

Mr. Cutxps. From who? 

Mr. Harris. From the producer. 

Mr. Cumtps. What point does that make? 

Mr. Harris. Well, 20 years in the future, for which a contract is 
made, is a pretty interesting thing for a man who goes out and explores 
and finds it. 
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Mr. Monteomery. Those contracts, most of them, have increases 
provided for in them over a period of time. 

Mr. Cuiips. They have an automatic escalator clause, or a thing 
like that, don’t they ¢ 

Mr. Harris. The testimony is, and I think it is true, that recent 
contracts, particularly in the Permian Basin, in some of the southern 
part of the country do have step-up clauses. 

Mr. Monteomery. And they have a built-in feature for increasing 
the price. 

Mr. Harris. But, you take outside of one contract that you men- 
tioned a moment ago, the American-Louisiana Oil Co., do you know 
of any contract that exists today that under the provisions of that 
contract has ever granted as much as 25 cents ? 

Mr. Monreomery. No. 

Mr. Curirps. There is a built-in feature. The price is not for 20 
years at a fixed price. There is a built-in feature for increasing the 
price during the period of the fixed pesee, is there not ? 

Mr. Harris. Yes, and there are those who want to abrogate every 
one of those, and knock those out; but still, the same advocates do not 
want to turn the gas loose and go back and start over again. It is 
dedicated to that particular service and it is a very interesting question. 

Mr. Cutrps. I think the result of the last few years wherein the 
Federal Power Commission has failed to exercise its control or its 
regulation over the prices, has proven our point, insofar as what will 
occur if the gas is left unregulated. 

Mr. Harris. That is the point you are fearful of, what will occur 
in the future, is it not ? 

Mr. Cutips. We are not the only ones who fear it. 

Mr. Harris. In the interest of the consumers, you fear what will 
happen in the future under your theory ? 

Mr. Cutips. That is right. What has occurred and what will occur. 

Mr. Harris. Let us see what has occurred. Akron, Ohio, is your 
home town ? 

Mr. Cums. That is right. 

Mr. Harris. Now, in 1949, do you know what the average field price 
was tothe consumer of Akron, Ohio? 

Mr. Cuirps. I do not know whether I have it here or not. 

Mr. Harris. Well, I have it here. This was obtained from the 
records of the Federal Power Commission. It was 9 cents. 

In 1953, do you know what it was, what the field price was? 

Mr. Cutirps. No. 

Mr. Harris. Akron is served by the East Ohio Gas Co., is it not? 

Mr. Cuitps. Right. 

Mr. Harris. And the East Ohio Gas Co. is supplied by various 
pipeline companies ? 

Mr. Cuitps. Right. 

Mr. Harris. In 1953 the field price to producers for gas sold in 
Akron was 11.4 cents. In other words, from 1949 to 1953, the increase 
to the producers was 2.4 cents. 

Mr. Cuitps. There will be appearing before this committee within 
the next few days the mayor and the utility commissioner and others 
that can speak authoritatively as to what has occurred in connection 
with the Akron prices, I am sure. 
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Mr. Harris. And, it is going to be very interesting, when they de- 
velop those figures, because even though the price in the field has gone 
up 24 cents per thousand cubic feet, the average user, residential 
customer has had prices to him go up from $1.311 to $1.813. 

In other words, 57 cents per thousand cubic feet to the average 
residential consumer during that period of time. I am wondering 
just why there is so much fear then among the consuming public as to 
where this cost comes from, when they apparently are satisfied with 
the regulated end of it, and are so interested in the unregulated end 
of it, or the part that was unregulated until the Supreme Court’s 
decision. 

Mr. Montcomery. Mr. Harris, we put into our statement that the 
average price paid by the consumer from 1950 to 1953 went up by 7 
cents per thousand cubic feet. That is based on figures from the 
American Gas Association’s Gas Facts. 

Now, we do not know what happened in Akron, but this is a picture 
of what happened generally. 

I can supplement that by saying, according to the Bureau of Labor 
Statistics, that prices paid by residential consumers for natural gas 
has gone up 11 percent between 1948 and 1953. 

Mr. Harris. Well, let us see what the Federal Power Commission 
says about it in a report just submitted to us—and they should know— 
in a letter submitted to the chairman on April 21, 1955. 

Now, you mentioned Detroit a moment ago as one of those cities. 
In 1953 the price per thousand cubic feet to a residential consumer 
was 87 cents. The price paid to the producer was 8 cents. That is 
what the Federal Power Commission says. 

The price paid at the city gate to the pipeline company was 33 
cents. 

Now, would you say that that was an unreasonable field price to 
the producer when it was applied to what the residential consumer 
pays? 

Mr. Monteomery. There may be a great deal of cost between the 
field price and the consumer price. We are not presuming to sit here 
and tell you how much ought to be allowed for all these costs in be- 
tween the producer and the distributor. 

Mr. Harris. Neither would I undertake that; but I am giving you 
What the Federal Power Commission says is the difference in the 
price paid in the field and what the consumer paid. 

Mr. Monreomery. We do not dispute that. 

Mr. Harris. You have said in your statement that it is entirely a 
different figure. You said instead of 10 percent, they were paying 22 
percent, I believe. 

Mr. Cumps. That is right. 

Mr. Montreomery. May I supplement what is in our statement here. 
According to these figures, the field price from 1948 to 1953 went up 43 
percent and the residential price for natural gas went up 11 percent, 
showing just what we say here, that the relationship is about 20 percent 
or 25 percent, one to the other, presumably, because as Mr. Childs said, 
when the price goes up to the city gate, the gas company cannot put all 
of that increase on the industrial consumer for fear that they will 
change to some other fuel. So, they have to put more of it on us. 

_ Mr. Harris. In other words, it is becoming a more competitive fuel 
in the area; is that right ? 
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Mr. Monteomery. Competitive on the way up; yes, sir. 

Mr. Harris. Yes. Now, you do not contend that the price of natural 
gas has gone up out of proportion to other prices, do you? 

Mr. Monteomery. No; we do not hold any position on that. 

Mr. Harris. Pardon me. 

Mr. Montgomery. We say this is a commodity that has to be sold 
on a public utility basis, because the buyer has no choice as to whom 
he is going to buy from, and in accordance with the principles of public 
utility regulation in the United States from the beginning, that kind 
of a commodity is regulated and should be regulated. 

Mr. Harris. Of course, that is the reason we are here, because when 
the Congress passed the Natural Gas Act, it was thought by those who 
worked on it at that time, that the producers and gatherers were not 
included. That is precisely the way it was until the Supreme Court 
of the United States a year ago finally, after all of these years, con- 
trary to what the Federal Power Commission thought, and their ac- 
tions of years, said that they did come under the Federal Power Com- 
mission’s control. 

Mr. Monvreomery. There is some difference of opinion on that. 

Mr. Harris. There certainly is and it is interesting to note how 
that will develop. 

Mr. Beamer. Will the gentleman yield? 

Mr. Harris. Yes. 

Mr. Beamer. You referred to the Detroit costs. I am interested in 
that and I have some figures here. You referred to the period, I 
think you mentioned 1946 to 1954 and said that the cost of gas to the 
consumer increased 25 percent. 

If I have these figures correctly, and they are taken from the United 
States Bureau of Labor Statistics, retail prices index fuel and electri- 
city. In the same period, oil cost to the consumer—and the increase 
was 606 percent, and during the same period coals costs increased 65 
percent. 

I wonder if that will throw any light on the last statement you 
made? 

Mr. Harris. Well, in Detroit it has gone up for the average resi- 
dential customer, in 1945 of 53 cents to 89 cents. 

Their volume has gone up from 54,675 million, in 1949 to 114 
billion. 

Now, of course, the volume has a great deal to do with the absorption 
of increased costs, particularly those higher costs that the distributors 
and the long lines say they must have and are getting. Would you 
not say that that has a great deal to do with it? 

Mr. Cuttps. Increase to the consumer ? 

Mr. Harris. Yes. 

Mr. Cuirps. It certainly should 

Mr. Harris. All of the way through. 

Mr. Cuitns. It certainly should reduce the price. 

Mr. Harris. And yet, the increase so far as Detroit, Mich., is con- 
cerned—their gas producers in the field were paid 5.3 cents in 1949 
and 8.9 cents in 1953. 

We have data for the various major cities and large consuming areas 
all over the country. 

It is very interesting to note these constant changes, as you go from 
one place to another and the percentage that the producer gets and 
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the total cost that the consumer pays, which I think are figures that 
are highly important, and something that the consumer ought to 
know about. 

Now, I was about to ask you just about one product. I could give 
you a great many—aluminum, copper, lead, zinc, steel, and so forth 
and so on. In 1945 steel sold at 1.57 cents per pound. In 1954 it 
was 3.15 cents per pound. 

Now in view of what you said, you would not by any circumstances 
indicate that the price of steel should be put under Federal control, 
would you? 

Mr. Cutips. No, we are not advocating blanket regulation of all 
commodities and all processes. We are not advocating that there be 
regulation on automobiles, rubber tires, or coal or oil or any other 
of the commodities that you might name. 

We say because of the type of the product, we have and the method 
of its getting to the ultimate consumer, makes it a monopoly, and 
that there should be regulation; it should be regulated. 

Mr. Harris. Have you ever been down in the fields where gas is 
produced, where they explore for gas? 

Mr. Cups. I have been around them. I lost a little money in 
trying to fool around with one. 

Mr. Harrts. Now, that is a pretty good example that I want to 
refer to then. 

When you say that it ought to be regulated on the basis of cost, 
now, you lost a little money. 

Mr. Cups. A little bit; not too much. 

Mr. Harris. Well, there are just thousands of people all over the 
country that have had the same experience. 

Mr. Cutips. And thousands of them have really made it, too. 

Mr. Harris. Thousands of them ¢ 

Mr. Cuirps. Gold and stuff ; a lot of them. 

Mr. Harris. Thousands of them ? 

Mr. Cumps, Yes. 

Mr. Harris. Probably so. Now, there is no way in the world that 
that money you lost could become a part of any cost formula for the 
Federal Power Commission to determine, is there ? 

Mr. Cuitps. I was an individual. 

Mr. Harris. An individual? 

Mr. Cutips. Yes, sir. 

Mr. Harris. So, consequently, if people are going to be encouraged 
to go into the hazardous undertaking of exploring for gas then they 
have got to have some way of trying to get something back. 

Mr. Cutrps. I evidently felt, from the apparent rate of return that 
was an inviting gamble and that I would take the gamble. 

Mr. Harris. You took the gamble? 

Mr. Cutrps. It was inviting enough that I decided to. 

Mr. Harris. That is the reason under our American system, Mr. 
Childs, that we have got to provide the incentive in matters of this 
kind and for other industry expansion and development for the Ameri- 
can people to go in and accomplish the objectives necessary, is it not ? 

Mr. Cumps. Of course, the large producers who we are actually 
talking about, I think that they have demonstrated, I am sure, to the 
members of this committee, that they have been able to make a very 
sufficient profit on their investment. 
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Mr. Harris. That is the very difficulty about this whole program, is 
getting the truth and the facts over to the American people. 

You said 90 percent was owned and controlled by 

Mr. Cuitps. Sir? 

Mr. Harris. Ninety percent of the reserves, you say are owned and 
controlled by a few oil producers ¢ 

Mr. Cutxps. By the large producers. 

Mr. Montcomery. Something under 200 companies, as we under- 
stand. 

Mr. Harris. Two hundred companies? 

Mr. Cuts. Out of 4,100. 

Mr. Montcomery. Two hundred are producing 90 percent of the 
gas. 

Mr. Harris. How many companies produce the aluminum of this 
country ? 

Mr. Monteomery. Three or four. 

Mr. Harris. Three or four? 

Mr. Montgomery. Yes, sir. 

Mr. Harris. How many companies produce 98 percent of the 
automobiles ? 

Mr. Montcomery. Three, but they do not deliver them, Mr. Harris, 
through a pipeline. You are not tied up to General Motors, or Ford, 
but you can go to a General Motors dealer, or a Ford dealer, or 
anybody else. 

Mr. Harris. And pay the difference ? 

Mr. Monreomery. You know the difference between the marketing 
of gas and automobiles, and the rest of the things. We have shown 
that as well as we could, and we have stated our point, and shown the 
difference. 

Mr. Harris. That is right, but I am just trying to show the point of 
people wanting to apply a certain rigid formula and Federal control 
over certain industries, while with other industries that are not even 
in as favorable position to the American people as this—— 

Mr. Monteomery. What we say is that this is altogether different, 
a different proposition is involved. An entirely different one is 
involved in the selling of automobiles and the selling of gas. 

Mr. Harris. Well, what I am trying to show is 

Mr. Monteomery. An altogether different principle. 

Mr. Harris. When you get down into the field where it is pro- 
duced, where a company must contract with three or four scaled 
producers, and have many hundreds of contracts, I would say that 
you apparently are not acquainted with the facts. It does not show 
up that way, because you can take any pipeline company that you 
want to, and you can find out how many contracts the company had 
to get before it could get a supply of gas to send through to the 
consumer 

Mr. Cuitps (interposing). We have argued the facts as we see them. 

Mr. Harris. I am trying to let the record show what the conditions 
are. 

Mr. Monreomery. Well, can the pipeline company switch from 
line to line in the gas field? Does it do that from day to day, and 
switch its line around from one field to another, if it can find a better 
price tomorrow, as it would if it were buying coal or oil; buy coal 
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from one company today and another one tomorrow? Can a pipeline 
do that in buying gas in a gas field? 

Mr. Harris. A pipeline does go out and make its contracts. 

Mr. Monreomery. Yes, sir. 

Mr. Harris. It goes to three or four places or three or four hundred 
places, to make contracts and it seems to me it is competitive. 

Mr. Monrcomery. And it runs, you say, for 20 years. You say that 
they are not tied up to the same gas field ? 

Mr. Harris. Would you tie any product that you had for sale up 
for 20 years? 

Mr. Monrcomery. I am saying this, that they make contracts on a 
basis that is not competitive, like automobiles and the rest of the 
things you are speaking of. 

Mr. Harris. I appreciate your position. That is all. 

Mr. Cups. I would like to ask Mr. Harris a question. 

May I ask you a question ? 

Mr. Harris. Yes. 

Mr. Cuttps. If your bill is killed and the Federal Power Commis- 
sion begins effective regulation of the field prices, is there a probability 
that the prices will go down? 

Mr. Harris. I do not think so. I do not see them going up. 

Mr. Cuips. If the bill becomes law, do you feel that the prices will 
go up? 

Mr. Harris. Not necessarily, no. 

Mr. Cutips. We feel that it is inevitable that they will. 

Mr. Harris. I do not think so, necessarily. I think they will 
become more stabilized and if the people become familiar with the 
gas industry I think they will find that is the result. 

The CHarrman. Mr. Dolliver. 

Mr. Doxiiver. No questions. 

The CHarrman. Mr. Carlyle. 

Mr. Cartyie. No questions. 

The Cuarrman. Mr. Beamer. 

Mr. Beamer. I just had one question, if I may. 

Mr. Childs referred on page 6 to certain “information that we get 
is that in 1953 the pipelines paid producers nine cents per thousand 
cubic feet,” and so on. 

Will we have correct and definite evidence presented on that par- 
ticular point? Pardon me for asking the question, but we are having 
this information from one witness and something different from an- 
other one. I would like to get authoritative information. 

The CHatrrman. We will have that definite figure by the Federal 
Power Commission. 

Mr. Beamer. I want to compliment this witness on his intent. I 
know our ultimate interest is the consumer, but I wonder, Mr. Childs, 
suppose that your assumption was incorrect and your Mr. Bailey to 
whom you referred—you seem to have used his information—suppose 
some other testimony presented to this committee convinces us and 
convinces you that we should have some bill similar to that which is 
being studied by this committee, would you then support it / 

In other words, is your interest the consumer ? 

Mr. Camps. That is right. 

Mr. Beamer. You do not want to go under the false premise, if you 
have presented a false premise ? ; 











1198 NATURAL GAS 


Mr. Cutxps. It is always possible that you can have mistaken infor- 
mation or come to mistaken conclusions. It is possible, but we don’t 
feel it is probable we have done so. 

Mr. Beamer. Suppose we find there is an error and we are con- 
vinced there is evidence to the contrary, you would want us to act 
in a way that we feel is to the best interest of the consumer? 

Mr. Cuitps. We hope that what we have presented here will cause 
this committee to look into this bill and also do as we have suggested, 
that they get into the purpose of these big oil companies in respect to 
this terrific campaign that they have going on at the present time 
and the expenditures that hey are putting into it and see what the real 
purpose of it is. 

Mr. Beamer. Of course, your organization also believes in pub- 
licity, in selling itself, spending a lot of money ? 

Mr. Curtps. I am afraid we cannot compete with this. We can’t 
begin to compete with it. 

Mr. Bramer. I mean CIO, General Motors, any organization; is 
that right ? 

Mr. Cutps. Certainly. 

Mr. Beamer. I mean that is a legitimate concern ? 

Mr. Cutxps. Yes, but whenever there is a million and a half dollar 
campaign for the enactment of a bill of this kind, we feel that our 
fears are well founded. 

Mr. Beamer. Mr. Chairman, I think it might be well to insert 
here that while Mr. Childs has sincerely attempted to give figures, he 
very frankly states these are merely assumptions. I think for that 
reason it might be well for the committee to have some very definite 
figures. 

Mr. Cutxps. You say that the figures are assumptions? 

Mr. Beamer. That is what I understood you to say. 

Mr. Cuttps. No; we did not say that. 

Mr. Beamer. You are merely projecting the future on—— 

Mr. Cuips. They have been given to us authoritatively. 

Mr. Beamer. Of course, we have some other information that does 
not quite coincide. 

The CHarmman. Mr. Staggers. 

Mr. Staccers. No questions. 

The Cuarrman. Mr. Springer. 

Mr. Sprincer. Mr. Childs, the question of supply has been lost sight 
of. Do you feel that regulation will have any effect upon the supply 
of natural gas in the foreseeable future ? 

Mr. Cuitps. No, sir; not at all. 

Mr. Sprincer. Do you have any reason for that belief? 

Mr. Cutxps. Well, it has not affected the supply of those commodi- 
ties which are regulated, It is a byproduct of oil, too. It is produced 
along with oil, too. 

Mr. Sprrncer. I am taking my own personal experience. Back 
about 1948 I could not get any gas at all in my community. I mean 
they had gas, but for all the new houses that were being built they had 
a regulation, actually had a Federal regulation that you could not 
install them. In my community there were hundreds of houses that 
had no gas. 

Mr. Cuttps. That was not because there wasn’t gas. It was because 
they didn’t have the pipelines to distribute the gas to bring it. to the 
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consumer. That was the reason for the shortage, as I understand it, 
at that time. 

I know I had trouble getting gas for my house. I happened to be 
one of those unfortunates, or will be an unfortunate if this bill is 
enacted. 

Mr. Srrincer. Do you feel that people who would be willing to 
invest their money would not be willing to under Federal regulation ? 

Mr. Cuups. I think definitely they will invest their money. 

Mr. Springer. They will continue to invest their money though it 
is regulated ? 

Mr. Cuttps. The Supreme Court decided last year that it was sub- 
ject to regulation by the Federal Power Commission and the people 
are still investing their money. In fact, I made mine since that time. 

Mr. Sprincer. Since that position was enacted, has there been any 
regulation passed ? 

Mr. Cutrps. J don’t know of any. 

Mr. Sprincer. You think that the Federal Power Commission is 
awaiting the outcome of this Congress before it does anything? 

Mr. Cups. They don’t seem to have been doing very much. 

The Cuatrman. I think the record should show that the Federal 
Power Commission froze the price of gas as of last June 7 and sub- 
sequent to that time they have granted some increases. They have 
allowed some applications for increases to go into effect without a 
hearing, and they have to that extent exercised some regulation, par- 
ticularly the freezing of price as of last June 7. 

Mr. Sprtncer. I would like to go to the question of oil for a minute. 


Yesterday I happened to be buying some gasoline, but as I drove 


around town it was all the same price. I admit it did not come out 
of the same pipe or the same hose, but it was the same price. 

Mr. Monréomery. Wouldn’t you expect it to be, Mr. Springer? 

Mr. Springer. The point Iam making is: How far are you going to 
carry this in the public interest or should that be regulated the same 
as gas? 

Mr. Cuttps. We are not advocating that 

Mr. Sprincer. If I buy fuel oil at Griffith or buy at Consumers, 
there is not a penny difference between them. I do not know whether 
it does not come out of the same pipe, but there is not any competition. 

Mr. Cutrps. Isn’t it supposed that competition is regulating the 
price? 

Mr. Monteomery. You say because there is no variation there is no 
competition. 

Mr. Sprinaer. Yes. 

Mr. Monteomery. Not necessarily. If they are competing with 
each other, they have to come to the lowest price. 

Mr. Cutips. You can buy gas at less than the standard price for gas. 

Mr. Sprincer. I suspect there are some places around town. 

Mr. Cuttps. I get around the country a bit and I do know there is a 
variation. 

Mr. Sprincer. When you get into a particular area, whether it was 
Washington or New York or Philadelphia, it is all the same in those 
areas, is it not? 

Mr. Cums. No, there is a variation in prices. 
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Mr. Springer. Well, we had that before the committee last year. | 
think that the consumer group came in here and showed that there 
was no difference. 

Mr. Cuus. I don’t think there is too great a difference. There are 
probably some exceptions. 

Mr. Sprincer. Do you feel it would be feasible if you are going to 
have competition for them to have a contract entered into each year 
then with reference to the supply of natural gas? Would that give 
them the competition sufficient to do the job? 

Mr. Cuizps. No, not every vear. 

Mr. Sprincer. You would in effect by the very nature of the fact 
that you run a pipeline in the community, vou would have to make a 
long-time contract ? 

Mr. Cuutps. I think it should be and it should be more fixed than 
what it is at the present time. 

Mr. Sprincer. Do you feel that it is a fair contract if it is competi- 
tively entered into between several companies where it is entered into 
even though it is a 20-year contract? Is that sufficient competition? 

Mr. Cumps. No, not at that end it wouldn’t be. At the producer 
end. 

Mr. Sprincer. Do you feel there is any contract that could be made 
which would show that there is competition between oil companies in 
the sale of natural gas? 

Mr. Montcomery. How can the consumer shop around from one 
gas supply to another, Mr. Springer? I don’t understand your ques- 
tion. 

Mr. Sprincer. Of course, you cannot do that because the actual 
sale of gas itself is not a monopoly or utility, but the sale of gas to the 
community is. That is regulated by the New York State Public 
Service Commission. 

Mr. Montacomery. How are you going to regulate that if the stuff 
going into the line is unregulated ? 

Mr. Sprincer. Is there any contract you can visualize by which the 
gas can be bought on a competitive basis by the people who ship in 
interstate commerce ? 

Mr. Montcomery. I don’t see how a pipeline company can move its 
pipes around from one field to another according to where it gets its 
best price from day to day or even year to year. It costs money to tie 
itself up to a gas field. 

Mr. Sprincer. I think that is true. 

Do you know in the particular areas they did have several pipelines 
running into most of them? Is that true? 

Mr. Monteomery. I don’t know. I know they have to be assured 
of supply and they have to make long-term contracts. 

Mr. Sprrncer. T understood Mr. Harris to say, and if this is not 
true, you can say so, that East Ohio Gas Co. buys from 3 or 4 producers. 
Ts that true, or not? 

Mr. Cups. I don’t recall. TI think that the only ones TI know of, 
the Texas field and the Hope Gas, West Virginia field. 

Mr. Sprrncer. Two? 

Mr. Cups. T don’t know of any other. Let us put it that way. 

Mr. Sprincer. Do you feel, then, that is competitive in nature by 
the fact they can buy from two or more? Is that competitive? 

Mr. Cutrps. No, I don’t think so because the West Virginia fields 
are about done in, T think. 
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Mr. Harris. Will the gentleman yield / 

Mr. Sprincer. Yes. 

Mr. Harris. The sources of the gas, I might say, are Hope Natural 
(as Co., Panhandle Eastern Pipeline Co., the Tennessee Gas Trans- 
mission Co., and the Texas Eastern Transmission Corp. 

Mr. Cutips. The various Texas companies, then. 

Mr. Sprincer. With four companies, buying from four companies, 
do you feel they are getting a competitive price? 

Mr. Cups. I don’t know. 

Mr. Sprrncer. I would like to know about that because I think it is 
important as to whether or not you believe there is competition. 

Now, we had several people in here and I take it everybody is going 
to testify for his own side, but if I recollect the testimony right there 
were two of the people who testified to the fact that at the present time 
the sale of gas was very highly competitive; where you were hooked up 
to several different lines. 

In fact, that is what most of the big gas companies, Eastern Gas 
was trying to do, was to hook up with two or three —— so they 
would not be put in this position you are talking about where there was 
but one price. 

Mr. Montgomery. Would they be free to take so much gas today 
from one company, and then so much from another ? 

Mr. Serincer. That I do not know. 

Mr. Monrcomery. Wouldn’t they have to make a firm contract in 
order to get any supply of gas at all? 

Mr. Sprrncer. Would that be a fair proposition ? 

Mr. Monreéomery. I am saying it does not put them in a position 
of a buyer who is choosing between competitive sources of supply. 

Mr. Sprrncer. Twenty years, then. 

Mr. Montcomery. Competitive every 20 years, I suppose. 

Was the head of the East Ohio Gas Co. before this committee ? 

Mr. Sprincer. If he was, I did not hear him. 

Mr. Harris. Yes, Mr. Robinson, he was opposed to this bill, was 
he not ? 

Mr. Cuttps. Right. He was opposed to this bill, or if this bill was 
to be enacted he recommended some drastic changes in it. 

Mr. Sprrncer. One further question, and I am through. 

In comparison, and I think I understood you right, in comparison 
with the rising price of oil and coal which is tremendously competitive 
as I understand your statement, do you believe that the rise in the cost 
of gas has been unreasonable ? 

Mr. Cutips. I don’t know of any comparison. I don’t have what 
the comparison is. 

Mr. Sprrncer. I had some figures supplied me the other day which 
showed that actually the cost of fuel and coal was a few percentage 
points more than the rise in cost of natural gas. 

[ take it that your objection is not to the question of the reasonable- 
ness of the price of gas; it is to the very theory that because they are 
hooked to a pipeline that comes in the city gate you are opposed to it 
for that reason. 

Mr. Cuiips. We feel there should be a reasonable price for gas. We 
feel it should be a regulated price. We favor regulation because of 
the way that gas is transported to the consumer. 

Mr. Sprincer. And not to the fact that— 
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Mr. Cuitps. And the monopoly at the producer end of it as well, 

Mr. Sprrncer. You are not saying at this time as to whether or not 
there has been any unreasonable price rise in the cost of gas at the 
wellhead or not? 

Mr. Cuixps. We feel there has been a very substantial increase. We 
feel it is 

Mr. Springer. Just a moment. My question is that there has been 
an unreasonable rise which has been out of line with the rise in cost? 

Mr. Curtps. If you compare it with the price of steel or automo- 
biles, probably not. 

But everybody has not increased. In fact, there have been some 
things on which the prices have decreased. An increase in other 
products does not justify increase in this commodity. There is no 
reason for making that sort of comparison. 

Mr. Sprincer. I am going to ask you: Do you feel there has been 
an unreasonable rise in the price of gas in comparison with the rise, 
we will say, in the price of oil or coal ? 

Mr. Cups. I don’t have any statistics on it, but just off the cuff 
I would say that if it was justified, if it was a justified increase it had 
not been out of reason. 

I think we would have to determine whether it is a justified increase, 
or not. In think the consumer is entitled to know that prices are 
now going to be increased beyond what they are justified to increase. 

Mr. Sprincer. I am inclined to agree with that. I would also want 
to apply that to oil and gas. 

Mr. Curtps. We feel the only way that can be done is through Fed- 
eral regulation. 

Mr. Monreomery. I would like to call Mr. Springer’s attention to 
the figures in our statement as to what has happened to top prices 
paid for gas in Texas fields from around 4 cents per thousand cubic 
feet in 1947 to 1214 cents in 1954. 

That is an increase of 200 percent in a matter of 7 years. I recognize 
those are only top prices. Because of long-term contracts, some of the 
gas is still being bough at lower prices. 

The average increase, I understand, is about 43 percent. But this 
shows the terriffic possibilities of future price increases that we face 
if there is no regulation. 

Mr. Sprincer. You believe that the increase should be fair? 

Mr. Cuttps. That is right. 

Mr. Springer. Let me ask you this—— 

Mr. Cuttps. We are not saying that the price should remain fixed. 
We say 

Mr. Sprincer. Let me ask you this: Now, I think your group rep- 
resents what is known as the oilfield workers? 

Mr. Cutps. The oil workers. 

Mr. Sprincer. I understood Mr. Montgomery to say that the aver- 
age field price has risen 47 percent from 1947 to 1954. 

Mr. Monteomery. 1948 to 1953 were the figures I had on that and 
the figure was 43 percent. 

Mr. Springer. Did I understand you to say that you did represent 
the gas workers? 

Mr. Cums. No. They are in the CIO. 

Mr. Sprincer. The Gas Workers Union? 

Mr. Cumps. Yes. I am with the rubber workers. 
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Mr. Sprtncer. Have you run a cost index to determine what their 
rise in wages was during the same period ? 

Mr. Cuitps. No, but the labor cost in that industry represents a 
very, very small percentage of the cost, of the total cost. 

Mr. Springer. My question was have you run an index on the rise 
on cost of labor? 

Mr. Cuutps. Probably not since 1952. 

Mr. Sprtncer. Would you guess it would be approximately the 
same, 40 percent? 

Mr. Cups. No. 

Mr. Sprrneer. I believe that is all. 

Mr. Dotxitver. You made some allusion a moment ago to the fact that 
the Harris bill had no regulatory provisions in it. 

Is it not true that there is a standard set up by which the Federal 
Power Commission can act, namely the question of reasonableness, 
reasonable market price? 

Mr. Cutnps. I didn’t say that there wasn’t any regulation in it. 

Mr. Doturver. I misunderstood you, then. 

Mr. Cums. I say that the regulations are meaningless insofar as 
the price to the consumers is concerned. I think if the bill is enacted 
that prices will increase. It is inevitable. 

Mr. Dotiiver. Now, what makes you say that follows? 

In other words, you are prophesying if this bill passes it will have 
an adverse effect. How can you be sure of that? 

Mr. Cups. It is not just our fears that causes us to make that state- 
ment. I submitted an exhibit from the Wall Street Journal, an 
article from the Wall Street Journal which was dated January 12, 
describing the type of campaign that was being put on by the gas 
producers. They are putting about a million and a half dollars into 
this campaign. 

I think definitely there is only one purpose for that. That is to 
throw off 

Mr. Hare. It is a campaign about this bill, is it not ? 

Mr. Cutnps. That is right, to pass this bill. 

Mr. Dotiiver. Why is it that you are so sure that under the provi- 
sions of the Harris bill that ties the field price to a reasonable market 
price and does give the Federal Power Commission some authority 
to fix the price at a reasonable market price, why are you so sure that 
that is going to increase the cost to the consumer ? 

Mr. Monteomery. Mr. Childs says on that he does not think the 
oil industry is paying a million and a half dollars to pass a bill that 
is not going to let the price go up. 

But we also said about that language in the bill, Mr. Dolliver 

Mr. Dotiiver. Now, you are begging the question. You say be- 
cause they are spending some money to advertise their position on 
this, then it means that the price is going to go up. I want your 
answer with respect to the bill. 

Mr. Monteomery. Mr. Childs says, and I say it, too, we do not 
come here as legal experts in public-utility regulations and do not 
want to attempt to construe this language of the bill to which you are 
referring. 

As laymen it seems to us doubtful that it is intended to provide 
regulation of the price of natural gas because, in the first place, the 
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bill says that that sale at the field price is not subject to the Natural 
Gas Act of 1938. 

In the second place, we don’t know what this reasonable market 
price means. It is not defined in the bill. 

I think I asked Mr. Harris the question, if the pipeline coming to 
the Federal Power Commission with an application for a rate in- 
crease had made an arm’s length contract with a producer for, say, 
18 cents per thousand cubic feet, wouldn’t the fact it made that con- 
tract itself be evidence that that was the market price ? 

We don’t know what the language of that part of the bill means, 
or what it is intended to mean. 

You will have witnesses before you, I am sure, during the week 
who will be much better able to discuss with you the legal meaning 
or significance of that section than we are. 

Mr. Dotiiver. How do you think the term “reasonable market 
price” should be defined ? 

Mr. Monteomery. I am not trying to define it. 

Mr. Dotutver. How would you determine what price or what 
standard the Federal Power Commission should use in case there is 
no law passed and they continue to have their present control over 
the field price of gas. 

Mr. Monteomery. The Federal Power Commission has established 
over the years its basis for pricing. It is priced on prudent invest- 
ment plus reasonable profit and so on. I am not an expert in that 
either, but I have a general understanding of how they have estab- 
lished their prices on all the things they regulate—interstate power, 
ames charges, and so on. 

Mr. Dotttver. Does the term “reasonable market price” have any 
relationship to that standard ? 

Mr. Monreomery. I don’t believe so. 

The Cuarrman. Are you through, Mr. Springer? 

Mr. Sprincer. You mentioned that words “prudent investment.” I 
do not believe any expert on investment would recommend an in- 
vestment in gas or oil, natural resources, as a prudent investment. 
T do not think you could find anyone who could recommend that. 

As a former judge, in my own court there would not be any gas 
or oil produced if you had to depend on moneys in my court which I 
have to regulate. It is not considered to be a prudent investment. 

I believe that is all. 

The Cuatrman. Mr. Carlyle. 

Mr. Cartyte. I understood you to say, Mr. Childs, that a million 
and a half dollars had been spent to influence the passage of this 
legislation ? 

Mr. Cups. Yes. 

Mr. Cartyie. Now, where did that figure come from ? 

Mr. Cuizps. That is what we are asking this committee to give 
serious attention to, what is the reason for this campaign? We are 
reciting the Wall Street Journal article. I will read that paragraph: 

The industry's educational story will be told and retold in newspaper ads, fea- 
ture stories, editorials, on radio and TV programs, at conventions and civic 
club meetings. The initial cost of bringing the message to the people may run 
up to one and a half million dollars, industry officials estimate. 

The Cuatrman. Will the gentleman from North Carolina yield? 

What was the date of that article? 
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Mr. Cuitps. January 12, 1955. 

The Cuatmrman. The Chair feels because it has been indicated in 
testimony that whatever promotion fund has been used is directed to 
the Harris bill, the Chair feels that the record should show that neither 
Mr. Harris nor Mr. Hinshaw had introduced a bill at the time that 
article was written and that it should show in the record that that 
had not been done because most of the implications at least have been 
that it was directed toward promotion of the passage of the Harris 
bill. 

Mr. Cuttps. The Harris bill in name, no, but certainly the provi- 
sions of the Harris bill. 

Mr. Dies. Are we to assume that we are to take a newspaper article 
as evidence ¢ 

Mr. Cutips. We are not requesting that you take that as evidence. 
We are asking that you investigate, that you find out. 

Mr. Dies. Is any evidentiary value to be given to some newspaper 
article which appears ¢ 

The Cuatrman. The Chair will state that it is permissible to in- 
clude it in the testimony. The evaluation of it is a question that is 
up to the committee. 

Mr. Cutips. We are asking that the committee evaluate it, sir. 

Mr. Cartyte. All that you know, Mr. Childs, about the million 
and 2 half dollars is what you read in that article? 

Mr. Cuitps. Yes, and what we have seen in the ads that they are 
talking about and what has occurred on TV programs, radio programs, 
newspaper articles. 

Mr. Carriye. Does that article that you read or any other article 
that you read, give any breakdowns as to what the money is being 
used for ? 

Mr. Cuttps. No, I did not see any breakdowns. I did refer to one 
of the ads that was in the New York Times. It says: “Why scrap 
free competition ?” and it is the Natural Gas and Oil ‘Resources Com- 
mittee. That is one of the ads that is a part of this campaign. 

Mr. Cartyte. In other words, that is where you got your informa- 
tion from, relating to the million and a half dollars? 

Mr. Cumps. That is right, sir. 

Mr. Cartyte. That is all. 

The Cuatrman. Mr. Hinshaw. 

Mr. Hinsuaw. Does your organization run any educational 
campaign ¢ 

Mr. Cutps. Yes, sir. 

Mr. Hrysuaw. How much money do you spend annually on it? 

Mr. Cups. Are you talking about the national CIO or talking 
about my specific organization, the rubber workers? 

Mr. Hinsuaw. The specific organization. 

Mr. Cums. I suppose we spend upwards of around $35,000 a year 
for educational purposes. We have a membership approximating 
200,000. That is not directed either to the enactment of any single 
piece of legislation or to any single project. It is a broad educ ational 
program. Compared toa million and a half dollars, it is very minor. 

Mr. Hinsuaw. What does the national CIO spend ? 

Mr. Cuutps. I do not know, sir. 

Mr. Hrnsuaw. I guess you could find that sum; could you not? 

Mr. Cups. Sure. 
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Mr. Hinsuaw. Does that include the sending of delegations to 
Washington ? 

Mr. Cuirps. Delegations to Washington? Are you talking about 
our organization ? 

Mr. Hinsuaw. Yes. 

Mr. Cuixps. Yes, as some members of the committee may be aware, 
we have what we refer to as legislative institutes where we bring people 
into Washington from our organization to meet with their Congress- 
men to study the ways of enactment of legislation. 

That is purely an educational program, and that educational cost 
that I referred to does include the cost of transportation for those 
members coming in from all over the country. 

Mr. Hinsuaw. Do you hire radio and television ? 

Mr. Cuitps. We participate jointly in a local radio program with 
other members, local unions of our organization. 

Sir, I should not misrepresent—the cost of that radio program is 
separate from the estimate I gave of about $35,000. I did not intend 
that to be included in the cost of that. I think we spend, our share 
of it, is about six or seven thousand dollars a year, a very minor cost. 

Mr. Hinsuaw. What leads you to believe that an increase in the field 
price of gas necessarily will mean an increase in the consumer price 
of the same amount? 

Mr. Cuirps. Well, the method that they are advocating for pricing 
gas, on an equal basis with competing fuels. 

Mr. HinsHaw. I do not know of any method that has been set up 
under the bill. 

Mr. Cutips. No, but the method advocated by the industry. 

Mr. Hinsuaw. Not to my knowledge has there been any method 
supplied or recommended by the industry. 

Mr. Montcomery. What he is referring to is the statements we made 
earlier that in Federal Power Commission dockets, the industry gave 
its views of what would be a fair price for gas. 

Again and again they indicated it would be a price that would be 
competitive on a fuel basis with coal or oil. 

If they achieved that basis they would have to increase the price of 
gas something like 15 cents above where it is now. 

Mr. Hinsuaw. You mean to the consumer ? 

Mr. Montaomery. No, in the field. 

Mr. Hinspaw. Why in the field? 

Mr. Montcomery. It would be an increase to the consumer, but the 
15 cents 1s what that would mean back at the field. 

What the increase would be at the retail end, I don’t know. We 
have no figures on that. 

Mr. Hinsuaw. Earlier in this hearing there was placed in the rec- 
ord some figures, referring to my own statement, which showed that 
the field price of gas bed iaiea up in Texas from something in the 
neighborhood of 114 cents, which is nothing at all, to about 8.8 cents. 
And that we in California were increasing the use of Texas gas and 
New Mexico gas by a very substantial rate; that the field prices in 
California had gone up from 6 cents to 22 cents, and yet the con- 
sumer price had only gone up a half cent. 

Now, how do you figure that? 

Mr. Monteomery. I can’t explain that. 
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Mr. HinsHaw. No, and I do not think your figures explain it, 
either. You are simply assuming a translation from the increase in 
the price in field to an increase in the price to consumer. _ 

After all is said and done, public utilities, the transmission lines 
and the distribution lines, carrying greater volume, carried it for less 
price per unit. And, therefore, made it possible to sell it to the ulti- 
mate consumer at approximately the same cost. 

Mr. Monteomery. We have cited figures here before that while the 
average field price went up 43 percent, there was this 11 percent in- 
crease in the residential rate for natural gas as reported by the BLS. 
We stand by our position that if the field price goes up there will be 
an increase in the consumer price of gas; yes, we have no doubt of it. 

Mr. Hinswaw. You translate that directly into the cost to the con- 
sumer when you just now stated there was a differential between 43 
percent and 11 percent ? 

Mr. Montgomery. Eleven percent increase at the consumer end will 
be more per thousand cubic feet than the 43 percent increase in the 
field, a smaller percentage, but a larger actual increase in cents per 
thousand cubic feet. 

Mr. HinsuAw. For how long a period was that? 

Mr. Montoomery. That was 5 years, 1948 to 1958. 

Mr. Hinsnaw. I, of course, have no way of checking your figures 
aa you merely have taken the total amount of gas consumed I 
believe. 

Are you considering only the natural gas consumed, or the total 
amount of gas? 

Mr. Montcomery. That is the BLS figure on natural gas, residential 
rates in the cities that they cover. 

Mr. Hrnsuaw. Exhibit No. 1 shows practically every State in the 
Union, including Texas. Do you believe that natural gas is distribu- 
ted to every State in the Union ? 

Mr. Monteomery. Those are the States to which gas is distributed, 
Mr. Hinshaw. Those figures are from the American Gas Association. 

Mr. HinsHaw. Are those States exclusive users of natural gas, or 
is the coal gas mixed in with it? 

Mr. Monteomery. No, those are natural-gas deliveries shown there. 
I will give you the source of that in a moment. 

Mr. HinsHaw. You have the total sales in thousands of cubic feet, 
but you have added 5, 10, and 15 cents to the field price and assume 
that that price will be passed on directly to the consumer, I take it? 

Mr. MontTcoMERy. That is to show a, es the increased cost would 
be for each State at that given increase in the price, yes. 

Mr. Hinsnaw. To the consumer ? 

Mr. Monteomery. Well, it would be divided between the consum- 
ers and industrial users and commercial users, and the domestic con- 
sumer would probably pay a higher than proportionate part of the 
increase. 

_ Mr. Hinsnaw. No attempt has been made to relate that to the actual 
increases in price which have taken place in the past? 

Mr. Monteomery. Not in that table, no. The distribution figures 
are from the American Gas Association, 

Mr. HinsHaw. What is that? 
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Mr. Montgomery. The distribution figures in the exhibit 1 are from 
the American Gas Association publication, Gas Facts. It is the first 
column of figures there. 

Mr. Cutips. On page 2, the fourth paragraph. 

Mr. HinsHaw. Where do you get the effect of increased field prices 
of natural gas on the cost of electricity based on the 1954 consump- 
tion of natural gas for the production of electric energy / 

Mr. Cutips. What is the question, sir? 

Mr. Htnsuaw. Where do you get those figures on exhibit No, 2/ 

Mr. Cuitps. That is from the monthly report of the Federal Power 
Commission on fuel use and power generation. They show the power 
generated and what fuels are used. 

This is the natural gas that is used in 1953 for generating electric 
power in each of the States that uses it. There are 39 such States. 

Mr. HinsuHaw. But you say you are not engaged in the business of 
making figures and you only submit these figures as to what your idea 
will be as to the increase in price / 

Mr. Cuttps. That exhibit shows what it would cost the different 
States if the price goes up 5, 10, or 15 cents per thousand cubic feet. 

Mr. Hinsuaw. That is the consumers’ price? That has nothing 
to do with the field price ¢ 

Mr. Cuttps. That is assuming that the 5, 10, 15 cents showed up 
at State end, yes, on the average. 

Mr. Htnsuaw. You are assuming it shows up at the State end? 

Mr. Cuitps. That is the assumption of that table. 

Mr. Hinsuaw. Thank you. 

That is all. 

The Cuatrrman. Mr. Dies? 

Mr. Dres. Mr. Childs, you are here as spokesman for the CIO, 
are you not? 

Mr. Cuttps. That is right. 

Mr. Dies. Do I assume that that organization has taken some official 
action in opposition to the Harris bill? 

Mr. Curitps. Yes. 

Mr. Dries. Where was that action taken? 

Mr. Cutips. The executive officers of the union. 

Mr. Dies. The executive board of the CIO? 

Mr. Curtps. Not the executive board as such, no. 

Mr. Dries. It has never taken any action ? 

Mr. Cuitps. The committee that deals with the legislative prob- 
lems, the legislative committee. 

Mr. Dries. Who composes that committee ? 

Mr. Cuttps. The top officers of the organization, plus the repre- 
sentatives from the various international unions. 

Mr. Dies. How many members of that committee do you have? 

Mr. Cutips. Nine. 

Mr. Dries. Nine members of the committee have met and decided 
to oppose the Harris bill and you are speaking for the nine members? 

Mr. Cums. Right. 

Mr. Dres. Was there any action taken by the rank and file? Has 
it ever been submitted to them ? 

Mr. Crimops. No; we have not had a referendum of the member- 
ship. 
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Mr. Dies. There is no expression whatever from the millions of 
members as to how they feel about it? 

Mr. Cutips. No, sir; except what individual expressions may have 
occurred and have been relayed to us. 

Mr. Dries. Do you know whether the 

Mr. Cuttps. Now, I would like to say something further on that. 
The various CIO councils that have worked with the various utility 
commissions and administrations of the municipalities around the 
country are discussing this bill and have concurred in the opposition 
to it. 

Mr. Dres. You mean that you have some formal statement from 
them ¢ 

Mr. Cuinps. No. 

Mr. Dres. Then how do you know they concur / 

Mr. Cutips. I know of instances where it has occurred. 

Mr. Drrs. How many instances / 

Mr. Cuunps. I don’t know the number. I know that it has occurred. 

Mr. Dies. You know that it has occurred sometime ? 

Mr. Cutrps. That is right. 

Mr. Dres. Now, has any action been taken by the CIO in Texas 
on this question ! 

Mr. Cuttps. Not to my knowledge. 

Mr. Dirrs. Do you know whether or not the oilfield workers in our 
State have ever expressed themselves one way or the other? 

Mr. Cuttps. Not directed to this present legislation. 

Mr. Dies. I am talking about this legislation ? 

Mr. Cuixps. They have opposed similar legislation, however, s 

Mr. Dies. What bill 

Mr. Cuiips. They opposed the Kerr bill when it was up before. 

Mr. Dies. The Texas CIO did? 

Mr. Crtps. The oil workers. 

Mr. Dres. The oilfield workers in Texas? 

Mr. Cuttps. The oil workers union. 

Mr. Drs. Did they pass some resolution in their convention ? 

Mr. Camps. No. 

Mr. Dies. How do you know they opposed it ? 

Mr. Cutrps. Their legislative representatives. 

Mr. Dres. How many of those? 

Mr. Cutips. And the officers of the international union. 

Mr. Dirs. Now, as I interpret your testimony, what you are really 
“tying here is that you think the producers and ‘the gatherers should 
le regulated because there is no sddanath competition in that field? 

Mr. Cuinps. Yes. 

Mr. Dies. Is that right ? 

Mr. Cups. Yes. That is the price; you are referring to the 
price, the regulation of the price? 

Mr. Dies. Yes. If you felt that there was competition among 
producers and gatherers, you would be opposed to regulation ? 

Mr. Camps. If there was free competition ? 

Mr. Dres. You would be opposed to that like you are opposed to 
price fixing in the oil industry, coal industry, various other industries ? 

Mr. Cups. We have not advocated it. 
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Mr. Dies. Your opposition is based solely on your premise that there 
is not free competition among the producers and gatherers; is that 
correct ? 

Mr. Cuttps. That is the chief reason. 

Mr. Dies. If this committee is presented with sufficient evidence 
showing beyond any question that there is free competition among the 
producers and gatherers, you would say that we would be justified 
in opposing Federal price fixing? I say if. 

Mr. Crips. I presume the committee will hear evidence and evaluate 
that evidence as to whether or not it is necessary in order to protect 
the price to the consumer. 

Mr. Dries. If upon the consideration of all of the evidence from 
every source we reach the conclusion that there is free competition 
among the producers and gatherers, you would feel that we would be 
justified in not regulating ? 

Mr. Cuttps. No; I would not accept that whatever conclusion the 
committee will arrive at will be the proper conclusion. I am sure that 
this committee will in their mind determine whether or not it is proper. 

Mr. Dries. I understand, but if there is free competition between pro- 
ducers and gatherers, you would be opposed to Federal price fixing? If 
there is? 

Mr. Cuitps. We know that there is not. 

Mr. Dres. I understand, but I am asking you a hypothetical ques- 
tion, if? 

Mr. Cuttps. And if the consumer could go into the market and buy 
from 

Mr. Dies. That brings another proposition into it. You first said 
that you were opposed to Federal regulation and price fixing of oil, 
coal, copper, and other things, because there was free competition in 
those fields. You predicated your sole, or, we will say, you predicated 
your opposition to this bill on your assumption there is no free com- 
petition among producers and gatherers of gas. 

Now, all I am asking you, if there were—we will put it this way— 
if there were free competition among producers and gatherers, would 
you oppose Federal price fixing on the producers and the gatherers?! 

Mr. Cutitps. That is not the only factor that determines whether or 
not regulations are needed. 

Mr. Dres. What is the second factor that influences you? 

Mr. Cuirps. I just gave you a moment ago the fact that the con- 
sumer, the ultimate consumer, cannot go out in the competitive mar- 
ket and purchase his fuel, if he is tied in with gas. He has his invest- 
ment in his home in the type of heating equipment he has in his home. 

I recited to you in Akron, Ohio, 85 percent of the homes were using 
gas and 85 percent of those using gas were using it for heating pur- 
poses. I happen to be one of those 85 percent. 

Mr. Dres. You stated in your testimony that you were in favor, or, 
rather, that you were not advocating Federal regulation of the inde- 
pendent producer. 

Mr. Curtps. That is right, the small producers. 

Mr. Dries. It is only the big boy that you want to—— 

Mr. Cuitps. Because of the problem that the chairman raised 
here, and I understand that there is legislation pending which would 
exempt from regulation the small independent which makes up only 
about 10 percent. 
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Mr. Dies. You would favor that kind of Jegislation ? 

Mr. Cums. Yes. 

Mr. Drs. In other words, there are 8,100 producers in the United 
States and you would free all of them except 200? 

Mr. Cuitps. Only to eliminate the—— 

Mr. Dies. Whatever the reason. You would free 7,900 from Fed- 
eral regulation, but devise some way to regulate the other 200? 

Mr. Cuttps. We did not come in here advocating it but we say be- 
cause of the problem involved and because we feel that the results 
would be the same. 

Mr. Dries. I understand, but, nevertheless, you would free 7,900 
producers from Federal regulation and keep about 200 of them in 
there. 

Mr. Cums. I am sure that the result would be that their price 
would be regulated because of the price determined for the large 
producers. I think that goes without saying. Don’t you agree? 

Mr. Dries. If there is competition among the 7,900, how can you say 
there is not competition with the other 200. 

How can you separate this thing and say that a large group here, 
comprising the great number, there is competition, therefore I am 
opposed to ren but here are 200 that I say there is not competi- 
tion among them. 

Mr. Cuitps. I didn’t say there was competition between them. 

Mr. Dies. You are willing to free them solely because of the diffi- 
culty of administering it, not because there is a lack of competition ? 

Mr. Monrcomery. And because altogether they produce only 10 
percent of the gas. 

Mr. Dries. So you let them out of the picture and write legislation 
that would hold 200 in there. 

Mr. Montcomery. Also so that you cannot plead the cause of these 
little producers in support of this bill. 

Mr. Dies. You do not want the little producers’ cause to be in here? 
You want to keep it well divided between those who are big, and those 
which are little. 

Mr. Cups. We did not come in here advocating that. It was 
only in answer to a question and because of the administrative problem 
that we stated what we did. 

Mr. Dies. I assume that what you are primarily interested in is a 
fair and reasonable price for the consumer. 

Mr. Cutups. Yes, and a fair return to the producer. 

Mr. Drs. To the investor and the producer? 

Mr. Cuitps. That is right. 

Mr. Dries. You recognize, of course, that since 1937 the distributor 
and the transmission companies have been regulated ? 

Mr. Cuinps. Yes. 

Mr. Dms. They were regulated under Democratic administrations 
and Republican administrations. 

Mr. Cuttps. It was determined that the producers were subject to 
the act as well. 

Mr. Dries. They were not regulated ? 

Mr. Cuitps. They were not regulated, they were under Federal 
Power Commission jurisdiction. 

Mr. Dies. I understand, but the distributor and the transmission 
company were, so that we have had a long opportunity to test the 
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effect of regulation in assuring fair and reasonable prices to the con- 
sumer, so far as the distributor and the transmission company are 
concerned. Is not that true? 

Mr. Cuitps. No, it is not. You cannot say that it is a regulated 
price because the price going into the line has not been regulated. 

Mr. Dres. I am talking about insofar as the distributor and the 
transmission company are concerned. 

Mr. Cutnps. Yes, 

Mr. Dies. They have been under regulation ? 

Mr. Curtps. Of a sort. 

Mr. Dies. We have had an opportunity to see what regulation would 
do insofar as they are concerned. I am not talking about the pro- 
ducer. I want to keep them separate here for the moment. 

Mr. Cuitps. That was the determining factor in the application of 
the regulation, however, of the overall price of gas. 

Mr. Dres. Mr. Childs, I have a great many figures here. Of course, 
you havea great many figures. Figures are only important in the way 
in which they are interpreted. I mean it is not very difficult for dif- 
ferent men to take the same set of figures and put a different appear- 
ance on them, is it? You know that perfectly well. 

I know you want to be fair about this whole proposition. Let me 
take a few of these so that you can look at the other side of this 
problem. 

Here for instance is Arlington County. The producer gets 11 cents 
for his gas; that is, the transmission company pays the producer 11 
cents. The transmission company charges for its service 44 cents. 

Then the distributor charges 88 cents. 


So the total price is $1.33, of which the producer only gets 11 cents. 
Now, when you take the rate of increase city by city, you find out 


that the price paid the producer has only formed a very small part 
of the total price which the consumer is compelled to pay. 

Mr. Cuttps. Are you trying to make the point that the passage of 
this bill, by reason that it takes it from under the jurisdiction of the 
Federal Power Commission, will keep prices down ? 

Mr. Dies. I am not taking any position about the passage of the 
bill. I am taking what the facts have shown up to date, that in these 
various cities where the utility has been regulated, where the trans- 
inission company has been regulated, that your great increase has come 
from the regulated companies and not from the producers and the 
gatherers. 

Mr. Cutvps. I don’t know what the factors were that caused the 
price to the gas users, but I have to assume that they used a reasonable 
vardstick in making the determination of the price. I don’t know 
what was invested in it. I don’t know any of the other factors. I 
don’t know whether you do or not, but I don’t. 

Mr. Dres. I do not. All I know is that taking city by city over 
the period of time you find out that your big increase by and large 
has been in the transmission companies and your distributors, not 
among the producers. 

Mr. Cuixps. I don’t think your figures as such mean anything unless 
you know what they represent. 

Mr. Dies. They simply represent this, that from 1947 to 1953 even 
though the transmission company was able to handle a much increased 
volume, which should have lowered the cost considerably, nevertheless 





NATURAL GAS 1213 


the big increase to the consumer comes ¢ after the gas is put in the pipe- 
line, and that therefore—I can take many cities “here to illustrate the 
point ; ; 

Mr. Montrcomery. These increases took place under regulation ? 

Mr. Dies. They took place under regulation. 

_ Mr. MontTGOMERY. Why are you so worried about regulation, then, 

f you get a bigger increase? 

Mr. Dies. I am not saying I was or was not worried. I am simply 
saying you seem to believe that if the producer and the gatherer are 
regulated that the consumer is going to get a more reasonable price 
for his gas. 

Mr. C HILDS. Yes, we feel that way. 

Mr. Dies. You feel that way, but what I am trying to say is that 
based upon the experiences in the past there is no justification for 
that. 

Mr. Cuups. I take it from what you have said and the examples 
which you have been using, that there should be no fear on the part 
of the producers if the distributors can get that kind of increase. 

There should be no fear about regulation on the part of the 
producer. 

Mr. Dies. I do not know what the fear is on the part of the pro- 
ducer. You were willing to eliminate 7,900 of them. 

Mr. Cutis. They are not in here opposing the Harris bill, are 
they? I don’t think you will find the producers in here opposing 
this piece of legislation, or the companion legislation. 

Mr. Dies. I say you have already conceded away practically all 
the producers ; they are not going to be bothered, 7,900 of them. 
You just want to get the 200 that you designate as the big producers. 

Mr. Cbs. You are not putting that in the proper perspective. 
We merely answered the question that we have no opposition to 
exempting them. 

Mr. Dies. But your opposition is limited to the ones you designate 
as big producers. 

Mr. Cutups. Yes, because of the effect on the consumer. I think 
someone has to worry about the consumer. 

Mr. Dres. I am sure you are worried about the consumer here and 
we all are, because the consumer is the purchaser. 

Mr. Cuitps. It is our feeling that the results of the action of this 
committee will determine the extent to which you are concerned. 

Mr. Dres. Take over here in Baltimore, in 1953 the producer got 
ll cents, the transmission company got 28.9 cents, and the distributor 
got $1.18. So out of a total cost of $1.58 the producer only got 11 
cents for his gas 

Now, simply to bring that 11 cents under Federal regulation is not 
going to insure any more reasonable price to the consumer, is it? 

Mr. Cuttps. Do those figures tell the full story? Do those figures 
tell vou that they are in the proper relationship ? 

Mr. Drs. I do not know what the proper relationship is. All I 
know is that I am out here, I am a producer and I get 11 cents, by 
the time it gets to the purchaser he is paying $1.58. 

Mr. Cuitps. I saw figures not too long ago on the increase in the 
= of the Chevrolet automobile between 1920 and the present time, 
which was some 460 percent. 
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Does that mean that everything should have gone up 460 percent; 
to me it does not. 

Mr. Dres. What has been the increase in labor cost ? 

Mr. Cuixps. Not 460 percent. 

Mr. Dries. I say during the same period you have evaluated the 
increases in the field price of gas what has been the increase of the 
members you represent? 

Mr. Cuixps. I don’t have the figure, but I know that the labor cost, 
the direct labor cost, is very, very small compared to the gas price 
increase. 

Mr. Dres. I say that gas has not gone up so far as the past is con- 
cerned ; gas has not gone up as much as its competitors, oil, coal, as the 
foures that have been submitted here show. 

So that so far as the past is concerned the competitive condition in 
the field has worked pretty well. 

Mr. Monvcomery. If you go back to 1939 and use that as your base, 
you are overlooking the fact that after the gas act was passed in 
1938 and the Federal Power Commission began to ee. they 
reduced the price of gas, did they not ? 

Mr. Dies. If they reduced it then, they had adequate controls with- 
out having to take the producer in. 

Finally by conceding that you concede there is no necessity for any 
control of the producer. 

Mr. Montcomery. Up to that time, up until 1947 or 1948, the field 
price was holding down to pretty reasonable levels. It has been com- 
ig up very rapidly recently creating a new reason for regulating 
the price. 

Mr. Dies. You knew, of course, the field price began very low. 

Mr. Monteomery. That is right, even as late as 1947 they were about 
in line with what a regulated price would have been. 

Mr. Dres. That was true because gas did not have a market. They 
went in the fields and many owners of land were tied up with very low 
cost. 

Now, you take Birmingham, Ala., where the producer only gets 
& cents. By the time it gets to the consumer the consumer is paying 
95.6 cents, 

So far as the past history of this thing is concerned the competitive 
conditions have worked better than Federal regulation has worked 
because actually your great increase has come from your transmis- 
sion companies and your distributors and not from the field price 
of gas. 

Mr. Cuttps. We don’t accept that. 

Mr. Dres. All I know is to take the figures here based upon the 
reports to the Federal Power Commission, taking it city by city. 

Mr. Curps. You are taking those figures and without knowing 
what they represent, stating that as a fact. We do not accept it as 
a fact. 

Mr. Dies. I see. 

I think that is all, Mr. Chairman. 

The Cuarrman. Mr. Hale. 

Mr. Hatz. I want to ask one question, Mr. Childs. 

On page 4 of your statement, the fourth paragraph, you say: 

An increase in producer prices of 15 cents per thousand cubic feet would 
enhance the value of the reserves by more than $30 billion. 
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Mr. Cumups. Right. 

Mr. Hate. How is that 15 cent figure derived ? 

Mr. Cups. It is on page 3 of our testimony, Mr. Hale: 

One petroleum engineer, Thomas D. Bailey, has estimated where this theory 
of gas pricing would put the price of natural gas. As compared with an aver- 
age price of 9 cents per thousand cubic feet paid by pipelines for natural gas 
in the year 1950, he says that gas sold at a competitive cost with coal in Detroit 
would yield the producers 25 cents per thousand cubic feet; in Denver 27 cents; 
in Omaha, 30 cents, and in Minneapolis 42 cents per thousand cubic feet. 


Then I said: 
Let us take just the 25 cent figure as the field price the gas producers are 


shooting for in this bill. 

Mr. Hatz. You just jump at the conclusion that they will increase 
the price of gas by 15 cents? 

Mr. Cutnps. We say if that is done; we didn’t jump all the way. 
We could have jumped to 42 cents. We took the lowest figure that 
he estimated and that was for Detroit and competing with coal. 

Mr. Hatz. Gas sold at competitive cost with coal in Detroit would 
yield producers 25 cents. Does that mean that you could increase the 
cost of gas to 25 cents and it still would be a fuel competitive with 
coal? Is that what it means? 

Mr. Cutrps. That is right. 

I suppose if I had a choice between coal and gas at the same price, 
I] would certainly take gas from the standpoint of desirable fuel. 

Mr. Hatz. In other words, you proceed on the assumption that 
because they can make these increases and still be competitive with 
respect to coal that they will want to make them ? 

Mr. Cuttps. They are advocating that they be permitted to do that. 

Mr. Hartge. Who are advocating it? 

Mr. Monrcomery. The oil producers. Mr. Hale, I pointed out 
earlier during our testimony the statements they have made, many 
of them, and I can supply them to the committee if you want them, 
in at least two investigations of the Federal Power Commission where 
they were stating what they believed would be a fair price for gas. 

Mr. Dies. Who stated that? 

Mr. Hate. Where are the statements? 

Mr. Dres. And do you mean to imply that is the position of the oil 
industry as a whole? 

Mr. Cutips. On page 2. 

Mr. Dies. The distributors who appeared before us, their chief 
complaint was that they feared that gas might become competitive 
with other forms of energy. That is what they are complaining about. 

Mr. Harz. And an increase of 15 cents would be considerably more 
than double. 

Mr. Cutps. That is right. 

Mr. Harr. Now, you say that producers are desirous of doubling 
present prices ? 

Mr. Monteomery. That is right. 

Mr. Harz. Will you bring to the committee’s attention statements 
by producers indicating that they wish to double the present price? 

Mr. Cuiips. We have a statement here. 

_ Mr. Monteomery. I can give you quotations. I can’t tell you the 
individuals represented. 
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Mid-Continent Gas Association appearing before the Federal 
Power Commission in a case “In the matter of fixing rates to be 
charged by independent producers for natural gas” 

Mr. Hare. Who are you quoting? 

Mr. Monreomery. A document of my own here in reference to 
these cases—“In the matter of the fixing of rates to be charged by 
producers of natural gas, FPC Docket R-142”. 

Mr. Hatz. This means absolutely nothing unless we know what 
the source is. 

Mr. Monreomery. I can’t give you the name of the representative of 
Mid-Continent. I will furnish it to the committee, if you want it. 

Mr. Harris. I believe he is quoting statements from the proceedings 
in a case before the Federal Power Commission, R—142. 

Mr. Monteomery. That is correct. And I can quote you other 
statements from Docket G—580, their natural-gas investigation in 
1947. 

Mr. Harris. Would you give your quotation to him again? 

Mr. Montcomery. One of the quotations—and I say I cannot give 
you the names of the persons— 
the price of competing fuels will inevitably operate as a ceiling on the price of 
gas in the field and will hold it to a reasonable level even if there were no 
regulations. 


Another quote from Docket G-580: 


The intrinsic value of any commodity offered for sale in comparison with 
other commodities having the same use should be a prime factor in determining 
whether that commodity is overpriced. 

I say that one witness after another in those two proceedings made 
clear that what they think is a fair price for natural gas is that it 
should sell on a competitive basis with coal. 

Mr. Dies. Do you take the position that you think that gas should 
not be on a competitive basis with coal or oil ? 

Mr. Montcomery. I do. 

Mr. Dies. How do you answer this argument that we are hearing 
that we only have 22 years of gas reserve and you have 2,480 years of 
coal reserve ? 

Now, the position of the conservationists is that it is wasteful to 
use up this limited gas supply when we have other forms of fuel that 
have far more reserve. What is your answer to the proposition of con- 
servation and what is your answer to all these wtheti in the coal in- 
dustry who are in distress and unemployed and say we are unemployed 
because gas has been sold so cheap it 1s displacing us and we are on 
relief? What is the answer of the CIO to that? 

That involves thousands and thousands of workers and their 
families in the coal fields who are today without any job. 

Now, they are here pledging with us, saying, “The reason we are 
out of work is because gas has been sold so cheap that we have no 
chance of competing with it”, and they want us to do something 
about it. 

Mr. Cuttps. Do you feel that the price of gas should be forced up 
so unreasonably in proportion to the cost of producing and distribut- 
ing the gas so that it will be competitive with another type of fuel! 
T don’t think so. 
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Mr. Dies. Ido not know. We are receiving evidence from epaynet- 
able sources that say it is in the national interest; that we only have 
92 years of this commodity. 

Mr. Cuixps. I hope this committee is not proposing to take any 
action which will permit gas to be priced at a price so as to be com- 
petitive with another type of fuel and have the cost so far out of 
proportion with what it should be 

Mr. Dies. What is your answer to the plea of all the workers in the 
coal regions who have come to us and said, “something has to be 
done because gas is displacing us and we have no jobs”? 

Mr. Cuitps. There are a lot of other pleas that are being made to 
the Congress that are not being heard. 

Mr. Dies. Just how would you evaluate the situation among the 
coal people, workers and their families in this whole picture / 

Mr. Cuttps. I don’t think that that is a factor that needs to be taken 
into consideration in this legislation that is currently before this 
committee. This is altogether a different problem. 

Mr. Dies. I know, but they and the United Mine Workers feel dif- 
ferently. ‘They are representing a big organization. ‘They are here 
on behalf of their employees. They say that gas is the cause of this 
displacement. They want something done about that. 

Mr. Cuitps. We are here advocating that this committee not do 
anything which will increase the cost of their fuel or their gas from 
twenty to thirty dollars per year. 

Mr. Dries. In other words, you do not want to be competitive with 
oil and with coal? 

Mr. Cups. That is right; we are not advocating that it be com- 
petitive. 

In fact, we are opposed to that method of pricing. To us there is 
no rhyme or reason for it. We cited what would happen in Detroit, 
Omaha, Minneapolis, and so forth. There is no rhyme or reason to 
that method of pricing. 

The CHarrmaNn. Mr. Mack. 

Mr. Mack. Mr. Childs, I was interested in the statement you made 
this morning, that is, that you were interested in controlling the big 
producers rather than the small producers. 

Was there anything, any particular reason for that ? 

Mr. Curips. In answer to a question that Mr. Priest made as to 
what our position was and the problem he raised as to the number of 
applications which were currently before the Federal Power Com- 
mission, we said, or I said, that I understood that there was legis- 
lation pending which would permit the exemption of the small 
producers and that we were not opposed to that exemption because 
that is where the several thousands of applications—I think in the 
thousands now, the several thousands of applications that are cur- 
rently before the commission waiting to be processed and they only 
produce about 10 percent of the total—these thousands that are before 
the committee represent in the main only about 10 percent of the total 
that is produced. 

We said that we were not opposed to those small companies being 
exempt. 

Does that answer your question / 
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Mr. Mack. Yes. The question raised in my mind was the case of 
the bigger producers establishing the price in the field such as they do 
in the retail field. 

Mr. Montcomery. The big producers would be regulated under our 

roposal. The big producers who produce 90 percent of the gas would 
be regulated under our proposal. 

Mr. Mack. They do not establish the prices in the field ? 

Mr. Monteomery. They produce about 90 percent, the big pro- 
ducer produces about 90 percent. There are some 200 companies. 

Mr. Cutps. I understand that there is a lesser number, about 65 
companies, that still produce the real volume of gas. 

Mr. Mack. I have one other question, Mr. Chairman. 

Mr. Childs, what do you feel the Federal Power Commission would 
do, or would have done if they had exercised the authority to control 
the price at the original sale for resale? 

Mr. Curtps. We feel they would have kept the price down to a lower 
level than what it is at the present time. We feel there would have 
been a more reasonable rate fixed. 

Mr. Mack. What do you feel they would do at this point if they 
exercised this authority? Would the prices remain substantially the 
same, be lowered, or increased ? 

Mr. Cutts. I really don’t know. I would not want to attempt to 
predict what they might do. We hope there will be fair pricing, 
pricing regulation. 

Mr. Mack. Now, when the hearings were first started, it was stated 
that for certain reasons the price had increased 100 percent or 200 
percent, as you say, in the field, and for certain reasons now they 
would be stabilized, or would tend to be stabilized. 

Do you think that that is true; that the prices would be stabilized 
after the big expansion in the market in the last 10 years, when the 
price went up substantially? The argument at the present time is 
that they are getting the pipelines in and there is greater volume. 
Therefore, the prices will be stabilized. 

Mr. Currys. Of course, we recited what they were doing in the way 
of promoting a campaign to keep them from being under regulation. 
We say why, why are they spending that vast sum of money if they 
don’t hope to gain something from it? Are they saying that there 
can’t be fair regulation, or are they saying they want to charge all 
the traffic will bear? 

In our opinion they are advocating that they be left in a position 
where they can charge whatever the traffic will bear. 

Mr. Mack. As you say, there is some reason for their spending this 
money you have stated they are spending, which I understand in your 
statement earlier you said was $1,500,000. 

Mr. Montcomery. That was the initial cost according to the report, 
how much more we don’t know. 

Mr. Mack. So that at least convinced me that there is a definite 
interest on their part and inferring that might work a hardship on 
producers and gatherers. 

In your opinion that is strictly financial hardship? 

Mr. Cuinps. Yes. I think it was stated in the testimony that we 
feel that the committee has the responsibility of checking into the 
source of this article and clearing up in their mind as to the real 
purpose of this campaign, who is going to benefit, to what extent. 
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Mr. Mack. I have one other question. 

Do you anticipate at least, without regulation, the price to continue 
to increase like it has in the past, in the past 5 years? 

Mr. Cuinps. Yes. Possibly more. The record of the last 3 years 
we feel is indicative of what can occur. 

In the 5 previous years it increased by only 2.17. In the last 3 the 
increase was 6.44. So in the 3 years it increased by about 3 times as 
much as it had in the previous 5 years. 

We see no reason that it would not increase, the rate of increase 
should not continue if they are left free. 

Mr. Harris. I assume that you are opposed to the Staggers bill, 
then ? 

Mr. Cutnps. Yes, sir. 

Mr. Harris. From what you know about the exploration and devel- 
opment of a natural-gas field 

Mr. Cums. I know very little about it, sir. 

Mr. Harris. Do you know enough about it to say whether or not it is 
a hazardous undertaking ? 

Mr. Cups. From personal experience? That was a very minor 
one, I assure you. 

Mr. Harris. But it is a highly speculative business, is it not ? 

Mr. Cutts, As it turned out, it was. 

Mr. Harris. I mean the entire industry ? 

Mr. Cutrps. I guess it is particularly for those who don’t know 
what they are doing. But there seem to be those who are more cer- 
tain of themselves. 

Mr. Harris. To the extent that it is hazardous and speculative, it is 
quite different from a business where the cost and everything are 
fixed, is it not? 

Mr. Cumps. I didn’t get your question, sir. 

Mr. Harris. I say to that extent that it is speculative, highly specu- 
lative and quite hazardous, to that extent it 1s quite different from a 
utility where the return is fixed ? 

Mr. Cups. My personal opinion is that for the individual that 
attempts to get in the swim, it is much more hazardous than it is for the 
large producers. There isn’t the gamble that occurs to the individual. 
_ Mr. Harris. If you hit you are all right; if you do not hit, you are 
in bad shape. 

Mr. Montcomery. By understanding, Mr. Harris, is that the Fed- 
eral Power Commission regulation of producers’ prices would allow 
exploration and discovery cost in their cost schedule in determining 
what price to set. 

_ Mr. Cuuzps. The risk involved and everything would be a determin- 
ing factor. 

Mr. Harris. What interests me, that a wildcat explorer goes out 
and he will drill 7 or 8 wells and maybe hit 1. 

Now, another one will go out and drill 1 or 2 wells and hit 1. How 
are you going to determine, or any agency is going to determine what 
a fair and reasonable charge will be for the gas that comes from those 
separate fields? 

Mr. Critps. I don’t know the answer. 

Mr. Harris. That is where the difficulty presents itself in the 
administration. 
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Mr. Crivps. If you are talking about the small producer—— 

Mr. Harris. I am talking about the whole lot. 

Mr. Cuixps. We said in so far as the small producer is concerned we 
are not opposed to the exemption of the small producer. 

Mr. Harris. There are many instances when a small producer or 
small operator will contact a larger company or maybe vice versa, 
and they will enter into a project on a joint basis. 

I think there was some testimony the other day that some operations 
there have as many as several companies involved in one particular 
program or project. 

Now, how are you going to administer the provisions of the law—I 
realize you said you were not advocating, you said you had no objec- 
tion—if it is to be done, how in the world could you determine the 
operation of that field where you have got a big producer? 

You say you are going to regulate him and maybe some small 
operators jointly oper ating with him, and he is going to go under 
regulation. 

‘Mr. Citys. The large producer will help to determine the price to 
the small ones. 

Mr. Harris. How can you regulate one portion of a production of 
a well or a field ? 

Mr. Cuitps. We are willing to proceed on the premise that the 
Federal Power Commission personnel will be reasonable, will be fair, 
and they will fix the proper price, taking the factors into consideration. 

Some of the things that you have mentioned that help to determine 
the price of the commodity. 

Mr. Harris. As I understand the Federal Power Commission is un- 
certain how they can carry out this program which the Supreme Court 
has said was its responsibility, without some guidance and direction 
somewhere. 

I will tell you of an experience of a person who complied with the 
direction of the Federal Power Commission way back in October 
when they merely had to file. Three months later he got a notice from 
the Federal Power Commission giving him the author ity to file. 

I am talking about the difficulty in administering a program like 
that. 

Mr. Cups. Commissions have been regulating utilities for a long 
period of time. I don’t know of any utility that has gone broke be- 
cause of those regulations. 

I think they are certainly good examples of prosperous enterprises 
in this country. 

Mr. Harris. You think the producer should be Placed on the same 
basis and classified as a utility and treated as such? 

Mr. Cups. Yes. 

Mr. Harris. There is the basic problem. 

Mr. Cuitps. We are talking about the sale now, the price 

Mr. Harris, There is the basic concept here. You have had a great 
deal to say about it to this committee. I assume on the same basis you 
just said to the committee a moment ago that your own organization 
set up an educational fund of a million dollars for the purpose of 
promoting a concept of way of life. Is not that what you have your 
committee set up for ? 

Mr. Cuitps. We did not say that. At no time did I give you any 
sort of statement that would indicate that our organization was spend- 
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ing anything like that kind of money in the promotion of any legis- 
lation. We don’t have it to spend in the first place, and we certainly 
are not in business for that purpose. 

Mr. Harris. I did not say you were spending that kind of money. 
[ said on the same basis, you said thirty or thirty-five thousand dollars 
was your budget. 

Mr. Cuts. I explained the type of programs that we were in. 
Now, this legislative institute that one of the gentlemen referred to, 
if you are familiar with the institutes that we conducted, and you met 
with some of the personnel that we brought in, some of the members 
of our organization from the various States around the country, they 
did not come in advocating the passage of any legislation. 

Mr. Harris. I have hada bone: many call me advocating the passage 
of legislation. 

Mr. Cuttps. I say we didn’t bring them in for that purpose. We 
brought them in purely for educational purposes. 

Mr. Harris. That is what I say, an educational committee set up 
to inform the public about their viewpoint and concept on policy. 
There is nothing wrong with that, is there? 

Mr. Cutips. You seem to want to pass it off more lightly than even 
what the Wall Street Journal article looked at. 

Mr. Harris. I am not passing it off lightly. We have gone into it 
before. This has not been the first time it has been brought up. 

The industry has been asked about it. They testified who was con- 
tributing to the fund and the purpose of it. This is not the first time 
it has been brought up before this committee. 

But if it is for educational purposes to advocate a concept of life, 
in other words, in this particular point, free competition, they say 

Mr. Cutmps. May I ask you a question ? 

Mr. Harris. No, I am just trying to get from you some information 
that will help me a little bit. 

Mr. Cutrps. Instead of asking you, I will make the statement that 
inmy opinion they are not paying out this kind of money for the pur- 
pose of educating the public. Their purpose is to get this type of 
legislation enacted. 

Mr. Harrts. That is your opinion. 

Mr. Cutips. And we are not alone in that opinion. It is shared by 
others, evidently including the Wall Street Journal. 

Mr. Harris. Some others may have the same kind of opinion, about 
your organization with its educational committee. 

Mr. Cutmps. Yes, I am sure that has been expressed. I think this 
committee will have before it, too, representatives of the various 
municipalities throughout the country. You will see that our fear 
as to what would occur, if this bill became law, is not just our own. 
It is shared by many, many others and people that are responsible 
tor the ultimate price to the consumer, people that negotiate these 
prices, 

Mr. Harzts. Of course, if you did have a producer to produce it and 
supply it, you would never get it at the other end. 

Mr. Crips. No. 

Mr. Harrts. Some members asked you a moment ago, do you think 
that this product should be expanded to the extent that gas is avail- 
able for use by every consumer ? 
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In other words, everybody that it is possible to supply, if they want 
it they should have it? 

Mr. Crips. Certainly. 

Mr. Harris. Until the early 1950’s the price, as you mentioned a 
moment ago, as about 4 or 5 cents, was it not? 

Mr. Cuuws. Something like that. 

Mr. Harerts. Beginning i in 1947, as I think you did, the number of 
consumers in the country was 12 million. Now, when the price w as 
gradually being increased, and the producers had the incentive in the 
industr y all along of the demand by the consumer for it, they increased 
that to a total number of consumers in 1954, eee to the estimates 
from reports of the Bureau of Mines, of 25,200,000. 

Mr. Cuitps. The delay in getting that to the consumers and hooking 
on to the consumers was caused by the lack of facilities for trans- 
portation. 

Mr. Harzis. You might be grossly incorrect about that feeling and 
position, and I know you are sincere in it. It could possibly be that 
the producers or the owners of the natural gas would not contract 
to sell it for that very low price, but when they got an opportunity 
and were offered a higher price, then they started making it available. 

There could be something i in there, could there not? 

Mr. Cutsns. There could be, but I imagine, at least I think the 
responsibility of the committee is to find out if that is to be a deter- 
mining factor, to find out if that is so. I don’t think it is a factor. 

Mr. Harats. I would like to refer you to a page from World Oil of 
February 15, 1955. There is more information about the natural gas 
industry on that one page than any I have seen anywhere. 

For your information I would like to refer this to you because I 
believe it will be helpful to you. I know that we are trying to get all 
the information we can on this subject. I think at the same time we 
are hopeful that the American people will become familiar with the 
fact and not operate on assumptions and fears. 

Mr. Monreomery. What is that citation ¢ 

Mr. Harris. World Oil, February 15, 1955. It gives you the entire 
history of the gas industry beginning in 1936, year by year. The 
produe tion, its connection and relation to oil wells, the disposition of 
it, the underground storage, the interstate shipments, the consumption, 
residential, commercial, industrial, and breaks it down year by year, 
including the average value at the wellhead year by year, as well as 
the average price of the consumer year by year, residential, commer- 
cial, and industrial. 

I believe it would be helpful. 

I have asked about this and I am sure if you will check the source 
you will find that they are substantially correct as we have found 
out here. 

I want everybody to get as much light on this subject as is possible, 
including ourselves. 

Are there any further questions ? 

Mr. Mack. I have no further questions. 

Mr. Harris. Thank you very much. We are glad to have your 
test imony. 

Mr. Curtps. Thank you. 
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Mr. Harris. The committee will adjourn until 2 o’clock, at which 
time Mr. Hollander of the Americans for Democratic Action will 
appear. 

(Thereupon, at 12:45 p. m., the committee was recessed, to recon- 
vene at 2 p. m., same day.) 


AFTERNOON SESSION 


The committee reconvened at 2 p. m., upon the expiration of the 
recess. 

The Cuamman. The committee will come to order. 

Before our first witness the Chair desires to present a letter from 
Governor J. Bracken Lee, of Utah, in which he endorses the principles 
of the Harris bill on legislation along that line. 


DEAR CONGRESSMAN PRIEST: I am writing to advise you of the action that was 
taken by the Utah Legislature in regular session opposing any proposed regula- 
tion of the producers and gatherers of natural gas by Federal Power Commission 
regulation. Such a resolution was sent to the House of Representatives and to 
each congressional delegate from the State of Utah, but I thought I should bring 
it to your personal attention in addition. 

Entirely aside from the economic implications of such regulation, I am con- 
vinced that the production of natural gas is a local activity beyond the proper 
limits of Federal authority under our system of government. The philosophy 
urged to Support Federal regulation in this area would equally justify the regu- 
lation of production of any natural resource. In my judgment, any such inter- 
ference with the free play of private initiative and enterprise is unwarranted. 

Those who urge Federal regulation say it is needed to protect the consumer 
against excessive prices, but in my opinion competition within the industry af- 
fords adequate assurance of reasonable prices. Furthermore, the consumer is 
just as much interested, if not more so, about the development of an adequate 
supply as are the producers; but regulation, as it has proved in the past, would 
inevitably weaken the incentive to explore and develop new supplies of natural 
gas to meet the ever-increasing demand. Then, too, obviously if there is not 
enough gas to supply the demand, prices will go up. 

Iam impressed by the soundness of the recommendations on this subject in the 
report of the President’s Committee on Energy Supplies and Resources Policy, 
which I believe would be implemented by legislation along the lines of HR. 4560, 
the Harris bill, and HR. 4675, the Hinshaw bill, and I urge your favorable con- 
sideration of such corrective legislation. 

Sincerely, 
J. BRACKEN LEE. 


_ The Cuatrrman. Our first witness is Mr. Edward D. Hollander, on 
behalf of Americans for Democratic Action. 
Mr. Hollander, we shall be happy to hear you at this time. 


STATEMENT OF EDWARD D. HOLLANDER, NATIONAL DIRECTOR, 
AMERICANS FOR DEMOCRATIC ACTION, WASHINGTON, D. C. 


Mr. Hornanper. Thank you, sir. 

think, Mr. Chairman, we would proceed most quickly if I would 
read the statement I have here. 

The CuatrMan. Very well. It appears that you have done a fairly 
good job of condensing it as it is. 

Mr. Hottanver. I think it is as condensed as I could make it. 

Mr. Chairman and members of the committee, my name is Edward 
a Hollander. I am national director of Americans for Democratic 
Action. 


“a pe taptoecnn your courtesy in giving me this opportunity to present 


s views on H. R. 4560 and H. R. 4675. 
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_ For the past 5 years Americans for Democratic Action have con- 
sistently opposed measures under which the Federal Government 
would waive its authority to regulate the prices of natural gas deliy- 
ered for transmission to interstate pipelines. ADA opposed the Kerr 
bill in 1950 and urged President Truman to veto it. Ever since we 
have been consistently on record in opposition to such measures. 

The 1951 national convention of ADA voted: 
to oppose any decrease in the authority of the Federal Power Commission over 
prices and distribution of natural gas. 
and this position has been repeatedly reaffirmed since. 

I am not a technician on this subject and I do not presume to say 
precisely how the Federal Power Commission should exercise its regu- 
latery power, nor what are fair prices for natural gas delivered to 
pipelines. This is an intricate subject and one which rests with the 
Power Commission under standards established by Congress. 

But since the organization I represent has consistently taken the 
position that the Federal Government should retain and exercise this 
authority, I feel it is incumbent on us to explain the reasoning which 
has led us to take this position. 

In one of its decisions upholding the Federal Power Commission’s 
decision regulating the wholesale rates charged to distributing com- 
panies, the Supreme Court of the United States said that: 

The primary aim of this legislation was to protect consumers against ex- 
ploitation at the hands of natural gas companies. 

If the act were to be amended to exempt producers of natural gas 
from regulation, presumably it would mean that either : 

1. It was not the policy of Congress to protect consumers of natural 


gas against exploitation at the hands of the natural-gas companies; 
or 


2. Regulation of prices at which independent producers sell natural 
vas to interstate pipelines is not necessary to prevent such exploita- 
tion, because there are other factors than public regulation which will 
operate to prevent this exploitation and maintain equity between 
producers and consumers. 

The first alternative we must dismiss as nonsense; Congress could 
not and would not be indifferent to a situation in which a comparative 
handful of natural-gas producers, including the large oil companies, 
would be able without restriction to exploit the sixty-odd million 
consumers. 

We must assume that the case for exempting the gas producers 
from regulation must rest on a finding that such exploitation would 
not occur if the regulation were removed. But we cannot find in this 
situation convincing evidence that without regulation, market forces 
would operate to establish and maintain equity between producing 
und consuming interests. 

I would like to make it clear, to begin with, that ADA ree- 
ognizes that producers of natural gas, as enterprisers in an enterprise 
economy, have every right to a fair return on their investment 
and rewards for their enterprise and risk. We do not assume that 
regulation is justified simply to hold down prices, or that the removal 
of regulation should be opposed simply because it would lead to 
higher prices. ADA has always maintained that the unique success 
of the United States economy in producing and distributing goods 
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und services for the world’s highest standard of living, derives from 
vigorous competition in free markets; and if the market in natural 
vas Were such a market, we could find no case for regulation. 

- But it seems clear to us that there are many reasons why the market 
in natural gas does not and cannot operate as a free competitive mar- 
ket. On the contrary, it has many characteristics of a natural monop- 
oly in an essential commodity and, as such, requires regulation in the 
public interest. This is admitted in the case of interstate pipeline 
transmission and distribution to consumers. We believe it is clearly 
evident also in the case of sales to interstate pipelines, effective regu- 
jation of which must be at the hands of the Federal Government. 

We believe, therefore, that the Federal Government must maintain 
and be prepared to exercise the jurisdiction over such sales and spe- 
cifically the prices at which the gas is sold. We take this position 
without reference to the circumstances under which the Federal reg- 
ulation should be exercised or the standards used for determining 
equitable prices. We recognize that interests of producers must be 
protected along with interests of consumers, and that equity does not 
preclude the return for enterprise, foresight, skill and even windfalls 
for plain luck. But it is clear that somewhere in the scale of prices 
there is a line that separates the return of enterprise from the return 
of monopoly, and the Federal Government must remain empowered 
to draw that line. 

What factors endow the interstate commerce in natural gas with 
the characteristics of a monopoly-utility and invest it with the public 
interest 

First, that it is destined for transmission and distribution through 
a succession of regional and local monopoly-utilities to consumers 
dependent on gas by virtue of their investment in gas-burning equip- 
ment. These utilities are under Federal or State regulations and, in 
fact, are impelled to pass through any increase in prices they pay 
for natural gas at the well. In short, pipeline distributor and con- 
sumer must ‘buy gas; and the Federal and State regulation of prices 
for transmission and distribution cannot be effective in maintaining 
equity if the producer’s price is not subject to the constraint either of 
i competitive market or of public regulation. 

Moreover, neither pipeline, distributor nor consumer has a free 
choice of seller. The consumer must buy from one distributor; the 
distributor from the pipeline; and the pipeline from the producers 
in the gas field where the line originates. It would be nice if gas 
pipelines could be moved about like garden hoses to shop for com- 
petitive benefits in the purchase of gas, but this is not the case. It 
is this fact which differentiates the commerce in natural gas from 
ordinary market commodities and specifically from competing fuels, 
such as coal and oil. 

In fact, in many respects the market in gas more nearly resembles 
the market in electricity. Theoretically, it competes with other fuels, 
but the competition operates only at the point of marginal use—at 
‘he point where a consumer has the choice between gas-burning or 
ulternative equipment, or where a pipeline has the choice of tapping 
one gas field or another. Once that choice has been made, the pro- 
lucer has a virtual monopoly. 

However, unlike electricity the natural gas that flows through a 
given distribution system does not originate at 1 or 2 points of pro- 
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duction. It is the product of many wells; and this fact is sometimes 
cited as evidence that there is a free competitive market among the 
producers of natural gas. It does not seem to us that the facts sub- 
stantiate this conclusion. 

In the first place, while there are many producers, a very few large 
ones own a very large fraction of the reserve and supply a very large 
fraction of the gas in each of the principal producing fields. This has 
been well documented by evidence introduced before the Federal 
Power Commission on various occasions and I will not take the com- 
mittee’s time to repeat the familiar evidence. An example will suffice: 
the Tennessee Gas Transmission Co. which supplies the natural gas to 
the Middle Atlantic and Northeastern areas derives two-thirds its 
supply from 10 large producers and the other third from 90 other 
producers. Clearly the pricing decisions of the 10 large producers 
have a compelling influence on the market. 

Furthermore, the rapid expansion of pipelines and the pipeline de- 
mands for natural gas since the war, has apparently preempted most 
of the known reserves under long-term contracts, so that there now 
exists a strong sellers’ market in natural gas. The price effects of 
this sellers’ market are rather sensitively communicated through a 
system of price-escalator clauses to existing long-term contracts. The 
contracts between the producing companies and the pipelines are de- 
signed to give the producers the benefit of recent higher-price 
contracts. 

Thus it is hard to escape the conclusion that we are dealing here 
with a market which in essential respects behaves like a monopoly 
utility market and not like a market in commodity fuels such as coal 
and oil. 


This conclusion is strengthened by evidence on price behavior of 


natural gas since the war. There has been a rapid and steady rise. 
Again, the data are abundant and varies from company to company 
and from field to field, but the conclusion is the same. While some 
of the early contracts, without benefit of escalator clauses, have con- 
tinued in effect at low field prices, the later contracts have come in at 
progressively higher prices which, through escalator clauses in exist- 
ing contracts, have had far-reaching influence. There are many ex- 
amples of increases of 50 to 151) percent. 

Statistics of the Federal Power Commission show an increase of 
50 percent between 1950 and 1953 in the price paid by the interstate 
pipelines for their purchases of gas from the Southwest gas fields. 
The Bureau of Labor Statistics reports that between 1950 and 1954 
the wholesale price of gas (which includes the more stable price of 
manufactured gas as well as natural gas) rose 13 percent; whereas 
the average price of coal and electricity remained unchanged and the 
average of petroleum products rose by 7 percent. 

Statistics of the American Gas Association show a rise of 20 percent 
in prices of natural gas to consumers between 1950 and 1953. There 
is no doubt that in the absence of regulation the prices of natural gas 
have risen very sharply; and because of the rapidly expanding pipe- 
line demand there is no reason to believe that in the absence of regula- 
tion they will not continue to rise sharply. 

It is estimated that the increases from 1950 to 1954 have added be- 
tween 150 and 200 million dollars to the annual gas bills of industrial 





NATURAL GAS 1227 


and household consumers. At present rates of consumption, every 
additional 5 cents in the producers’ price of natural gas will add $250 
million or more to the annual costs of consumers. With such great 
sums at stake, it seems incredible that the Federal Government would 
waive its authority to scrutinize and, if necessary in the interest of 
equity, to restrain further increases. 

The producers of natural gas, in seeking to be relieved of this 
regulation, have made it clear that it is their objective to raise the 
price of gas, or to permit it to rise, until it is equal to the price of 
other higher-cost fuels. It is their contention that when the price of 
gas has risen until it is competitive with prices of other fuels for a 
given energy equivalent, there will be a natural ceiling on the price 
of natural gas. Even if this ceiling were permitted to operate, it is 
instructive to see where they think it would be reached. 

Spokesmen for the gas producers have calculated that natural gas 
could sell for 25 cents or more per thousand cubic feet at the well, to be 
equivalent to the current prices of petroleum and coal in consuming 
cities. If this is their objective, and if gas prices were to rise to these 
levels, the increased cost to the consumers would approximate $800 
million per year. 

Since the producers have been so candid and have documented their 
objectives so thoroughly, it is more than ever difficult to understand 
the attitude of the Federal Power Commission in supporting the 
proposal to strip it of its authority to maintain surveillance and con- 
trol over the increases in prices of natural gas. For many years, in 
spite of the clear authority for regulation, the prices have remained 
largely unregulated on the grounds that early contracts were made at 
the depression prices and that rising prices were necessary to encourage 
explorations and the making of new contracts. 

However this may be, the sharp increases of the past few years and 
the prospects of even sharper increases ahead make it imperative that 
the Federal Government should not at this time relinquish its author- 
ity for regulation. It is questionable whether the Power Commission 
has adequately served the public interest in failing to assert its juris- 
diction for the past 5 years or more. It is most difficult to see how 
they can serve the public interest by relinquishing that authority at 
this time. 

ADA believes that in order to avoid that exploitation of consumers 
by natural gas producers, which it was the purpose of the Natural 
Gas Act to prevent, it is imperative that the Federal Government 
continue its authority for the regulation of field prices and that the 
Power Commission exercise this authority in the public interest. 

Thank you very much. 

The CHatrrman. Thank you very much, Mr. Hollander, for your 
statement and the fact that you condensed it into a few pages. 

Are there any questions ? 

Mr. Harris. Mr. Chairman. 

The CHarrman. Mr. Harris. 

Mr. Harris. You are a national director of the Americans for 
Democratic Action, I believe you stated ? 

Mr. Horianver. Yes. 

Mr. Harris. Are you employed by the organization, yourself? 

Mr. Hornanper. Yes. 

Mr. Harris. Are you in charge of the Washington office? 

61557—55—pt. 2——19 
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Mr. Hotzanper. Yes. 

Mr. Harris. In what capacity, if any, other than being a director 
national director ? 

_ Mr. Hotianver. I am the full time paid staff head of the organiza- 
tion. 

Mr. Harris. You have your regular meetings, I believe, sometimes 
here in Washington, sometimes in New York and Pittsburgh? 

Mr. Hottanper. Yes. 

Mr. Harris. At which these broad policies are determined ? 

Mr. Hotzanper. Yes. 

Mr. Harris. You evidently have studied the gas question pretty 
carefully ; is that true? : 

Mr. Hoxtuanper. Well, sir, I started out by saying I am not a 
technician in this field and I cannot claim to be. 

Mr. Harris. From reading your statement, apparently you are 
pretty familiar with this program. 

Mr. Hotitanper. Well, sir, 1 prepared the statement and I will try 
to defend it. , 

Mr. Harris. Yes, I appreciate that. It indicates that you are 
fairly well familiar with the business. 

Now, some of the information you have given us in your statement 
is precisely the information, in a little more detailed manner, that 
was given to us by representatives of the CIO this morning. Did you 
obtain your figures on the same assumption from the same source? 

Mr. Houtianper. I must be truthful, 1 do not know the source of 
their figures. I will be glad to explain the assumptions underlying 
the figures I have used and any sources that you are interested in. 

If you are referring, sir to the $800 million figure—is that the one? 

Mr. Harris. Yes, they used the same figure this morning. 

Mr. Hotianper. This was taken from the same table. I did see 
the table Mr. Childs had here. This is taken from the same table. 

Mr. Harris. In other words, you adopted their figures that they 
obtained ¢ 

Mr. Hotuanper. No, sir. I used my own sources, but the figures 
are the same as the figures that Mr. Childs used. 

Mr. Dies. Did you collaborate with the CIO in the preparation 
of any of this? 

Mr. Hoxtanper. No, I never saw or heard their testimony at all 
until I came here this morning. 

Mr. Harris. Now, you are not necessarily for regulating any busi- 
ness for the sake of regulation at all, are you? 

Mr. Hotuanper. I should say not. 

Mr. Harris. Consequently, it is not your position, as I understand 
it, to regulate all of these producers and gatherers of natural gas 
and make a utility out of them in order for the Federal Government 
to control that business as such ? 

Mr. Houxianper. No, sir. Our feeling or our belief is based on 
the fact that we believe the circumstances are such that this is in 
effect or has many of the characteristics of a utility and, therefore, 
requires to be regulated for this reason. 

Mr. Harris. Well, you are not concerned with the manner of reg- 
ulation just so that the Federal Government will have control over 
prices; is that right ? 
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Mr. Honianper. Well, I tried to state it in the statement I read, 
Mr. Harris, that we feel that because of the utility characteristics of 
this that there have to be some restraints on the prices at which the 
natural gas is sold at the pipeline. 

Mr. Harris. That is abi I am getting at. You are not concerned 
how it is to be done, just so that the authority is there for it to be 
done ¢ 

Mr. Horianper. I think I went further and said if it could be 
done by the usual mechanism of a competitive market, which I hap- 
pen to think is the most efficient regulator of prices and supply and 
demand that has ever been invented, it would be better than having 
to have it by regulation. 

Mr. Harris. In other words, if it can be done that way, and there 
be restraint provided, you think it would be better than by requiring 
ull the utility requirements and so forth of the producer ¢ 

Mr. Hotianper. If it were possible, I would think so. But I 
think it is not and therefore I cannot agree with you. 

Mr. Harris. The point is, if effective regulation were to be pro- 
vided in a manner that the consumer would be protected, then it 
would not make any difference to you whether a producer is made 
a utility company or not ? 

Mr. Hotianper. No. 

Mr. Harris. Then the provisions of the bill in section 2 with ref- 
erence to providing authority for the Federal Power Commission 
over new and renegotiated contracts, does give this authority that 
you were speaking of with reference to restraint of runaway prices, 
does it not ¢ 

Mr. HoLuanper. No, sir. 

Mr. Harris. Over new and renegotiated contracts ? 

Mr. Hotuanper. I think not. 

Mr. Harris. You think not ? 

Mr. Hotianper. Yes, and this is precisely the point I was trying 

to address myself to, and in an effort to make this too brief, I com- 
pressed it too much. 
_ The standard of a reasonable market price it seems to me in this 
industry under the situation as I understand it in the industry, is 
uot a standard that would have the effect that we think needs to be 
had in order to keep these prices under constraint. 

Mr. Harris. You do not think it should be a reasonable market 
price, then ? 

Mr. Hotnanper. No, sir. 

Mr. Harris. What kind of price do you think it should be? 

Mr. Hotianper. I should say in answer to your question the words 
“reasonable market” used in this connotation, in the context of this 
industry, with the kind of situation it has as between the suppliers 
aid the consumers, or between supply and demand, the manner in 
which the gas is distributed and the way the contracts are written, 
the phrase “reasonable market price” suggests to me precisely the kind 
of concept which the producers have from time to time declared 
themselves to favor; namely, a situation in which the price of natural 
gas reaches a market competitive with other fuels. 

It is precisely this level of pricing that I think that we are seeking 
Chink 





1230 NATURAL GAS 


Mr. Harris. There is nothing in this criteria here to say that it 
would be determined on the basis of competition with other fuels, 
is there? 

Mr. Hotianper. No. 

Mr. Harris. I can say this to you: It is not intended to mean 
that. 

Mr. Hoxtianper. This is reassuring to us. In the ordinary language 
I believe of public utility regulation there are references to certain 
returns and criteria spelled ‘out with respect to certain returns on 
investment and input of the producer. 

And although I am not a utility expert, I am not aware I ever 
heard of reasonable market price as a criterion in a utility situation. 

Mr. Harris. With the utility the cost is fixed, you know what it 
is. There is no speculative element involved, is there? 

Mr. Horianper. There is some speculative element involved. 

Mr. Harris. There is in an act of God or an earthquake, something 
like that, but you can determine what your costs are, there is no 
hazardous element involved with reference to these utilities at all, 
is there? 

Mr. Hotzanper. It is not the same kind of hazard you find in nat- 
ural gas. Of course, any investment except Government bonds in- 
volves some risks. 

It seems to me if I remember oorsettly that the Power Commission 
in setting rates for interstate pipelines has taken into account explo- 
ration costs in the regulation of those rates in decisions of the past 
and they have found means to capitalize these in the base of the prices 
that they regulate, and while I am not suggesting that the regulation 
of natural gas producing prices is the same as regulating the prices 
of a standard electric utility, I cannot see why this same criteria in 
general cannot be applied; namely, of a fair return on an investment, 
granted that the investment is more risk and that the return might 
have to be higher for this reason. 

Mr. Harris. The Federal Power Commission has never established 
any criteria or price for a gas producer except an integrated company ? 

Mr. Hotianper. That is what I was referring to. 

Mr. Harris. Well, that is a utility itself. It was organized and 
set up for that purpose. Consequently it was capitalized on the basis 
of a utility and the cost could be fixed accordingly and was fixed 
according] 

Mr. Hotianper. Have they not taken into account in capitalizing 
this the cost of exploration and development, these risks you men- 
tioned ? 

Mr. Harris. Insofar as the integrated company’s interest is con- 
cerned, yes, but never on the basis of an independent producer and a 
gather er. 

Of course, that is the problem that we try to get at here with this 
legislation. It is those independent producers and gatherers. 

“Mr. Hottanver. Well, sir, I realize that this is a difficult problem in 
ratemaking and it was for this reason I said in my testimony that we 
take this position without reference to any specific means of regulating 
the prices. 

But I must reiterate in answer to your question that T think the 
standard of the reasonable market price in a situation like this, which 
has so many of the characteristics of a public utility and so many 
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characteristics of a natural monopoly, is not to suitable criterion any 
more than it is in other monopolies and utilities and that while the 
application of the standard criteria might lead to a different result, 
conceivably with a higher rate of return, for example, than we cus- 
tomarily see in a standard electric utility, nevertheless it seems to me 
that the objectives of the regulation will not be reached by this 
criterion. 

Mr. Harris. The question has been asked by a number of members 
of several witnesses and yet there has been no answer given. That is 
this: You get one company, an independent, who goes into a certain 
area and develops a gas field. It may be that he has put down 10 holes 
before he got a strike, before he hit it. 

Now, you take another company in another field, maybe in the same 
area, maybe in an entirely different area. He goes and puts down two 
wells and he hits. 

Now, how are you going to justify any kind of stabilized price 
of the commodity where you have those two situations? 

Mr. Hotuanpver. Well, Mr. Harris, I would like to answer this 
question, but I would be giving you only a personal opinion, which 
is perhaps not worth taking up your time for. I do not think it is 
an imposition and if you care to hear my opinion, I will be glad to 
give it to you. 

Mr. Harris. I ask you the question. 

Mr. Hottanper. Well, it seems to me there are two ways to answer 
the question that are not necessarily mutually exclusive. One is that 
it does not follow that all gas has to be delivered to a given pipeline 
at the same price. It does not necessarily follow that these two pro- 
ducers you speak of should have to sell that at the same price in 
order to obtain each a fair return. 

Mr. Harris. Before you go to the other answer and before you 
leave that one, then you admit that the only way to reach that situ- 
ation is for the Federal Power Commission, the regulatory agency 
over the program, to give one of those a very high rate and the other 
one a very low rate? 

Mr. Hotnanver. Well, I was about to say—and not quite in answer 
to your question, I don’t quite concede that—I was about to say the 
other alternative that has been suggested is that it is possible to give 
one—and I suggested it, I thought, in what I had to say here—it is 
possible to give the producer who brought in his gas at a lower cost 
because of his greater skill in prospecting or maybe just plain luck, 
it is possible to give him a higher return as a reward for his enterprise 
and his good luck and still keep his price under some systematic regu- 
lation which is fair to him and also to the consumer. 

But I would like, if I may, to come back to the point I tried to make 
in here, and that is, however you undertake to regulate these prices, 
it seems to me that the Power Commission should be able to draw a 
line, granted that it is not a very sharp line, and that it may be a 
matter of dispute in one field or another, or one case or another, a line 
where the rewards or the returns to a company have passed any rea- 
sonable limit of the rewards or the returns for successful enterprise 
and begin to be the fruits of monopoly. 

It is this with which I am particularly concerned, that these prices 
should not be allowed to rise to the point where they become the re- 
wards of a monopolistic situation. 
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Further than this, I do not know that I can go because I say I am not 
a technician in this field. 

Mr. Doixiver. Are you prepared to set up any other criterion for 
guidance of the Federal Power Commission? What is the language 
you would use ? 

Mr. Hottanper. Well, I am not prepared to offer specific statutory 
language, but I was making the point that the reasonable return 
criterion, which is more customary when we are dealing with a 
monopoly utility situation than a reasonable market price, I was say- 
ing a little while ago I don’t think I ever heard the phrase-— 

Mr. Douraver. can envision a reasonable return on an overinflated 
valuation could easily result in far higher prices to the consumer than 
a reasonable market price. 

Can you not envision that? 

Mr. Hoiuanner. Granted, and it is the duty of those who are 
charged with the responsibility of regulating to see that the capital 
base is not ov erintegrated. 

Mr. Dotiiver. You were just talking to Mr, Harris a moment ago 
about somebody who is lucky in finding gas and somebody who is 
unlucky. Will you require the unlucky one to charge off all the un- 
successful exploration that he made ? 

Mr. Hotianper. No, I believe that the Power Commission, in 
setting the rates for gas of the integrated companies which both pro- 
duce and transmit gas, have in their | practice permitted them to charge 
in the cost of exploration as part of the legitimate cost in determining 
how to price the gas as it goes through the pipeline. 

I was making the point that in a situation like this where you do not 
really have a market in the sense in which I understand the meaning 
of market, a free interplay of buyers and sellers, there is no such 
thing really as a reasonable market value unless you take the standard 
that the gas companies have suggested from time to time, which Mr. 
Harris says is not his intention, at a price competitive with other fuels 
of equivalent energy output. 

Mr. Harris. But I did not mean to go so far as to say that should 
not be considered as one element. 

Mr. Hotianper. I beg your pardon. I did not want to misquote 
you. 

Mr. Harris. You do not disagree with the fact that all of these 
situations, including future supplies, which is, of course, of great im- 
portance to the consumer once he gets set up for receiving gas, all of 
these elements should be taken into consideration and treating the 
producer fair, do you not think so ? 

Mr. Hotitanper. Yes. In fact, I tried to say so in my testimony, 
but I did not want to be understood as agreeing that reasonable mar- 
ket price is a suitable criterion of equity in this situation. 

Mr. Harris. I understand. 

That is all, thank you. 

The Cuarrman. Mr. Hale. 

Mr. Hate. Mr. Hollander, John Doe goes and digs some wells. He 

‘an sell gas to an interstate pipeline at 5 cents a thousand cubic feet 
bee -ause he was luc ‘ky. 

Richard Doe comes along and digs a lot of wells before he gets a 
strike and he cannot break even if he charges less than 12 cents. 

Now, how do you propose to meet that situation ? 
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Mr. Hotianper. As I said, sir, I think that it is not necessary to 
assume that both of them need to sell at the same price, need to sell to 
the pipeline at the same price. If the pipeline needs the high cost 
production—I believe it was Richard Roe, was your second producer— 
then they may have to pay a higher price for that than they do for 
the low cost production, as happens i in other situations also, that not 
all identical supplies are bought at the same price 

That happens in the mining of coal. 

Mr. Hate. Still, they would not want to buy anything from Rich- 
ard Roe until they had exhausted the supply of John Doe. 

Mr. Houtianper. I am afraid I don’t know the answer to that, sir. 
1 should think that would be within the jurisdiction and the discretion 
of the regulatory body. 

It would seem they could by from whomever they please, so far as 
I know. 

Mr. Harr. You predicate all your testimony today on your com- 
plete and profound conviction that the situation in the producing area 
isa fact a monopolistic situation ? 

Mr. Hotianver. Well, sir, I said that the whole industry, taken in 
its entirety, has so many of the elements of a monopoly utility that I 
cannot understand how it can be treated as a competitive market. I 
did not mean to say that the production of natural gas per se was a 
monopoly. 

Mr. Harr. Would you be willing like Mr. Childs to exempt from 

regulation all the small producers ? 

Mr. Hornanper. When the chairman this morning mentioned the 
great backlog—lI believe you said 4,000 cases—in the Power Commis- 
sion, this suggested to me situations that I have been confronted with 
from time to time in my own experience in Government. The posi- 
tion, simply by the way you administer this, to take the big cases first, 
the ones that make the most difference, and hold the others in some 
indeterminate status for a while, or you cin do this by statute, which- 
ever seems to be more effective in carrying out the objectives of your 
legislation. 

Mr. Harte. Have you personally or any representative of the ADA 
ever gone to the attorney general of the State of Texas and complained 
to him about the monopoly which has existed in the field of natural- 
gas production ? 

Mr. Hotianper. No, sir. 

Mr. Harte. Why do you not? I am informed that they have very 
rigorous antimonopoly statutes in Texas. 

‘Mr. Hotnanper. As I say, I was not contending that the production 
of natural gas per se was a monopoly. 

Mr. Harz. I know it is not a monopoly per se, but you say de facto 
a monopolistic situation exists. 

Mr. Hotianper. What I was trying to say was that taken in its 
entirety from well to consumer, this ‘has so many aspects of a monopoly 
utility, and I emphasize the utility equally, that it is impossible to reg- 
ulate the prices as they pass through later States in the process and 
leave the initial stage at the mercy of a sellers market such as the one 
that appears to exist now. 

Mr. Hatz. You admit that the initial stage does not have to be a 
monopoly ? 

Mr. HottaNnper. Does not what? 
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Mr. Hare. You admit it does not have to be a monopoly ? 

Mr. Hotztanver. Not per se. You remember immediately after 
the war there was a period in which steel was very scarce. Consumers 
of steel were shopping from warehouse to warehouse trying to get 
the steel that they had to have to meet their commitments for manu- 
facturing. 

Now, in a seller’s market of this kind, a fair market value is what- 
ever can be gotten and, as you remember, there were very fancy prices 
paid for steel in those days. It was not a case of a single producer; 
it was not a monopoly in the classic sense. 

It was a sellers market, however, which placed the buyers completely 
at the mercy of a comparatively small number of people who had steel 
to sell and I suggest that this market in natural gas is not one which 
can operate freely and competitively. 

Mr. Hate. Do you feel that regulation by the Federal Power Com- 
mission can translate a sellers market into a buyers market? 

Mr. Hotianper. No, but it can protect some of the buyers from 
the extreme effects of the sellers market. That, I took it, was the 
purpose of the Natural Gas Act in the first place. 

Mr. Hats. I do not see how you are going to do that without actu- 
ally confiscating the property of the sellers. 

Mr. Hotzianper. Well, they do this in other utilities without con- 
fiscating property. ° 

Mr. Hate. What is that? 

Mr. Houuanper. This is done in other utility situations without 
confiscating property. After all, many wells have been brought into 
production since the Natural Gas Act was passed, the producers know- 
ing the conditions under which they were operating. 

Mr. Hare. The difficulty arises from the fact that the ordinary 
process of regulation applies to public utilities and these producers 
of natural gas are not public utilities in any sense of the word by 
any definition that you can ordinarily apply. 

Mr. Hoiianper. Well, sir, I guess I am trying to make the case 
that as part of the natural-gas industry taken in its entirety they have 
so many characteristics of a utility that it is not possible to treat 
them simply as enterprises on a free market. 

Mr. Haw. The essential characteristic, the most characteristic 
feature of any public utility is that it has to deal with all and sundry. 

Now, these natural-gas producers do not, do they ? 

Mr. Hoxtanper. That is true. 

Mr. Hate. That is all. 

The Cuatrman. Before the next question may the Chair state that 
the Chair is hopeful that we will finish the questioning of Mr. Hol- 
lander by 3:30. Our next witness is Mr. Buchanan, a former member 
of the Commission. It is desirable that he start by that time, if pos- 
sible, in order to make a plane connection out of here this afternoon. 

Mr. Mack, do you have some questions ? 

Mr. Mack. I have just one short question. 

I notice in your statement that you said that you anticipated 
sharper increases ahead if the Federal Power Commission did not 
exercise authority. On what do you base your opinion ? 

Mr. Houianper. The very strong demand for natural gas, sir, plus 
the fact that if I am correctly informed the known reserves are pretty 
much entirely preempted by existing pipeline contracts and the fact 
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that in 1954 I believe, for the first time there was no net addition to 
the known reserves. 

In other words, while this is not necessarily going to be the case in- 
definitely, as of now we are using up the gas as fast as we are finding 
it — there is a very heavy demand for a comparatively inelastic 
supply. 

Mr Mack. There is no shortage of natural gas at the present time? 

Mr. Hoxtanper. Not so far as I know, but heavy competition among 
the pipelines to cover their commitments to the distributing end of 
their business. 

Mr. Mack. I have no further questions. 

Mr. Harris. Mr. Beamer. 

Mr. Beamer. I read the statement of Mr. Hollander, but I did not 
hear the discussion. 

Suppose I was to receive a telegram or letter saying “Please, Mr. 
Congressman, support H. R. 4560 or some similar bill because we are 
definitely of the opinion that it will reduce the price of gas to the 
consumer.” 

Would you challenge such a statement? Should I challenge such a 
statement coming from some person making a statement like that? 

Mr. Hotuanper. That the passage of the bill would reduce the price 
to the consumer ? 

Mr. Beamer. That is right. Suppose that person were convinced, 
as you apparently are convinced to the contrary, what would you say 
to that person ? 

Mr. Hotianper. I think I would ask him to explain how he thinks 
this might come about. 

Mr. Beamer. That is what the committee is asking you to do. We 
would like to have some definite facts and figures rather than just, 
say, basic assumptions. 

You see, it is easy to start with a premise. If we accept the premise, 
of course, everything else will follow. That is the reason it would be 
interesting to get some specific reasons, not the projects into the fu- 
ture, but perhaps a good explanation. 

Mr. Hotianper. I perhaps owe an apology to the committee. I 
thought the basic facts would have been laid before this committee by 
now. I did not want to take the time to do it. 

I will be glad if the committee will permit me, to put in the record 
a supplementary in which I will try to clothe some of the statements 
more completely with statistics and other facts, but I had thought that 
these facts were easily available to you and already well known. I 
am sorry. 

Mr. Beamer. Well, there you are. Someone says it is this; some- 
one says it is that. 

Our interest is the consumer. We want to compliment you on your 
interest in the consumer. That is the reason it is vital we know which 
one of you is right, or whether something in between will be the best 
approach to the answer. 

I think that is all, Mr. Chairman. 

Mr. Harris. Mr. Dies. 

Mr. Dies. Mr. Hollander, as I understood your testimony, what 
you are really saying is that you think that there is a monopolistic 
condition among the producers, if not a monopoly per se, by reason 
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of the compulsion to sell to the pipelines, that it is more or less in 
the nature of a monopoly ? 

Mr. Hotianper. I was trying to say I thought it was a seller’s 
market and that this in combination with the entire circumstances of 
production and distribution and consumption of natural gas had many 
of the properties of a monopoly utility situation. 

I was not saying that Phillips or Standard is a monopoly in natural 
gas, or among them they are. 

Mr. Dies. I understand, but the production and gathering of na- 
tural gas is in no sense in and of itself a public utility, nor has it any 
of the characteristics of public utility, does it—I mean separated for 
the time being from the market angle? 

With 8,100 producers in the field, it cert tainly would be considered a 
competitive business, would it not ? 

Mr. Ho.ianver, If they could load it in tank wagons like they do 
oil and truck it over the countr y, it would bea different situation. 

Mr. Dres. I am separating it from the market end, dealing solely 
with the productive end. You could hardly find a more competitive 
business than that because any man who can get enough capital to- 
gether, whether by the sale of stock or bonds, can go out and lease 
a track of land and start producing. That is true, is it not? 

I mean we see that every day in our State. I recently leased a small 
tract of land to a doctor in Houston who had never been in the oil or 
gas producing business, but he had some money that he wanted to 
spend, He went out and drilled the well. We see that all the time. 

So it is not fair to say that the production and gathering of gas in 
any sense is a monopoly or that it has any of the characteristics of a 
utility in and of itself. That is a fair statement, is it not ? 

Mr. Houianper. I think so. 

Mr. Dies. Where you object is that when you come to marketing, 
to selling, then you say that the producer is very much limited, he is 
compelled to sell to a pipeline company in order to market his gas. 
Is that right ? 

Mr. Hounanver. I guess what I meant was that the pipeline com- 
pany once having laid down its pipeline is compelled to buy from 
the producer. 

Mr. Diss. In reverse that is very much true. 

Mr. Houtanper. It is a long term commitment for both of them. 

Mr. Dies. Except that the producer can also sell intrastate and he 
has quite an intrastate market and he has that freedom of choice. 

If he cannot make the right deal with the interstate company, he 

can go over here and sell intrastate. 

Now, of course, on the marketing end it is already regulated, is it 
not ¢ 

Mr. Hotianper. The transmission and distribution, yes. 

Mr. Dies. That is the marketing end. So far as the’ part that you 
say is the monopolistic angle to this thing, and that concerns ‘the 
consumer that has been under regulation for many years, why is not 
the regulation of the marketing end of it, the transmission and the 
marketing end, sufficient to insure the consumer against unreasonable 
prices ? 

Mr. Hotianver. Because the minute, Mr. Dies, you hook up those 
independent producers who are not a monopoly into this utility system 
that they then become a part of, in a situation where there is, as | 
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believe there is, a sellers market, you deliver the pipeline and the 
distributor and the consumer almost entirely to the mercy of the pro- 
ducer subject only to the contracts that he can write, or to the ultimate 
competition of alternative fuels at the consuming end. 

Mr. Dies. But the point of it is that the Government regulates the 
utility company, the distributor and the transmission company, and 
if they undertake to charge an unreasonable price they say “No.” 

W hen they say “No,” the pipeline company is compelled to pay a rea- 
sonable price to the producer. Over a long, reasonable length of 
time they are not going to pay the producer a price that will not 
enable them to make a profit. 

Mr. Hoiianper. That is right, but in my observation, Mr. Dies, 
every time there is an increase in the price of natural gas, whether 
it originates in the producing field or in the pipeline, every time the 
Washington Gas Co. pass a higher price for natural gas, it is almost 
automatic that the price they are permitted to charge is correspond- 
ingly increased. 

Mr. Dres. I do not think that is an accurate statement. I do not 
think the record will bear it out. I think what you will find if you 
go into it is that many transmission companies and many utility com- 
panies increase their rates independent of the increase in the field 
prices. 

Others absorb it, depending on the local situation. 

For instance, suppose you got a transmission company that is able 
to double its Volume. It has the s same facilities and by going out 
here and making additional contracts is able to double or quadruple 
its volume. It can actually pay and increase the price it pays to the 
producer, double the price to the producer, and still not increase its 
price at the other end of the line, and make a big profit out of it. 

Do you get the point I am making? 

Mr. Ho~ianper. Certainly. 

Mr. Dies. Your unqualified statement simply cannot be accurate; 
for instance, let me show you what little relationship the field prices 
have to the ultimate prices to the consumers. I am not going to read 
all these figures again. I have read them from time to time. 

I have here many cities. Take, for instance, Arlington. It is a 
typical example. In 1953 they paid 11 cents, the transmission com- 
pany to the producer. The transmission company charged 44 cents 
to deliver that gas. 

Then the utility company charged 88 cents, so that out of $1.33 the 
producer only got 11 cents. 

As you Fan this down, the increases year by year, you take 1949, 
50, 51, 52, and ’53; you take the increase in the field price and then 
take the i increase of the transmission company and the distributor, 
you find that the increase in the transmission company, or the utility 
in certain instances far out of proportion. 

In other words, if they had just increased the price in the same 
proportion that the field price increased, it would be a very small 
increase to the consumer, if any increase. 

Furthermore, their volume doubled or quadrupled during this time. 
So that when you try to say that there is a definite relationship between 
the field price of gas and the price charged to the consumer, 
any analysis of the record simply does not support that theory. 
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Mr, Houvtanper. Mr. Dies, this is a comparatively young industry. 
The kind of thing that you are describing is a common dante, 
in a new industry as it expands. Its unit capital costs go down. This 
is the technilogical history of almost every industry in this country, 

I think it has now reached the point where the pipelines are operat- 
ing at heavy capacity and the demand is very great and I think that, 
if you look in your figures I believe you will find that with the well 
established system like Washington or Detroit, every time that there 
is an increase in the price of natural gas at the field it tends to pass 
on through to the consumer because the local utility is operating under 
a fixed return on its investment, under regulation, and therefore in 
order to meet that return it has to raise its price. 

Mr. Dries. You agree that as to some companies they are able to 
increase the priceand absorb it and still make a good profit ? 

Mr. Howianper. Surely. 

Mr. Dies. But_as to the other companies the increase in the field 
price is passed on and not only Soest on, but that they charge con- 
siderably more. 

Now, the total cost, Mr. Hollander, to the consumer from the figures 
1 have here, and they came from the Federal Power Commission, indi- 
cates very strongly that a very small part of the cost to the consumer 
to date has been the field price. 

Now, what it is going to be in the future is another question, but I 
am taking the past, that the field price has played a very minor role in 
the ultimate cost of gas to the consumer. 

Now, have you ever studied those statistics and analyzed it on that 
basis ? 

Mr. Houzianper. This is not uncommon in the sale of commodities 
of many kinds, Mr. Dies, where the costs of carrying gas to each of, 
I don’t know how many hundreds of thousands of homes in Washing- 
ton—for example, the capital cost and the operating cost and the labor 
cost of that—of course, form a much higher proportion of the total 
price than the original cost. 

In exactly the same way we often find that all the cotton in a $3 
shirt cost maybe 5 cents for the farmer. 

This does not mean that the increase in the price of raw material 
cannot affect the end product to a considerable degree. 

Mr. Dries. If the distributing company and the transmission com- 
pany have been regulated since 1937 and if in spite of the regulation 
the increase to the consumer of their services has been so much greater 
than the increase of the field price from competitive producers, would 
not that lead you to believe that you have very little to hope for by 
regulating the producer ? 

Mr. Hon.anper. No, sir. 

Mr. Dies. How would you explain that? Assume these figures to 
be true, that since 1937 since we have been regulating distributing 
companies and regulating transmission companies, that the prices for 
their services has increased far greater in proportion than the price 
the producer got, what sort of conclusion donk you draw from that! 

Mr. Hotianper. From 1937 until about 1950, which is when the 
price of natural gas at the field began to rise rather sharply, if ! 
remember, there was a very sharp rise in the cost of all of the materials 
and all of the labor charges that the transmission and distribution 
companies had to use. 
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This would have been the case whether there was an increase in 
the price of natural gas or not. The fact that they are regulated at 
least gives us confidence that no more of this was passed on than was 
consistent with the utility laws of the Federal Government and the 
various States. 

It was only in 1950, approximately, that the price of gas began 
to rise at a sharper rate. Up to that time it had regulated itself in 
a variety of ways which you have been suggesting and it does not 
seem to me to be exactly relevant to point out that these regulated 
charges have risen faster than the raw materials charged. 

The fact that they were under regulation gives us confidence that 
they did not rise any faster than they should have. 

Mr. Dres. Why? Because an agency of the Government has the 
power of regulation, do you have any feeling that that necessarily 
means that their regulation will bring about reasonable prices? 

Mr. Horzanper. I think most of the citizens feel that the public 
utilities commissions are looking out for us in general and that we 
are not going to be unfairly exploited by virtue of a monopoly position. 

Mr. Dres. Do you not think, Mr. Hollander, that from the stand- 
point of the consumer, producer, and everyone else, that if there are 
monopolistic practices in the production and gathering of gas our 
committee could accomplish more by moving those monopolistic prac- 
tices and by insuring competitive conditions than we could by 
regulation ? 

Mr. Hoxtuanper. Mr. Dies, I think your committee is capable of 
doing a great deal, but I do not see how you can restore competitive 
conditions to an industry in which the supply and demand relation- 
ships are the way they are here except by making some kind of regu- 
lation which would prevent the exploitation of one side by the other. 
I don’t see how you can do that in any other way. 

Mr. Dres. In other words, even though there are 8,100 producers 
and even though they are competing with one another in the discovery 
and exploitation and the sale of gas, even though the marketer, the 
purchaser, the distributor, is regulated by Federal statute, you still 
believe we have to go further and undertake to bring these 8,100 pro- 
ducers under regulation in the United States ? 

Mr. Hotzianper. I am not so sure about the 8,100, as we have said 
before. But in a market in which you have a combination of a strong 
demand and a sellers market with new contracts coming in at higher 
prices as we have observed, and an elaborate system of escaltor clauses 
to communicate part of these higher prices to the existing contracts, 
for the life of me, sir, I cannot see how you can do this except by 
intervening at some point to prevent 

Mr. Dies. You think we can regulate 8,100 producers ? 

Mr. Hotianper. This is an administrative question which I can’t 
answer, 

Mr. Drs. Would you not rather trust the law of competition, of 
supply and demand, than to try to substitute some sort of artificial 
means of regulating prices among 8,100 producers? 

Mr. Hoxuanper. I certainly would. I learned during the war, sir, 
that when you can trust to the law of supply and demand in a com- 
petitive market you are very well off. I was trying to say that I don’t 
think such a market exists or can exist. 
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Mr. Dies. The distributors testify here that the escalation clause, 
if you can do something about that you have a very competitive 
market. 

Now, that is the only thing that has been pointed up in these hearings 
that may tend to cause any unreasonable price. 

Now, if we could remove that, or any other threat or impediment to 
the play of competitive forces, would not that be preferable than the 
impossible task of regulating 8, 100 producers? 

Mr. Hotuanner. Sir, I think this is a highly hypothetical question 
which I would pr efer not to answer. 

The Cuatrman. Mr. Scheneck, do you have any questions? 

Mr. Scuenck. No. 

The Cuamman. Mr. Hayworth? 

Mr. Hayworrnu. I have one question on your source of authority on 
page 5, where you say spokesmen for the gas producers have calculated 
that natural gas can sell for 25 cents. I have heard that figure before. 
I was curious as to where you got that figure. 

Mr. Hotianper. It is the same source, Mr. Hayworth, as Mr. Childs 
cited this morning, Mr. Bailey who went through the calculation con- 
verting the energy equivalent in terms of coal and petroleum at Detroit 
and other cities to a cost per energy unit and then calculated how 
much natural gas could sell for in Detroit and then at the other end 
of the pipeline and still be competitive. 

Mr. Haywortu. Where was this published ? 

Mr. Hotianper. If you will give me a minute I will give you the 
precise information. Mr. Bailey submitted the material to the Federal 
Power Commission in the form of a letter dated December 8, 1954, 
in response to the commission’s notice of proposed rule making docket 
R-142. 

Mr. Hayrworrn. This was not done primarily by producers then? 

Mr. Hotianper. Well, Mr. Bailey was, if I am not mistaken, a con- 
sultant for the State of Oklahoma, if I am not mistaken, in a case 
involving, I think the setting of a minimum price at the well in Okla- 
homa under a State statute. I am not quite sure about this. 

Mr. Haywortn. I think earlier in the hearings you avoided the 
question as to how a price might be established. I ‘know that you have 
had very extensive connections with the Federal Power involving 
large responsibilities. T would like to ask you to state whether or not 
you 1 think it would be practical for, let us say, the Federal Trade Com- 
mission to establish a price, say, for natural g gas at 10 cents or 9 cents 
in the field? Do you think that would be practical ? 

Mr. Hotiannver. The Power Commission you mean? 

Mr. Hayworrn. In just the same way as prices are set for wheat 
or cotton. 

Mr. Hotuanper. You mean a uniform price for gas at a given stand- 
ard, or at a given location ? 

Mr. Hayworrn. Yes, saying for the next 12 months or next 2+ 
months we will set the price at 9 cents or 10 cents. 

Mr. Hotianper. Sir, I am afraid you compliment me even by ask- 
ing that question. I said at the beginning I am not a technician in 
this field and I really would not know whether you could set a uni- 
form price for all producers in a given field, or whether the price 
would have to be set with respect to individual producers’ costs. 

Mr. Hayworrn. Has anything like that been done in other fields? 
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Mr. Hotianper. Not that I am familiar with. Ordinarily in a 
utility situation you have a single service of a given specification and 
you don’t have different producers. That is what makes this field 
different. 

Mr. Hayworrn. The point the producers make is that it is a strongly 
competitive field. There is arm’s length bargaining. 

Mr. Hotianver. As to the arm’s length bargaining, I don’t say, 
but as to the competition it appears the characteristics of the market 
at the moment that there is more competition among buyers than 
there is among sellers. 

This is one of the things that would be calculated to make us uneasy 
about the immediate future over the next few years 

Mr. Hayrworrn. You see at the present time no possible way where- 
by the Federal Power Commission could set a just price 

Mr. Hotianper. I did not say that. I said 1 don’t know enough 
about it to know whether the Federal Power Commission could set 
a single price for all producers in a given field, producers selling 
the same gas at the same specification in a given field to a given pipe- 
line, whether a single price or whether variable prices depending on 
individual producers’ cost would be better. 

My experience does not give me any way of answering your 
question. 

Mr. Hayworrn. Thank you. 

The Cuatrman. If there are no further questions, we thank you 
very much, Mr. Hollander. 

Mr. Dies. Mr. Chairman, I have just one question. 

But your statement intrigues me about the competition among the 
buyers and not the sellers. 

Now, is not that a condition that prevails in every industry at dif- 
ferent periods? 

For instance, in the beginning of this gas fur years we had great 
competition among the producers, but no competition among the 
buyers. That is the reason we got such low prices for gas. Would 
you not expect that normally? Does that not hold true generally 
throughout the industrial field ? 

Mr. Hotianver. In an ordinary competitive market you have a 
shift from time to time of the advantages between buyers ‘and sellers, 
but this seems to be deep rooted and almost implicit in the nature of 
this market situation as of now. 

Mr. Dres. Maybe as of now, but you see, no one complained back 
when they were buying our gas for very low cost. There was not 
any clamor then for any Federal regulation. That was agreeable 
to everybody to continue to do it. 

Now, they got gas for years at a cost that was ridiculously low 
when compared with other forms of energy. 

Now, the price has gone up. and immediately they want Federal 
regulation. Suppose we bring in, in the next 5 years, some enormous 
field which we may be able to bring in. We may have another situation 
of a buyers’ market where they can just buy their gas like they did 
before. 

Mr. Houianper. Then it is conceivable that regulation would not 
be necessary, but that also is hypothetical, sir. 

Mr. Dres. That is all. 

The Cuarrman. Thank you very much, Mr. Hollander. 
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Mr. Houiianper. Thank you, Mr. Chairman. 

The Cuatrman. Our next witness will be Mr. Thomas Buchanan, 
former member of the Federal Power Commission. 

Mr. Buchanan, we are happy to have you again before our com- 
mittee. 


STATEMENT OF THOMAS C. BUCHANAN, BEAVER, PA. 


Mr. BucHaANAN. Thank you, Mr. Chairman. 

I am Thomas ©. Buchanan of Beaver, Pa. I was admitted to the 
practice of law before the Supreme Court of Pennsylvania in 1922, 
I am a member of the bar of the Supreme Court of the United States, 
I was a member of the Public Service Commission of Pennsylvania, 
and the Pennsylvania Public Utility Commission, which succeeded 
it, for almost 10 years. I was a member of the Federal Power Com- 
mission between 1948 and 1953 and its Chairman for a period of 
approximately 18 months. 

During my services on the Federal Power Commission the Phillips 
decision was handed down by the Commission and my dissent to 
that decision was supported by the Supreme Court of the United 
States on June 7, 1954. Since leaving the Commission in May of 
1953, I have been engaged in the pr actice of law in Beaver , Pa. 

The Harris bill, H. R. 4560, proposes to amend the Natural Gas 
Act of 1938 by eliminating from the jurisdiction of the Federal Power 
Commission any regulatory authority over the price of gas sold at 
the wellhead for resale in interstate commerce. I am representing 
myself in this proceeding as well as the Citizens Committee of Beaver 
County, Pa., which is a nonprofit corporation chartered by the Com- 
monwealth of Pennsylvania to defend the consumer from unjust and 
unreasonable increases in utility rates including natural gas. The 
citizens committee and myself are unalterably opposed to this bill 
and its related bills. 

Mr. Doxtuiver. By that you mean the bill with respect to coal prices, 
too? 

Mr. Bucnanan. All of the bills that are before the committee. 

Mr. Doxtiver. I refer to the Staggers bill. 

Mr. Bucuanan. Yes. 

Mr. Dies. What about the bill exempting the small producers. 

Mr. Bucnanan. That is included also. I don’t think it is necessary. 

The position of the Federal Power Commission as the governmental 
regulator of prices of natural gas moving in interstate commerce may 
be compared to a traffic policeman at a busy corner on Main Street 
in any typical American town. Unless full regulatory authority over 
the price of natural gas from the wellhead to the burner tip exists, 
regulation of the price to the ultimate consumer is as futile as the 
regulatory efforts of the traffic policeman who is limited in his control 
over traflic at the Main Street corner to that flowing up and down 
Main Street without concern for the cross traffic. 

The ultimate consumer of natural gas and the unfortunate person 
caught in the Main Street cross traffic are both at the mercy of un- 
surmountable forces. Using this simple example as a basis for my 
appearance here I propose to discuss two phases of the regulation 
of natural gas which the Harris bill would completely destroy. First 
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isthe Phillips case decided by the Supreme Court of the United States, 
348 U. S. 672, and the facts which made that decision necessary. 

I have scanned some of the testimony before the committee with a 
vreat deal of interest. I have noted in particular that there persists 
still a few dissident voices which claim that Congress never intended 
anay regulation over wellhead prices of natural gas sold in interstate 
commerce. This question was argued before the Supreme a ourt 
thoroughly in both the Interstate Natural Gas Case, 331 U. § 682, 
and in the Phillips case and the Supreme Court has ended that “diuake 
by its decision that the legislative history of the Natural Gas Act 
in its passage through the House and Senate of the United States 
Congress is conclusive that Congress did intend that the Federal 
Power Commission should have jurisdiction over prices of natural 
gas at the wellhead sold for resale in interstate commerce. This being 
so it must be emphasized that Congress is not now attempting to enact 
through the Harris bill what the C ongress intended to do in 1938: 
instead the Harris bill proposes to reverse what Congress intended 
todo and did do in 1938. 

The Supreme Court never had an opportunity to decide the real 
rate issue which led to the start of the Phillips case before the Fed- 
eral Power Commission. In 1945 an application was filed with the 
Federal Power Commission by the Michigan—Wisconsin Pipe Line 
Co., to construct an interstate pipeline from the fields in Texas and 
Oklahoma, where the Phillips Petroleum produced natural gas, to 
a point in the State of Michigan where the gas line divided into the 
State of Wisconsin and city of Detroit, Mich. 

In the course of the hearings upon this application, it developed 
that the contract between Phillips Petroleum, the supplier of the 
natural gas, and Michigan- Wisconsin, the pipeline carrier, contained 
clauses which upon the happening or nonhappening of certain events 
the prices charged by Phillips to Michigan—Wisconsin would auto- 
matically increase even though not 1 ounce of gas had been delivered 
by Phillips to the pipeline company. One of these incidents was that 
if the crossing of the Mississippi River had not been accomplished by 
the pipeline company on a certain date the price charged by Phillips 
would be increased by 314 cents. Michigan—Wisconsin failed to effect 
the crossing by the appointed date and the price was increased. 

The Michigan—Wisconsin application was bitterly contested before 
the Federal Power Commission by the State of Wisconsin. Pan- 
handle Eastern Pipe Line Co., and others. One of the principal 
issues raised by the opponents was the automatic price increase. The 
Commission in turn was split from top to bottom by this issue and 
those involving basic regulatory principles. The automatic price 
increases were treated by the majority of the Commission as not 
being properly a part of the application, holding that they were sub- 
ject to further consideration and inv estigation, independent of the 
immediate application. 

In 1948 and 1949, after my advent upon the Commission, an investi- 
ration was authorized by the Commission into the reasonableness of 
the rates charged by Phillips Petroleum generally into sales for resale 
in interstate commerce, including the sale to Michigan- Wisconsin. 
\gain the Commission was divided. The majority which started the 
investigation became the minority through succession in office among 
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the members of the Commission and the scope of the investigation was 
limited for purposes of the Commission decision to the jurisdictiona] 
questions whether Phillips was a natural gas company as defined jn 
the Natural Gas Act. 

The decision of the Supreme Court on June 7, 1954, concluded the 
jurisdictional phase only. The investigation of the reasonableness of 
the charges is still an open matter before the Commission. The Harris 
bill would block forever the determination of whether the increase 
caused by the failure to effect the river crossing at a specific day, hour, 
and minute, to carry the condition to a complete absurdity, was just 
and reasonable to the consumers in Wisconsin and Michigan. 

Nothing could illustrate better the evil that springs from nonregula- 
tion of natural gas prices charged by the so-called independent pro- 
ducers making sales of natural gas for resale in interstate commerce. 
Phillips is the sole supplier of Michigan-Wisconsin, thus creating a 
completely monopolistic role for Phillips. The protection of the 
ultimate consumer, which is the basic obligation of the Federal Power 
Commission, cannot be discharged by the Commission if its jurisdic- 
tion begins with the pipeline carrier, Michigan-Wisconsin, leaving 
Phillips to place its own price on gas which Michigan-Wisconsin must 
accept and pass on to the ultimate consumer. 

The cost of service which is basic to any price regulation is not 
recognized. The cost of service standard, which the Federal Power 
Commission has appled throughout its history until the recent Pan- 
handle decision, would eliminate inflationary prices caused by river 
crossing deadlines and similar monopolistic nonsense. It is such 
exploitation of consumers at the hand of natural gas companies from 
which the Supreme Court stated the Natural Gas Act is intended to 
protect the consumer against. 

In concluding this part of my statement, let me say that the fair 
field price or reasonable market price as used in the bill means prices 
reached competitively as they are presently fixed. More than that, 
the competition is one created by consumer demand and not one result- 
ing from a struggle between producers in an effort to sell gas. Thus 
fair field price or reasonable market price means no regulation which 
the industry desires. 

The second part of my statement deals with the situation in the 
northern and eastern consuming areas supplied by natural gas com- 
panies. It is there that the lack of wellhead price regulation is 
having its most damaging effect. It is also there that the greatest 
potential exists for use of natural gas by all classes of consumers. 

Gas Facts—1953, at pages 90 and 91, shows a market for natural gas 
in New England only 44 percent saturated; Middle Atlantic States 
46 percent saturated; East North Central 76 percent; South Atlantic 
80 percent. The Northwest is without any gas, although applications 
have been filed for it. In these areas there is presently 26,700,000 
gas users with 20 million being supplied by natural gas, making a sub- 
stantial expansion of natural gas possible in those areas. 

But the question is would it be feasible to attempt to serve these 
markets with the price of gas uncontrolled at its source? Perhaps the 
answer can be found in the fact that New England has already been 
priced out of the market. Moreover, in my own area of western Penn- 
sylvania, in a rate case brought about by the protests of a group of 
industrial concerns and the city of Pittsburgh against an increase 1! 
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rates made by Manufacturers Light & Heat Co., a distributing com- 
pany of the Columbia System serving western Pennsylvania and 
parts of West Virginia and Ohio, the utility filed its answer to the 
city’s petition for appeal to the Supreme Court of Pennsylvania 
stating : 

These advances (in rates) were caused in large part by substantial increases 
in the company’s operating expenses—particularly in the cost of gas which it 
purchases for resale from Southwest suppliers ; approximately 90 percent of 
the company's gas is purchased from suppliers; the rates of which are regulated 
by the Federal Power Commission. 


This is a typical contention of all distributing natural gas utilities 
serving in the large consuming area of western Pennsylvania. And it 
is true. 

In the same case the utility stated at page 5 of its brief filed with the 
superior court of Pennsylvania: 


Approximately 95 percent of the gas distributed and sold by manufacturers is 
purchased from pipeline suppliers, principally those bringing gas from the 
Southwestern States. All of this gas is purchased by manufacturers under rates 
regulated and approved by the Federal Power Commission. 

There has been a constant series of increases in these purchased gas rates 
subject to the Federal Power Commission because, under the practice of that 
Commission a supplier of gas can file with that Commission a tariff providing 
for increased rates and at the end of only 6 months those higher rates will go 
into effect under bond and will remain in effect until the Commission finally 
issues its order. The Natural Gas Act, under which the Federal Power Com- 
mission operates, does not permit the 11-month suspensions which occur under 
the Pennsylvania public utility law. 

The net result is that the company must absorb those increased expenses for 
approximately 1 year without any possibility of recouping them. The cost of 
purchased gas amounts to approximately 78 percent of the company’s total 
operating expenses. 

The crushing impact of the increases in purchased gas rates upon the company 
is indicated on table LX on page 47 of the report and order of the Commission 
in this case (record 924%4A). That tabulation shows that during the test year 
alone, the cost of purchased gas for the entire company increased by $1,559,719. 
Furthermore, between the end of the test year July 31, 1953, and the order of the 
Commission in this case, August 23, 1954, the purchased gas costs rose an addi- 
tional $1,779,057. 


Of course, statements of this nature by the distributor must be 
scanned with critical eyes for the reason, if no other, that the distrib- 
utor in that case, the Columbia System, did nothing to protect itself 
from field price increases to its suppliers. No protest was ever filed 
with the Federal Power Commission against contracts placed in 
evidence by the natural gas companies and it would appear that the 
distributor in this case or its parent, the Columbia System, were either 
supinely in accord with the conditions or grossly negligent of their 
public responsibility to their customers. 

A third alternative is possible; that is, there may be corporate control 
or influence through the large oil companies which would prevent the 
Columbia System from taking proper steps against rising field prices. 
hat is worthy of congressional inquiry as to the monopoly exercised 
by the oil industry over retail sales as well as production of natural 
gas. 

Furthermore, in a present rate case against the same company by 
the Pennsylvania Public Utility Commission and 35 protestants, both 
public and industrial, the basis of the increase is almost exclusively the 
purchase of a gas supply in Louisiana by United Fuel Gas, an affiliate 
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of Manufactures Light & Heat Co., at a price ranging from 16 cents to 
20 cents per thousand cubic feet in the field. 

This is one of the highest, if not the highest price on record ; that is, 
except the American-Louisiana price which ranges from 20 cents to 24 
cents. Of course, the delivery of this gas into the Pittsburgh area by 
Gulf Interstate Pipeline will have a decided adverse rate impact on 
the consumers of all classes. 

The question has been raised in these hearings and, before that, the 
argument was made before the courts at every opportunity, to the 
effect that since there has been no Federal regulation of independent 
producer prices, therefore none is necessary to protect the consumer 
interests. This contention is effectively answered by the statement 
given above. 

Finally, “spiral clauses,” “escalator clauses,” “favored nation 
clauses” seem to be the basis of attack by proponents and opponents of 
all classes to date. But the committee should not be fooled by pious 
objections to very apparent contractual inequities which effective 
regulation would take care of as a matter of course. There are other 
clauses, yet unheard of, that the ingenuity and skill of the oil industry's 

vast legal staff can devise to go down new channels of privileges and 
advantage contrary to the public interest which will in turn defeat the 
mandate of Congress to protect the ultimate consumer from exploita- 
tion by natural gas companies. 

The elimination of the objectionable clauses will not cure the evil of 
the lack of regulation of an industry which regulation Congress in 
1938 declared necessary. The objections only prove the necessity of 
real regulation in the public interest. The same thing applies to the 
renegotiation of contract proposals of the bill. The suggestion of 
limiting regulatory jurisdiction to that ephemeral situation shames the 
idea before the question can be raised as to the effect upon the public 
interest. 

What I have attempted to demonstrate to this committee is the fact 
that the regulation of wellhead prices by the Federal Power Commis- 
sion is a part of the Natural Gas Act. That the public interest is 
defined in the act and by the courts is required to save the ultimate 
consumer from exploitation by the natural gas companies which in- 
clude independent producers; that such regulations became necessar\ 
by 1947 but regulation was prevented by the Phillips litigation; that 
Northern markets have already reached or are reaching the danger 
point of prohibitive costs of natural gas; therefore, the Harris bil! 
and all related bills are contrary to the public interest and would 
create an unjust enrichment of the few at the expense of the public 
generally. 

Gentlemen of the committee, it is my opinion backed by 15 years of 
experience in public-utility regulation in the public interest that 
rather than pass the Harris bill or any of the related bills it would be 
far better from an honest governmental approach to repeal the Nat- 
ural Gas Act in its entirety. The Harris bill would make effective 
price regulation of natural gas moving in interstate commerce 1m- 
possible in my opinion. 

The Cuatrrman. Thank you, Mr. Buchanan. 

Are there any questions ? 

Mr. Harris. Mr. Chairman. 

The Cuarrman. Mr. Harris. 


? 
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Mr. Harris. Mr. Chairman, I think I have only one or two questions. 
We remember when Mr. Buchanan used to come before this committee. 
He was a member of the Federal Power Commission. The fact that 
he and I have disagreed on broad general policies in the field of natu- 
ral gas for a good many years does not in any way lessen the friend- 
ship that I have for him. 

Mr. Bucnanan. Thank you, sir. 

Mr. Harris. I know it is mutual with him because we have had 
personal visits about this matter over a long period of time. 

Mr. Bucuanan. That is right, Mr. Congressman. 

Mr. Harris. Of course, your position today is precisely what it was 
in 1947 when you first appeared before this committee on this general 
subject. ’ 

Mr. Bucuanan. I do not believe I was here in 1947, Mr. Congress- 
man. I came in in 1948. I appeared before you on the Kerr bill, 
I believe. 

Mr. Harris. I was thinking you were here with the Moore-Risley 
bill, too. 

Mr. Bucwanan. If I was, I talked from experience. 

Mr. Harris. You got in on the tail end of that situation. 

Mr. BucnHanan. I was opposed to the Moore-Risley bill. 

Mr. Harris. I knew that. I say your position today is precisely 
what it was then, what it was with the bill this committee reported in 
1947? 

Mr. Bucwanan. That is right. 

Mr. Harris. And which later became the Kerr amendment. So 
consequently there is no change or difference of opinion in what you 
present today and what you presented back in those days? 

Mr. Bucuanan. The only change is that my position has been 
bolstered by the Phillips decision. 

Mr. Harrts. Yes, unfortunately from my viewpoint, that is true. 

In fact, you were opposed to the bill that passed the Congress last 
year with reference to Federal regulation over distributing companies, 
too, were you not? 

Mr. BucHanan. The Hinshaw bill. 

Mr. Harrts. Yes. 

Mr. BucHanan. Was aimed specifically at the East Ohio situation, 
Mr. Harris, and I was opposed from that point of view. 

Mr. Harris. That is right. You oppose that then. In fact, I think 
you stated your position here that you believe, and I know that that 
isa sincere and honest belief, that this entire question is to better serve 
the public interest by effective regulation, as you put it, from the 
bottom of the hole where the gas comes from to the tip of the burner 
where the consumer uses it. 

Mr. Bucuanan. I did not get that deep, Mr. Harris. I just started 
at the wellhead. I did not get down to the bottom of the hole. 

Mr. Harris. Of course, you know it has to come from the bottom 
before it gets to the top. Seriously, may I ask you this, considering 
the final statement that you made. Do you have any serious question 
as to the effectiveness of the regulation of the interstate natural pipe- 
line companies—that is, what we refer to as the long lines? 

Mr. BucHanan. Would you explain your question a little bit? Do 
I have any serious question about the regulation of the long lines? 

Mr. Harrts. That is right. 
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Mr. Bucuanan. My position, Mr. Harris, is this, that in 1938 Con- 
gress upon reports of various committees of Congress and a Federal 
Trade Commission investigation, declared that regulation of natural 
gas moving in interstate commerce for resale and the transportation 
of it were subject to the public interest, yes, subject to the public 
interest and should be regulated. I believe in that so long as that law 
remains on the books. 

Mr. Harris. I appreciate that, but do you have any question as to 
the effectiveness of that phase of the industry by the Federal Power 
Commission ¢ 

Mr. BucHanan. You mean as it is regulated today ? 

Mr. Harris. As it has been regulated all through these years. 

Mr. Bucuanan. Since 1947 I think that the regulation has defin- 
itely been handicapped because it did not go clear to the wellhead 

Mr. Harris. What we are talking about is just this phase of the 
industry, the interstate movement of it and that phase of it. 

Mr. Bucwanan. That means an interstate movement under the Nat- 
ural Gas Act as it is written which means control of the gas by the 
Federal Power Commission price which is from the wellhead to the 
burner tip. 

Mr. Harris. I appreciate that, but what I asked you was the ques- 
tion, do you question at all the regulation and the effect on the inter- 
state long-line natural-gas company ¢ 

Mr. Bucnanan. Perhaps I do not understand what you are driving 
at or what your question means. I have no question about the act. 
You people put it on the books and I, at one time, attempted to ad- 
minister it. 

Mr. Harris. Do you have any question as to the effectiveness of reg- 
ulation of the distributing companies? 

Mr. Bucuanan. That covers too wide a territory. I am not that 
familiar with it. Iam familiar with it in my own area. 

Mr. Harris. The point is that both phases of the industry, the in- 
terstate movement of it and the distributing end of it are under regu- 
lation, are they not? 

Mr. Bucuanan. They are, except the prices at the wellhead have 
not been 

Mr. Harris. Insofar as the price is at the wellhead and indirectly 
that is 

Mr. Bucnanan. No, they have not been regulated in the past. 

Mr. Harris. Well, the reason for this question was that in your final 
statement you say that unless the producers themselves are regulated 
as a utility, the entire act should be repealed. My question is then, 
do you seriously question the effectiveness of the segments of the in- 
dustry that are under regulation ? 

Mr. Bucuanan. I think that I question the segments because, as I 
say, the regulation of the wellhead prices, they have not been regu- 
lated, has not been a fact since 1947 and I mould say, Mr. Harris, fur- 


thermore, that if you regulated the prices, the wellhead prices, moving 
in interstate commerce and then the distributing end and took out the 
long lines in between I would say that it was equally ineffective. Or 
if you regulated the first two elements, the wellhead price and long- 
line price, but did not regulate the distributor end of it, then it would 
be ineffective. Yes, sir, I do not think you can cut it up into segments 
or pieces. It has to be a complete thing or nothing. 
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Mr. Harris. Now, the point that I was going to get to on it is that 
you say where in Philadelphia 

Mr. Bucuanan. I do not believe I mentioned Philadelphia, sir. 

Mr. Harris. I mentioned it. In 1953 the price paid to the producers 
in the field was 914 cents. The price received by the interstate line 
at the city gate was 36 cents and the price paid by the consumer was 
$1.36 per ‘thousand. Now, you say that because that 914 cents would 

not be regulated, all of this utility operation of the interstate line and 
ihe distributing industry should be turned loose, too ! 

Mr. BucHaNnan. Yes, sir. 

Mr. Harris. That is a very remarkable statement to me. 

Mr. Bucnuanan. Regulation is based on cost of service, Mr. Harris, 

effective regulation and if you do not have all of the costs considered, 
you do not “have regulation. 

Mr. Harris. That is all, Mr. Chairman. 

The CHarrman. Mr. Hale? 

Mr. Hate. No questions. 

The CHarrMan. Mr. Dies? 

Mr. Dies. You have had a vast experience in your field and I note 
that you have had an unusual amount of experience. How would you 
vo about regulating the 8,100 producers if it were in your hands and 
you had the mechanism of it, and we turned it over to you! How 
would you do it # 

Mr. BucHanan. May I ask you a question, Congressman? Where 
do you get the 8,100 figure ? 

Mr. Dies. That is the figure submitted, I do not know whether it is 
correct, or not. Whatever the number. 

Mr. Bucwanan. I think the highest figure I ever heard with regard 
tothe number of independent producer s was 4,400 of which about 3,500 
: them are in the Appalachian area and had nothing to do with 

exas. 

be Dries. I was not talking about Texas. Take them all as a 
whole, 

Mr. Bucnanan. I am trying to get down to a basis here. Starting 
with the 4,400 or the 4,100, which I think is the more accurate figure, 
may I ask what your question was again ? 

Mr. Dres. How would you regulate them? How would you fix 
price, at wellhead, take them 1 by 1? 

Mr. Bucwanan. So far as the independent producer is concer ned, 
I think Mr. Harris mentioned the Hinshaw bill that was passed in 
1953, was it not? The Hinshaw bill takes almost all of those 4,100 
independent producers out of the picture. 

Mr. Harris. Will the gentleman yield? 

Mr. Dies. Yes. 

Mr. Harris. I am sure you must be confused. The Hinshaw bill 
had nothing to do with the producers. 

Mr. Bucwanan. The Hinshaw bill says if you sell within State 
boundaries, if the sale is made there and gas delivered within the 
State boundaries, there is no Federal jurisdiction. 

Mr. Harrts. I still believe you are confused. The Hinshaw bill 
‘pplies to distributors only. 

Mr. Bucwanan. It could be, but even so, the sales in the Appa- 
lachian area are made in intrastate, not interstate commerce. I 
might illustrate that a little further. When R-142 of the Federal 
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Power Commission, I think it was, came out, one of the methods of 
approaching this regulatory problem was to find out where the pro- 
ducers were and who they were and they did that through their 
natural-gas companies. For example, they came up into western 
Pennsylvania and they asked Manufacturers Light and Heat to go to 
their independent producers, the ones that they brought from and 
identify them, and the same way with the Consolidated Natural Gas 
that J. French Robinson represented before the committee. They 
approached it in two different ways. Mr. Robinson’s concern notified 
them what their experience was, that is, the distributors’ experi- 
ence, whether their gas moved in interstate commerce or whether it 
did not. The Manufacturers group, the Columbia System, did not 
do that. They left it up to the independent producer to find that out. 
But I think that if you get statistics from those two companies you 
will find that a great many of the Appalachian producers are intra- 
state State operators and will not be affected by the Federal Power 
Commission regulation. 

Mr. Dies. I have no figures on that, we will probably get them, 
but whatever the number is you would take each producer separately 
and arrive at a decision as to what the fair price would be for him? 

Mr. Bucuanan. I think that is right, yes, sir. 

Mr. Dies. You think that could be done? 

Mr. Bucuanan. I think that could be done. 

Mr. Dies. What factors would you take into consideration for 
John Doe in, we will say, in one of the Texas fields, he is an individual! 
Would you take into consideration the cost of his production as a 
whole? 

Mr. Bucuanan. Yes. 

Mr. Dries. Say he drilled 25 wells and 12 or 15 of them had been 
dry holes, would you take into consideration the dry holes? 

fr. Bucuanan. Oh, yes, sir. In fact, the Commission does that 
right now with the natural gas companies that they have been regu- 
lating. In other words, Mr. Dies, the system would be just precisely 
what they are doing with the Natural Gas Co. 

Mr. Dies. I want to get your idea because I think you are well 
qualified by reason of your long experience. You would take then, 
every item of cost of each individual, every item of legitimate cost 
to be chargeable to the operation and you would arrive at and give 
him a fair return upon his total investment? 

Mr. Bucwanan. That is right. 

Mr. Dies. They you would arrive at a price for John Doe which 
would be allowed, is that right? 

Mr. Bucnanan. That is right. 

Mr. Dres. You step over to Bill Smith who has an entirely differ- 
ent situation, probably in a different field and maybe Bill Smith had 
to go 10,000 feet to get gas whereas John Doe only had to go a few 
feet ? 

Mr. Bucuanan. It would not make a bit of difference. 

Mr. Dies. Except that you would have to take each case separately 
based on its merits to arrive at a decision as to what each producer 
would be allowed ? 

Mr. Bucuanan. That is correct. 
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Mr. Dies. You would have to do that not only with respect to each 
field, but all fields, because it is a known fact that they are having 
to go deeper and deeper for gas? 

Mr. Bucuanan. Any they will probably go deeper in the future. 

Mr. Dies. They are now bringing gas wells in in my own county 
and it costs them $150,000 to $200,000 to drill a well. 

Mr. Bucuanan. That could be. 

Mr. Dies. The thing becomes so much more expensive than it ever 
was before that it is quite an operation. So that you would then 
have throughout the United States varying prices dependent upon 
what a producer’s particular situation was? 

Mr. Bucuanan. That would be correct. 

Mr. Dies. And you would allow then for each producer his fair 
price ¢ 

Mr. Bucnanan. That is right. 

Mr. Dms. And the total picture would depend upon where a par- 
ticular transmission company bought its gas and from whom and so 
on and so forth, is that true? I mean there would be no assurance 
from that that the consumer would have any cheaper prices. He could 
conceivably have higher prices ? 

Mr. BucHanan. He would have a price which —— 

Mr. Dies. Would be regulated ? 

Mr. Bucuanan. Which would have basic elements in it that the 
present prices do not have. That is, the prices would be based on 
cost, plus a reasonable return. Today nobody knows what they are 
based on. 

Mr. Dres. But it is possible that under such a system the consumer 
would pay more for gas and not less? 

Mr. BucuaNnan. It is possible, but not probable. I think one of the 
features of this bill and all of the bills—not all of them, but the ones 
that follow the general line of the Harris bill—I think one of the 
features is that the gas industry is afraid that the Federal Power 
Commission might go back on some of these prices just like I am 
suggesting in this Phillips Petroleum instance here, go back on some 
of these prices and find out what some of the actual costs are which 
might result in a reduction. I think that is one of the fears of the 
industry. 

Mr. Dries. But you yourself do not pretend that the legislation of 
the producers will bring down the price of gas. 

Mr. Bucuanan. Oh, I think so, definitely. 

Mr. Dies. You do think so? 

Mr. Bucnanan. Take the Phillips case, the instance I cited in the 
Phillips case. I do not think there is any doubt but what 314 cents 
will be cut off that price. 

Mr. Dres. Do you not think when you begin to allow it to every 
producer all these various factors that you have mentioned that that 
would actually tend to increase the price? 

Mr. Bucwanan. I do not think so. I think that there is no ques- 
tion but what it would be reduced. 
_Mr. Dres. You understand this is correct, that some 4,400 applica- 

tions have been filed by independent producers with the Federal 
Power Commission, do you not ? 

Mr. Bucnanan. That is just half the figure you used. 
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Mr. Dries. There were 8,100 producers. I heard that figure and | 
am not going to vouch for it. We have had different figures here and 
I really do ‘hot know how many there are, but there were 4,100, | 
understand, applications filed. You see no insuperable difficulty in 
administering such an act? 

Mr. Bucnanan. There is nothing easy about effective regulation at 
any time, Mr. Dies. Itisa hadante 

Mr. Dies. I know it is not easy. 

Mr. Bucuanan. It is hard work and what I know about the Fed. 
eral Power Commission, or, as it was when I was there, it is not an 
impossible thing at all. 

Mr. Dies. You do not think it is impossible ? 

Mr. Bucuanan. I do not think it would be impossible at all to 
process the 4,100 applications if they are on file with the Federal 
Power Commission. I do not think it is an impossible situation at all, 
There is a lot of work entailed, but as I knew the Commission and the 
staff it is just part of the day’s work. It will take a little longer. 

Mr. Dries. And you do not think that the regulation of the distribu. 
tion and regulation of the transmission could sufficiently regulate the 
price of gas at the wellhead ? 

Mr. Bucuanan. I de not see how it possibly can because there is 10 
regulation of the price at the wellhead. It is a component of the 
entire price situation to the ultimate consumer. 

Mr. Dres. That is all. 

The Cuatrman. Mr. Schenck. 

Mr. Scuenck. Mr. Chairman, I would like to ask Mr. Buchanan 
just a few questions to help educate me. 

Mr. Bucuanan. I do not know whether I am educating anybody, 
Mr. Schenck. 

Mr. Scuenck. Would you feel, Mr. Buchanan, that even though 
these prices have not been regulated at the wellhead by any specific 
criteria such as you mentioned would be properly used by the Commis- 
sion in the event the Commission had that responsibility, nevertheless, 
the prices have been regulated in each case by those same considera- 
tions? In other words, would the producer in negotiating his price 
contract with the pipeline company take into consideration his costs 
of production and other items which you said would be included if 
the Federal Power Commission set up criteria / 

Mr. Bucuanan. Yes, sir, he would take in all of the proper costs of 
his production, his operating expense, his investment and so forth, and 
to that capital investment there would be added a reasonable return 
on the investment. 

Mr. Scuenck. Therefore, would you say then that without the regu- 
lation as required under the Supreme Court decision that these factors 
were not 

Mr. Bucnanan. Let me correct you there. The Supreme Court did 
not require it, it just said that the Natural Gas Act in 1938 required it; 
that is what I am trying to get across here. I think that the committee 
is talking about rates in Akron and Philadelphia and this place and 
that place; that has nothing to do, as I see the problem. They havea 
regulatory situation. Now, what ‘confronts them is, are they going to 
continue it as a regulatory matter, or are they going to discontinue it. 
You cannot just cut off part, you "have to cut it all off. 
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Mr. Scuencx. I understand your statement on that, but as I under- 
stood the Supreme Court decision, it had the effect of requiring the 
Federal Power Commission to exercise the controls that were required 
of it under the 1938 Gas Act. 

Mr. BucHanan. Well, what it said was that the Natural Gas Act 
required the Federal Power Commission to do that. 

Mr. Scuenck. And that was their finding ? 

Mr. BucHanan. Yes, sir. 

Mr. Scuencxk. Do you feel that the cost factors which would there- 
fore be allowed by the Commission under their regulatory power 
would be more standardized and hence would be less¢ Is that the 
reason for your saying that the price of gas would be less? 

Mr. Bucnanan. I think there is no question but what gas is selling 
at the well head above cost now, perhaps way above cost. One reason 
I say that is there are still the vast, great, quantities of gas that move 
into the interstate markets, coming from fields established years and 
years ago. There has been no added cost to them, but the prices have 
gone up in those fields just the same. If the costs have been added, 
they have been, I would say, relatively minor, as compared to the price 
that they are getting at the well head. 

Mr. Scuenck. What I am trying to establish, you would feel then 
that if the Federal Power Commission exercised its control on a 
more or less standardized procedure and basis, that that would result 
in showing lower costs at the well head ? 

Mr. Bucuanan. Would not show lower costs, it would show lower 
prices to be charged at the well head. 

Mr. Scoenck. It would have to show all production costs, would it 
not ¢ 

Mr. Bucuanan. No, no, because it has not operated on a production 
cost basis in the past, it is whatever the tariff would carry, whatever 
the purchaser would pay and [ cited the example of the Manufac- 
turers Light & Heat Co., or rather United Fuel Gas where they sent 
their engineer down to Louisiana and he went in and bought up a 
whole field for 16 to 20 cents per thousand cubic feet which was the 
highest price that had ever been paid for gas at that time to my 
knowledge and that is presently the basis of an increase in price in the 
Pittsburgh area, that high price. 

Mr. Scuenck. I think I have your thinking on that subject and I 
would like to ask you now for some general information. Was gas 
used for any great extent in residential heating and industrial uses 
prior to its being transmitted by pipelines / 

Mr. Bucuanan. Oh, yes, in fact, I had a gas well drilled in my own 
back yard in 1900 and I did not get enough gas to put it to much use, 
but gas in the Pennsylvania area, and generally over the United States, 
well, not generally over the United States, but in the Appalachian 
area, gas was used for cooking and in some instances space heating, 
yes, 

Mr. Scuenck. I mean in areas where gas was not produced ? 

Mr. Bucuanan. No; I do not believe so. 

Mr. Scuenck. Was gas ever shipped ? 

Mr. BucHanan. Manufactured gas was too expensive to use for 
space heating. 

Mr. Scuenck. Was natural gas ever shipped in tank cars, or any- 
thing like that ? 7 
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Mr. Bucwanan. No. 

Mr. Scrienck. So the use of natural gas has not been widely preva- 
lent until the advent of a pipeline? 

Mr. Bucuanan. That is correct, Mr. Schenck. Take for instance, 
in Mr. Dies’ State of Texas where the casinghead gas was flared for 
years down there, I doubt if there is any flaring of gas at all because 
it is now moving in pipelines to the northern States ‘for consumption, 
It was a complete waste at that iime and as stated in the Kerr bill 
hearings by the Federal Power Commission, the relative costs of in- 
dependent producer gas in 1947 corresponded almost exactly with 
what the Commission had found was the cost of production of the 
natural gas companies, just coincided almost exactly. 

Mr. Scnencx. Therefore, there has never been any competition be- 
tween methods of transporting gas, has there? 

Mr. Bucuanan. Not that I know of. They put it in a pipeline and 
it goes from one point to another and never varies between the two 
points. 

Mr. Scuencx. So the whole decision as to the cost of transmitting 
gas from one point to another has been set by the Federal Power Com- 
mission based on the experience of gas pipelines operation only, and 
not as a result of any competitive method of transportation ¢ 

Mr. Bucwanan. So far as transportation is concerned, that would 
be true, there has been no competitive situation at all. 

Mr. Scurencrk. But that has not been true of other fuels, has it’ 
Mr. Bucuanan. I do not think that the regulation of natural ¢ 
has a thing to do with any other commodity. or fuel, Mr. Dehaeck. 
I think the committee has’ heard a lot of testimony here about that 
and I do not think there is one iota or scintilla of it that is important 
to what you have before you. You have to decide whether you are to 

regulate natural gas or not. 

Mr. Scuenck. The point I was trying to make was that prices 
charged by the pipelines for the transmission of gas have never had 
to meet competition ¢ 

Mr. Bucnanan. That is right. 

Mr. Scuenck. But that they have had to meet competition in the 
transmission of oil, for example, because oil has been transported both 
by tank car and trucks? 

Mr. Bucuanan. And pipeline and we have oil coming up the Ohio 
River in barges. 

Mr. ScnencK. So you have had an element of competition between 
those transportation systems that you have not had in the gas trans- 
portation system ? 

Mr. Bucuanan. That is certainly true, if it is important, yes, sir. 

Mr. Scuenck. Of course, the same thing i is true in transporting coal 
and if there was ever a beltline to transport coal that would be in 
competition with other forms of transportation of coal ? 

Mr. Bucnanan. That is right, sir. 

Mr. Scuenck. So the prices permitted for the transportation of gas 
through pipelines has not had the benefit of any other kind of compe- 
tition “and therefore the price has been based by the Federal Power 
Commission only on the factors that you mentioned such as invest- 
ment, return on investment, and that sort of thing? 

Mr. Bucnanan. That is right, sir. 

Mr. Scuenck. That is all I have, Mr. Chairman. 
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The Cuarrman. Mr. Hayworth? Any questions? 

Mr. Hayworrnu. Mr. Buchanan, I am sure the committee has great 
respect for the rare combination of extensive knowledge and apparent 
lack of bias in your testimony. I would like to ask you this question. 
What do you think should happen in a case a company exploring for 
vas came upon a gas supply, but the cost of exploration plus the cost 
of gathering would amount to, let us say, 40 cents per M c. f. 

Mr. BucnHanan. What would be done with it? 

Mr. Harwortn. What price could the Federal Power Commission 
establish ? 

Mr. Bucuanan. Of course that is an exaggerated figure, sir, but 
under regulation that price would be allowed and is allowed, is allowed 
today. 

Mr. Hayworrn. You said that the gas well in your back yard was 
not very productive ? 

Mr. Bucnanan. I made a speech down in Mr. Dies’ area one time 
in which I mentioned that more or less to illustrate the fact that gas 
was not a new matter as far as we people from Pennsylvania were 
concerned; that was a nonproductive well and just one well that was 
drilled. 

Mr. Hayworrn. Is it not conceivable that some company might 
sometime go broke because it simply did not find enough gas to pay 
for exploration ? 

Mr. Bucuanan. Oh, yes, I presume there are companies that have 
gone broke. 

Mr. Haywortu. But if they were given 40 cents per M c. f.? 

Mr. Bucuanan. They went broke before they found gas, but if they 
found gas they did not stay broke very long under the present system 
and they would not stay broke under the system I am advocating. 

Mr. Hayworrn. You would in effect then guarantee all producers 
a return ? 

Mr. Bucuanan. No, no, that is up to the producer, but if they have 
gas to move in interstate commerce, they are allowed a reasonable 
return upon their investment in it. That is typical of all real regu- 
lation of any kind, such as electricity, gas, or anything else. 

Mr. Hayworrn. Do you think that there is now free competition 
among producers ? 

Mr. BucHanan. Free competition ? 

Mr. Haywortn. That is to say, does a producer have to meet com- 
petition from other producers ? 

Mr. Bucuanan. I think the only problem of the producer is to make 
certain that he can get his gas into a gathering line where a long lines 
or natural gas company can pick it up and then he can get whatever 
competition supplied by the natural gas company will give him; that 
is what he will get. But he is faced with the problem of getting the 
gas in through the gathering lines to a source where it can be 
picked up. 

Mr. Haywortn. Thank you, Mr. Chairman. 

The CHatrman. Are there any further questions? 

Mr. Buchanan, we appreciate vour appearance before the committee. 

Mr. Bucnanan. Thank you, Mr. Chairman. 

_The Caatrman. I hope you will be able to make your plane connec- 
tion, and come and visit with us again sometime. 
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The committee will stand adjourned until 10 tomorrow morning, 
(The following letter was later received from Mr. Buchanan :) 


BEAVER, Pa., April 27, 1955, 
Hon. J. Percy PRIEst, 
Chairman, House Interstate and Foreign Commerce Committee, 
Ilouse Office Building, Washington, D. C. 

Dear Mr. CHAIRMAN: At my appearance before your committee on Monday, 
April 25, I stated, in effect, that the independent producers could be regulated 
by the Federal Power Commission on a cost of service basis for each individual 
well. That statement is correct in my opinion. However, I would like it under- 
stood the application of that method would not necessarily require that the pre- 
cise pattern of using individual well costs must be followed. 

As I stated in my testimony the Commission is already regulating natural 
gas company wellhead production prices on a cost of service basis. Their indi- 
vidual well costs are on the books. When a natural gas company has more than 
one well in a field of course its production well costs are consolidated on a field 
basis, that is, grouping all of the wells for the purpose of determining company 
costs in the particular field including well drilling, ete. This pattern would be 
followed by the Commission staff in ascertaining costs of the independent pro- 
ducers where, through corporate ownership or otherwise, more than one well has 
been drilled and is operated in a given field by a common owner. 

Thus regulation of prices at the wellhead of the independent producer should 
not be any more difficult than it has been in the past for the natural gas company 
owning its own production. 

Commission staif estimates indicate that through approximately 65 independent 
producers regulation of more than 80-85 percent of natural gas production moving 
in Interstate Commerce will be accomplished. This would leave only 15-20 
percent of the production as presenting possible regulatory problems. From regu- 
jatory experience in this and other fields, in my opinion, the problems thus pre- 
sented could not be otherwise than inconsequential in comparison with the over 
all benefits of wellhead price regulation of the independent producers. 

I would greatly appreciate this letter be added to the record at the end of 
my oral presentation and as a part thereof. I have sent copies to other members 
of the committee for their information and use. 

With personal regards, I am, 

Respectfully, 
THOMAS C. BUCHANAN, Attorney at Law. 


(Whereupon, at 4:15 p. m. the committee recessed to reconvene at 
10 a. m. Tuesday, April 26, 1955.) 





NATURAL GAS ACT 
(Exemption of Producers) 


TUESDAY, APRIL 26, 1955 


House oF REPRESENTATIVES, 
COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
Washington, D.C. 

The committee met at 10 a. m., pursuant to adjournment, in room 
1334, New House Office Building, Hon. J. Perey Priest (chairman) 
presiding. 

The CHarman. The committee will come to order. 

We are meeting again this morning for further consideration of 
the bills H. R. 4560 and H. R. 4675 and other related bills to amend the 
Natural Gas Act. 

The Chair wishes to repeat in substance the statement he made 
yesterday morning at the opening of the session. 

As we begin these final 4 days of these hearings we face a very 
heavy schedule. 

We started these hearings, as all of you know, on the 22d of March. 
We ran 8 days prior to the Easter recess, including 2 days of testimony 
of opposition witnesses before we adjourned. We have been hearing 
opposition witnesses now since the 14th of April, when we reconvened. 

These hearings will have to close on Friday of this week. 

The Chair wishes at this point to express his appreciation—and I 
know it is the appreciation of the entire committee—to the National 
Institute of Municipal Law Officers, for the cooperation they have 
given in consolidation of their testimony. 

The Chair wishes to invite further cooperation from the long list 
of witnesses—we have something like nearly 40 witnesses listed—to be 
heard during the week. We do not want to shut anybody off. 

We feel we have been fairly liberal all along with time and the 
hearings have run now much longer than it was originally contem- 
plated, but we have tried to give everybody a chance to have their say 
before the committee. 

One other announcement. Many times the committee has only 
enough copies of statements to supply the committee and the press. 
We would regret very much that there are not sufficient statements 
to supply our visitors in many instances, and hope you will understand 
that and cooperate. There have been instances in the past where our 
supply of copies—under the Reorganization Act 25 copies are required 
to be submitted to the committee, and there have been instances where 
we have not had that number. Usually we have had enough for the 
committee and the press. We hope our visitors will appreciate that 
fact and cooperate to that extent. 
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Before calling our first witness, do you have an inquiry, Mr. Harris’ 

Mr. Harris. Mr. Chairman, in view of the fact that reference has 
been made to certain data and information during the course of the 
hearings, and in view of the fact that it is going to be discussed during 
these next few days, I offer for the record what I believe to be pertinent 
information which is the “United States Production and Consumption 
of Natural Gas By Years From 1936 to 1954, inclusive.” 

Also, the production of natural gas by States and by years, and in- 
formation regarding various lines, that is, natural gas companies and 
distributing companies, which have been referred to from time to 
time by the committee during the course of the hearings, and also 
statistical data regarding the facts of the various cities, communities, 
and consuming areas, as to the situation in that particular area, which 
I think will be not only pertinent, but should become a part of the 
record at this point. 

The CHatrMAN. Without objection, the information will be included 
in the record at this point. 

(The matter referred to is as follows :) 
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This question has been raised: Would not the regulation of natural gas at the 
nroducing well by the Federal Power Commission lead logically and inevitably 
‘o the regulation of the price of coal used in the generation of electricity? The 
question arises because electricity transported in interstate commerce is regu- 
iated by the Federal Power Commission insofar as the Transmission function. 


BACKGROUND FACTS 


Bituminous coal is mined commercially in 28 States (in 1952). Eight of these 

tates in 1952 accounted for 92 percent of the production. A large number of 
‘hens States ship coal in interstate commerce. Coal is used in about every State 
in the United States. 

Natural gas is produced (in ee 3) in 28 States in the United States. Eight 
largest producing States in 1953 accounted for 95 percent of the production. A 
large number of States (about 20 in 1953) shipped gas in interstate commerce. 
Natural gas is consumed (in 1953) in 42 States in the United States. 


Price of coal and of natural gas at points of production related to average price 
paid by residential gas and electric consumers United States, 1953 


| 
j 


| Cents Percent 


Average field price - per thousand cubic feet 9. 
Average price paid by reside mtial consumers__- do-..- 86. 
Electric power: 
Average mine-mouth price of bituminous coal consumed in electric power, genera- 
tion !__. per kilowatt hour-- - 2f 9.2 
Average price paid by residentia] consumers --. do-_.- 
Average cost of coal per kilowatt-hour in net generation in thermal plants ! (after 
transportation to generator) : per kilowatt-hour-- oo 11.7 
Average price paid by residential consumers- . 83 | + 
Percent of bituminous coal consumed by electric utilit . sae 26.3 


as 

Natural gas: 
z 

| 


‘Calculated on the basis of the average consumption of 1.06 pounds of coal per kilowatt-hour of net 
generation. 


Source: Bureau of Mines; Statistics of Class A and Class B Electric Utilities, Federal Power Commission, 


MArkcH 28, 1955. 
MEMORANDUM RE: NATURAL GAS CHARGES IN ILLINOIS, 1944 To 1955 


The following six sheets show the average cost of gas per therm to the ul- 
timate consumers for various classes of service for 10 of the major gas public 
utilities which supply 99 percent of the gas requirements in Illinois. 

First, I would like to state that there are 24 gas public utilities in Lllinois 
which furnish natural gas service to approximately 440 communities. The nat- 
ural gas for this supply is taken from eight interstate natural gas pipeline 
companies. <A list of these wholesale natural gas pipeline companies is shown 
on the last page of a directory attached entitled “Gas Utilities in Illinois.” 

The first page of the work notes attached hereto show that the average rev- 
enue for all sales to ultimate consumers in Illinois was 6.89 cents per therm 
for the calendar year 1944, and 6.34 cents per therm for the calendar year 1954. 
This shows a slight decrease in the average revenue per therm during this 
elapsed period in spite of the fact that the cost of materials, supplies, labor, 
taxes, and natural gas had increased during this same period. One reason 
for taintaining this relatively uniform retail price of gas may, of course, be 
attributed to increased sales of natural gas which have trebled during this 
period. 

To attempt to explain the change in rates for the several companies would 
be more or less meaningless for the reason that when rates are changed the 
length of blocks or charge in each block of rate may be adjusted. Another 
difficulty is the fact that a space-heating rate may be increased and another 
tate, such as a commercial classification, may be reduced at the time of a rate 
change in order to eliminate certain inequities in the overall rate structure. 
I have therefore set forth on work sheets 2 to 6, inclusive, the following clas- 
sification of service and the average revenue per therm received by the respec- 
ee utilities during the years 1944 and 1954. These classifications are 
a8 follows: 
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Sheet 2: Residential exclusive of space heating—This includes the use of gas 
by a residential customer for any one of the following services or a combination 
thereof: cooking, water heating, refrigeration, and other incidental uses. 

Sheet 3: Residential space heating—This includes the use of gas in a central 
space heating unit together with all other uses of gas for residential purposes, 

Sheet 4: Commercial sales—This classification includes the use of gas for 
all commercial uses, including space heating in business houses, churches, 
schools, apartments, etc. 

Sheet 5: Industrial Sales—Firm—tThis category includes all industrial sales 
on a firm or year-round basis. 

Sheet 6: Industrial interruptible—This includes gas for sale to industria] 
customers for processing, heating and boiler fuel on an interruptible or dump 
gas basis. 

GrorGe R. Perrine, Chairman. 


(1) Total gas sales (all sales) to ultimate consumers, 99 percent of sales in 
Illinois by principal companies 


Average revenue per therm 


Peoples Gas Light & Coke Co 
Central Illinois Electric & Gas Co 
Central Illinois Light Co 
Central Illinois Publie Service Co 
Northern Illinois Gas Co.: 
Illinois Northern Utilities Co 
Western United Gas & Electric Co 
Public Service Company of Northern Illinois 
Tilinois Power Co 
Towa-Illinois Gas & Electric Co 
North Shore Gas Co 
Union Electric Power Company of Dlinois ; 
Union Gas & Electric Co 20. 
6. 


3s 


_ 
NPP F 


Soe 


Bs2ess 


Total all companies, weighted average to 
Total sales therms!__| 981, 


668, 2, 945, 095, 184 
Total sales $67, 665, 


$186, 814, 513 


BS 0 
nao 


11 therm equals approximately 100 cubic feet of gas. 


(2) Residential exclusive of space heating 


Average revenue per therm 


1954 


Peoples Gas Light & Coke Co 
Central Iilinois Electric & Gas Co 
Central Illinois Light Co 
Central Illinois Public Service Co 
Northern Illinois Gas Co.: 
Illinois Northern Utilities Co 
Wester United Gas & Blooctrle Oe iiicsnccicns cc denceiddsncenctcpmavence 
Public Service Co. of Northern Illinois 
Illinois Power C 
Iowa-Lllinois Gas & Electric Co 
North Shore Gas Co 
Union Electric Power Co. of Dlinois 
Union Gas & Electric Co 


Average, all companies 
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(3) Residential space heating 


1269 





—_—_————————————_ 


Peoples Gas Light & Coke Co 
Central Illinois Electric & Gas Co 
Central Illinois Light Co 
Central Illinois Public Service Co 
Northern Illinois Gas Co.: 
Illinois Northern Utilities Co 
Western United Gas & Electric Co 
Public Service Company of Northern Illinois... -__..............---------- 
Illinois Power Co- 
lowa-Illinois Gas & Electric Co 
North Shore Gas Co 
Union Electric Power Company of Illinois 
Union Gas & Electric Co 


Average, all companies 





Average revenue per therm 
1954 


Cents 














(4) Commercial sales (all classes) 





Peoples Gas Light & Coke Co 
Central Illinois Electric & Gas Co 
Central Illinois Light Co 
Central Iinois Public Service Co 
Northern Illinois Gas Co.: 
Illinois Northern Utilities Co 
Western United Gas & Electric Co 
Publie Service Company of Northern Dlinois. 
Illinois Power Co 
Iowa-Illinois Gas & Electric Co. ..-.---------------- 
North Shore Gas Co... 
Union Electric Power Company of Illinois 
Union Gas & Electric Co 


Average, all companies 





Average revenue per therm 
1954 


Cents 


| 
| 
| 
| 





(5) Industrial sales (firm) 


Peoples'Gas Light & Coke Co--- 

. JOTSED BENE SUEUR EO: GR CUI CI io ins een gi arin 5 atin inintiebennn amnpiend 
CONMe MINE AO bd. ok oadlin ban cecdaninalddents dss inti ahead otelet gel. tncl 
Central Tilinels Pabiie Service Oo. ....~..... 2.25. -- os cec nce cuse 

Northern Illinois Gas Co.: 

Illinois Northern Utilities Co-- 
Western United Gas & Electric Co-- 
Public Service Company of Northern Illinois 

Illinois Power Co_- a a oat Bak a 

Iowa-Ilinois Gas & Electric Co.......-......----..-.. 

North Shore Gas Co.- ieee 

Union Electric Power Comps any of Minois. 

Union Gas & Electric Co-_. 


| Average revenue per therm 
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(6) Industrial (Interruptible) 


Average revenue per thern 


1944 1954 


Cent: | Cents 

Peoples Gas Light & Coke Co_ . : 5 
Central Illinois Electric & Gas Co___. 
Central Minois Light Co___- ' 
Central Illinois Public Serviee Co 
Northern Illinois Gas Co.: 

Illinois Northern Utilities Co. 

Western United Gas & Electric Co 

Public Service Co. of Northern Illinois) 
fllinois Power Co.- ‘ 
lowa-Illinois Gas & Electric Co__.. 
North Shore Gas Co... __. 
Union Gas & Electric Co__. 


Weighted average all sales 


ILLINOIS COMMERCE COM MISSION, 
April 1, 1955. 


MEMORANDUM RE Cost OF NATURAL GAS SERVICE IN ILLINOIS TopAY AS COMPARED 
Witn Cost In 1944 


The Ulinois Commerce Commission announced today that the overall average 
cost of gas furnished in some 440 communities by 24 public utilities is less today 
than it was at or near the close of World War II, in spite of the fact that Illinois 
public utilities, like all other industries, have been confronted with substantial 
increases in the costs of materials, labor, taxes, natural gas, and other operating 
expenses. In addition, it was pointed out that during the past 10 years the cost 
of living index, as reported by the United States Bureau of Labor Statistics, has 
increased 54 percent since 1945. 

In support of this announcement, the Illinois Commerce Commission has 
issued a comparative analysis of the weighted average revenue received per 
therm by 10 of the largest utilities in 1944 and 1954. The sales represented by 
these comparisons account for 99 percent of the sales in Illinois and have been 
set up to show the difference in the average cost of gas for the various classes 
of customers. 

The result of these studies shows that the average revenue received in 1944 
was 6.89 cents per therm; ’ whereas, a comparable figure for the year 1954 was 
6.34 cents, an overall reduction of approximately 8 percent. 

While the overall revenue per therm has been reduced in the past 10 years, 
there have been increases to some classes of customers and reductions to others. 
This has resulted from changes made within the respective rate structures of the 
various companies in order to meet changing economic conditions and to more 
equitably evaluate the service furnished for different classes of service. For 
example, ordinary residential customers whose use of gas is primarily for 
cooking, water heating, refrigeration, and other domestic use, and whose use is 
fairly uniform throughout the year, have had their cost of gas reduced during 
the past decade from an average of 16.92 cents to 12.87 cents per therm, or a 
reduction of approximately 24 percent. Likewise, commercial users are today 
paying 8 percent less than they did in 1944 for the reason that on the average 
the use of gas by this class of user is relatively uniform throughout the year. 
There has been practically no change in the average cost of gas for industrial use 
where gas is supplied on a year-round basis. 

With respect to increased charges, a spokesman for the Commission said that 
the weighted average cost of residential space heating in Illinois has increased 
from 8.10 cents to 8.88 cents per therm since 1944, or an increase of approximately 
10 percent. However, it was pointed out that the costs of No. 2 fuel oil and coal 
for stoker-fired heating plants have increased over 90 percent during this same 


1The quantity of gas used in Illinois is measured in therms, which represent heating 
value rather than volume. One therm is equal to 100,000 Brithish thermal units (B. t. u), 
or the heating value of approximately 100 cubic feet of natural gas. 
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period. It can therefore readily be seen that Illinois customers using gas for 
space heating have been amply safeguarded against rising costs. 

Chairman George R. Perrine, of the Illinois Commission, stated that there 
are many factors which contributed to this moderate increase in the cost of 
space heating service such as system load factor cost of purchased gas and 
enlarging of gas distribution facilities. Space heating requirements result in a 
relatively poor load factor. In other words, the average heating customer uses 
approximately four times as much gas in the winter months as he uses in the 
summer months. <A gas distribution company must contract with its pipeline 
supplier for a supply of natural gas to meet its firm requirements on the day 
of maximum demand which, due to the ever-increasing number of spaee heating 
customers, usually occurs during the coldest day in the year. This demand is the 
pasis for the demand charges (an important element in pipeline rates), and 
must be paid for by the utility throughout the entire year. During recent years 
the trend in pipeline rates, as approved by the Federal Power Commission, has 
been toward higher demand charges; consequently, these increased charges 
should be, and have in part been passed on to that class of consumer who, to a 
large extent, has created the demand. 

Another reason for the increased cost of furnishing space heating service 
during the period under review may be attributed in no small part to the fact 
that when a gas company converted from manufactured gas, having a relatively 
low heating value content per cubic foot to natural gas, having approximately 
twice the heating value content of manufactured gas, it had the effect of increzs- 
ing the thermal capacity of the distribution systems. In other words, a company 
changing from 565 B. t. u. manufactured gas to 1,000 B. t. u. natural gas could 
deliver twice the heat energy without enlarging its distribution facilities, and 
in fact additional loads could be attached for all practical purposes for a limited 
time for practically the out-of-pocket cost of natural gas. As the demands for 
space heating increased, particularly during the past 10 years, this additional! 
distribution capacity was absorbed ; therefore, it became necessary f6r practicatiy 
«ll our utilities to enlarge their gas distribution plants in order to meet the 
additional loads created by the increased number of heating customers. This 
resulted in the necessity for substantial enlargement of utility facilities involving 
considerable capital expenditures during a period of inflationary costs. For 
example, overall construction of additional gas facilities in 1954 were approxi- 
mately double what they were in 1944. 

As an indication of the extent to which gas space heating has increased, it was 
pointed out that there were 59,561 residential customers in 1944 using gas for 
heating their homes; whereas, at the end of 1954, there were 458,877 such cus- 
tomers. The amount of gas required during the year 1944 for this one class of 
user alone was approximately 123 million therms; whereas, in 1954 the residential 
heating customers required 801 million therms, although that particular heating 
season was rather mild. 

The only appreciable increase in the cost of gas between 1944 and 1954 was in 
gas sold to industrial customers on an interruptible basis. The cost of this serv- 
ice has increased from 1.92 cents in 1944 to 2.57 cents per therm in 1954. This 
type of service involves the sale of gas for industrial purposes on an interruptible 
or off-peak basis. In other words, it is made available to industrial customers 
during the time of the year when the gas is not needed to meet the requirenients 
of customers such as residential and commercial customers who require gas 
throughout the vear. Consequently, interruptible service, due to the fact that 
it is not available at all times and in the quantities industries would like to 
purchase, is an inferior type of service when compared with firm or year-round 
service, 

Rates for interruptible service must therefore be attractive enough to make 
natural gas desirable and beneficial to those customers that can meet the limita- 
tions of this particular service. As a result, it is necessary to establish charges 
for this service which are above the out-of-pocket cost of natural gas and less 
than the cost of competing fuels. As a result of the increasing wholesale cost of 
natural gas, as well as the cost of competing fuels such as oil and coal, the Tlli- 
nois commission has approved higher rates for this service in recent years. This 
has been done in spite of considerable opposition on the part of large industrial 
users and, in fact, the commission has been upheld in this matter by a recent 
decision of the Supreme Court of the State of Illinois. 

It may be of interest to note that sales to interruptible customers have in- 
creased from 408 million therms in 1944 to 1,160 million therms in 1954. This 
increase in sales in many instances has been made without the necessity of 
increasing plant facilities for the furnishing of such service. Furthermore, it 
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is this class of business that enables the various companies and this Commission 
to hold the line with respect to the level of charges to residential and commercia] 
customers. 

The Illinois Commission, in regulating rates for gas service, is cognizant of 
the provisions contained in the Illinois Public Utilities Act, which provides 
among other things— 

“* * * Any public utility, with the consent and approval of the Commission, 
may as a basis for the determination of the charges made by it classify its service 
according to the amount used, the time when used, the purpose for which used, 
and other relevant factors * * *” 

Illinois was one of the pioneer States to be served through long-distance 
natural-gas pipelines bringing natural gas into this State. The first pipeline 
was placed in operation in 1981. Since that time, seven additional interstate 
pipelines have been constructed to and through the State of Illinois making 
natural gas available in a great many communities formerly served by manu- 
factured gas or where no gas service was previously available. 

The available supply of natural gas to Illinois consumers has increased sub- 
stantially during the intervening years, and although the supply has increased, 
requests for additional service far exceeded the ability of the various pipelines 
to supply the insatiable demand. This, of course, has caused many perplexing 
problems to the regulatory commission in this State and resulted in the necessity 
of imposing certain restrictions on the extended use of natural gas all to the end 
that those customers who are presently connected may be adequately served 
without interruption. 


Taste A.—Cost of purchased gas to pipeline companies bringing Southwest gas 
supply to Consolidated Natural Gas Co. 


(Cents per thousand cubic feet] 


Texas 
Eastern 
Transmis- 
sion Corp. 


Panhandle Tennessee 
Eastern Gas Trans- 
Pipeline Co. | mission Co. 


Total of 3 


Cents Cents Cents Cents : 


4. 
4. 
4. 
5. 
%. 
5. 
3. 
7. 


2 
4 
7 
8 
0 
2 
5 |. 
0 10.2 
4 
3 
6 
R 
0 

1 
0 


bm 
PAINN 


Field purchases - - --- 

Gasoline plant------- 

Pineline and other----- 
Te  ratteateiirtein cheat 


to 
orn rv owac 


~ 


eee 


Field purchases- --- 

Gasoline plant : 

Pineline and other- - - eos 
TW. ov sete cadece fined eee . 
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1953: 
Field purchases. -- 
fasoline plant--- 
Piveline and other-- -- 
NR isik ks cehadbncddaticdand 
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Source: Federal Power Commission, Statistics of Natural Gas Companies, 1947-53. 
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1954 STATISTICS 


Consolidated Edison Co., Inc 


equivalent 


Thousand 


Gas supply cubic feet 


Per thousand 
cubic feet 


Cents 
1 112, 449, 000 $17, 934. 000 | 15.9 
6, 334, 000 8, 292, 000 130.9 


118, 783, 000 22.1 


1 This total supply of natural gas was disposed of as follows: 
Percent 


1. Distributed to consumers as 1,055 B. t. u. natural gas____- 
2. Used as boiler fuel to generate electricity - -- 

3. Mixed with manufactured gas for sale to consumers 

4. Other uses and losses 


Source: Annual report of Consolidated Edison Co., Inc., to Public Service Commission, State of New 
York, 


Natural gas constituted 95 percent of the total supply and cost 15.9 cents per 
thousand cubic feet. The manufactured gas cost $1.31 or more than 8 times as 
much per thousand cubic feet as the natural gas, 

The substitution of an equivalent amount of natural gas for the manufactured 
gas now produced would save the company and its customers $7,283,000. 

The average cost of the company’s present gas supply would be reduced from 
291 cents for 587 B. t. u. gas to 15.9 cents. ‘These figures do not include deprecia- 
tion, taxes, and return on the investment of $69 million in manufactured gas plant. 


Sales and revenues 


Price thousand cubic feet 
Volume, 537 
B. t. u. equiv- Dollars 
alent 537 B. t. u. | 1,055 RB. t. u. 
equivalent | equivalent 


Thousand 

cubic fet 
36, 728,000 | $45, 287, 000 | 
26,951,000 | 26, 438, 000 | 
1, 216, 000 970, 000 | 


64, 895,000 | 72,695,000 | 


The average price received from residential customers on a natural gas 
equivalent basis (1,055 B. t. u.) was $2.42 and the average price received 
from all customers was $2.20. The average price paid for the natural gas 
at the city gate was 31.3 cents and the average price paid by the pipeline com- 
pany to the producers for this gas supply was 7.8 cents per thousand cubic 
feet. 


COST AND SUPPLY OF GAS TO THE AREA SERVED BY CONSOLIDATED EDISON CO., INC., 
1950-54 


I, Supply of natural gas to Consolidated Edison Co. 


Consolidated Edison has a 20-year supply contract with Transcontinental 
Gas Pipe Line Co. Deliveries began in 1951. More than 96 percent of the 
daily deliveries are on a firm basis and the balance is on a limited firm basis. 
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The volume delivered and an average cost have been as follows: 





1954 1953 1952 195] 
1. Volume of 1,055 B. t. u. gas (millions cubic feet) __- 57.2 | 52.0 | 47.2 | 36.4 
2. Cost to Consolidated Edison (cents per thousand cubic feet) | 31.3 30.9 | 27.9 | 27.8 
3. Cost to Transcontinental in field (cents per thousand cubic | 
SE iden detethhs an tbb ibn dn daciiidaietdessreracereeceee a 7.8 7 7.4 7.1 
4. Cost of transportation from Texas and Louisiana to New 
York (cents per thousand cubic feet) - ..~.-.--.-.-..-----.--- | 23. 5 23. 2 20. 5 0.7 


II. Disposition of natural gas purchased by Consolidated Edison Co. 


The volume of 1,055 British thermal units natural gas purchased was used or 
disposed of as follows (millions of cubic feet) : 


1954 | 1953 | 1952 | 1951 











5. Distributed as natural gas_-...-.-..--.-------------- ab cee 13. 4 9.0 7.8 | 3.2 
6. Used as fuel for generating electricity._.................----- | 24.3 23.6 19. 5 | 15.3 
7. Used in produeing mixed gas. _.-..........------.-..-------- 16.7 17.2 | 18.7 } 17.5 
S, Other Gses and losses. . -.............-....-- wn neeeeeees-==-| 2.8 | 2.2 | 1.2 | 4 
eee er Bat oe er eee ee 57.2! 520 47.2 | 36.4 


Sources: Annual reports of Consolidated Edison Co. to the Public Service Chinentaia. State of New 
York; annual reports of Transcontinental Gas Pipe Line Co. to the Federal Power Commission. 


The various uses of the natural gas represented the following percentages of 
the total natural gas available: 











1954 1953 1952 | 1951 
10. Distributed as natural gas_................--.--.----------- 24 17 | 16 | 9 
11. Used as fuel for generating electricity--_-...........--------- | 42 46 41 2 
12, Used in producing mixed gas. -.------ sb Cimdonacctwesocbeukss | 29 | 33 40 | 48 
a RT IN ha dscns ceneneseunpsnsccucnncepsncsoans | oh. ‘ 4 | 3 1 
a hea 
00 | 00 | 100 


14, MO snnintnprincnadsicnibteetbeensa ps teusckdbebulln gases | “10 


III. Supply of mixed or manufactured gas to Consolidated Edison Co. 


In 1950 the gas supply available to Consolidated Edison was entirely 537 B. t. u. 
manufactured gas. Beginning in 1951, natural gas has been mixed with gas 
manufactured from coal and oil and distributed as 537 B. t. u. gas. The amount 
and proportion of manufactured gas used by the company has declined. Com- 
plete conversion to natural gas is expected late in 1955, when an increased 
supply is expected to be received from Transcontinental. The supplies of mixed 
and manufactured gas, expressed as 1,055 B. t. u. equivalents for the purpose 
of comparison with the quantities of natural gas, are as follows (millions of 
cubic feet) : 


| | 
1954 1953 | 1952 | 1951 1950 
cacti tehlantnsllnatdetseticiinctatia: cchotianaieasinndlbabiiis eee ee eer ean ener ea 
14. Mixed or manufactured gas_-_-__- bowie 19.9 | 23.3 | 25.7 29.7 | 31.6 
15, Natural gas used in mixing process ‘ s 16.7 | 17.2 18.7 | Bech bnasnn 
16. Manufactured from coal and oil___--__-- . 3.2 | 6.1 7.0 12.2 31.6 


IV. Cost to Consolidated Edison of manufactured and mized gas, not including 
overhead expenses, depreciation expense, tares or return on production plant, 
1950 and 1954 


1954 1950 


Total production expense... $17, 968, 000 $27, 829, 000 


Cost of natural gas allocated to gi as department 10, 375, 000 
Cost of gas manufacturing and mixing. Q 





27, 829, 000 
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The gas supply manufactured from coal and oil declined sharply from 1950 to 
1954. Expenses associated with the gas manufacturing and mixing plants were 
less variable. The costs of gas supply were as follows in 1950 and in 1954. 


| Cents per thousand eubic 
feet (1,055 B. t. u. equiva- 
lent) 


1954 1950 


Cost of manufactured: gas_- 
‘ost of natural gas_ - . 31 
‘ost of gas supply added in manuf ucturing and mixing process - : é 236 


If Consolidated Edison were to discontinue the manufacture of gas and pur- 
chase an equivalent amount of natural gas at 31.3 cents per thousand cubic feet 
(an increase of 5.6 percent in its natural-gas purchase), the saving in production 
expense would be $6,584,000. 


V. Additional costs to Consolidated Edison associated with its gas manufacturing 
and mizing plants 

The above computation of costs associated with the manufacture and mixing 
of gas does not include overhead expenses, depreciation expense, property 
taxes, income taxes and return on investment in gas production plant. These 
amounts are not readily available. However, the depreciation accrual on pro- 
duction plant was $1,977,000 for 1950 and $6,184,000 for 1954. The book cost of 
gas production plant was $68,699,000 as of December 31, 1954. 


VI. Average cost of gas per thousand cubic feet to customers Consolidated Edison 
Co. (2, 055 B. t. u. amrentont) 


Residential customers Total customers 


Manutfac- Manufac- 


| Natural gas tured or Natural gas tured or 


| 
mixed gas | mixed gas 


$2. 


VII. Amounts reported by Consolidated Edison as net operating revenue of the 
gas department (gas revenue less operating expenses, depreciation expense, and 
ge taves) 


9, 000 | 1953 i, , 
2, 000 | 1954 * 9, 692, 000 
1, 000 


1 Before Federal income taxes. 


1 


1954 STATISTICS 


Public Service Electric € Gas Co. (New Jersey) 


525 B. t. u. equivalent 
Thousand |———F = 


cubic feet Cost Per thousand 
cubic feet 


a OOO ee La aiid | 


Gas supply 





| Cents 
71, 965, 660 | $13, 430, 000 18. 
15, 735, 441 15, 050, 000 95. 


87, 701, 101 28, 480, 000 32.3 


Source of data: Annual Statistical nen prepared by the company for American Gas Association 


61557—55—pt. 2———22 
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Natural gas constituted 82 percent of the total supply and cost 18.7 cents per 
thousand cubic feet. The manufactured gas cost 95.5 cents or more than 5 times 
as much per thousand cubic feet as the natural gas. Stated differently, the 
manufactured gas supply was only 18 percent of the total supply but its cost 
was more than 53 percent of the supply cost without including depreciation, 
taxes, and return on the large investment in manufacture gas plant. 

The substitution of an equivalent amount of natural gas for the manufactured 
gas now produced would save the company and its customers $12,085,000 and 
would reduce the average cost of the company’s present gas supply from 323 
cents per thousand cubic feet for 525 B. t. u. gas to 18.7 cents or slightly higher, 


Sales and revenues (557 B. t. u.’s) 


| 
Price per— 


Volume, | | 
thousand ars ctu Thousand 


mbic fee Thousand 
cubic feet cubie feet 
(557 B. t. u.’s) 


cubic feet 
natural-cas 
equivalent 





Cents 
Residential with heating..___...._.....-.-.----| 29,722,957 | 22, 430, 000 75 
Residential without heating 28, 678, 118 33, 388, 000 = 
a li papelh chet 12, 379, 002 | 11, 104, 000 | 
Industrial 12, 337,834 | 6, 924, 000 | 36 
281, 578 207, 000 

| 














POestsaexs ‘ ------| 83,399, 489 74, 053, 000 89 


The average price ; poanived from eae heating residential customers on a 
natural-gas equivalent basis was $1.35 cents per thousand cubic feet; from 
other residential customers $2.09 cents per thousand cubic feet and the average 
price received from all customers was $1.59 cents per thousand cubic feet. 


INFORMATION REGARDING STATE OF MINNESOTA 


1. Where does Northern Natural get its gas—fields and States? 
2. How much does Northern Natural pay the independent producers for gas? 


1958 purchases 


{Annual Report of Federal Power Commission, 1953] 


Amount of |Average price 
State and field gas (thousand} per thousand 
cubic feet) cubic feet 


Cents 
Texas Panhandle field- ‘ baer SP eA bape Peres 43, 216, 863 10.6 


Texas North Hutchinson field_ iistabametebwand e 160, 660 14.0 
Texas Panhandle field ; . Kensacwt dates. Lae 18, 416, 376 10.3 
Texas Hugoton field aah alae Pe aesrithet lait 16, 740, 335 12.0 
West Texas Spraberry area eee e 234, 932 16.8 
Oklahoma Hugoton field - , i tdvo tesa ann 46, 863, 417 11.9 
Oklahoma-Anadarko Basin pia im en . 55, 807 11.5 
Kansas Hugoton field __ - caries : : 96, 151, 679 9.8 
Kansas Ashland field __ a ae 548, 369 11.0 
Kansas Pawnee Rock field 3! ; 1, 183, 701 6.7 
Kansas McKinney field ___ ; ‘ Le EES ES 6, 067 14.0 
Kansas Otis field ae 1, 018, 768 | 4.3 


Total eedpcetseccunwcecal Sore 110.9 


! Includes $635,262 (or 0.2 cent) for additional amount payable under Kansas Corporation Commission 
measurement order effective July 1, 1953. 


The amount of gas is stated above at 16.4-pound pressure base. The Federal 
Power Commission in its ee Statistics of Natural Gas Companies 
for Year Ended December 31, 1953, adjusts the purchases of all pipeline com- 
panies to a standard 14.73-pound pressure. On this basis, the volume of gas 
purchased was 250.1 million M. ec. f. and the average price paid was 9.75 cents 
per thousand cubic feet. 
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Adjusted to the same pressure base, the average price paid by Northern 
Natural was 8.0 cents per thousand cubic feet in 1952 and 7.3 cents in 1951. 
The adjustment to a standard base is not made in the reports of the Commission 
for earlier years. 

On December 1, 1953, the Kansas Corporation Commission entered an order 
fixing the minimum wellhead price of gas in the Kansas Hugoton field at 11 
cents per thousand cubic feet on a 14.65-pound pressure base. This order was 
contested by two gas companies in the Kansas courts. 


3. At what rate is Northern Natural permitted to expense its own produced gas? 


For accounting purposes Northern Natural is permitted and required to 
charge to “gas operating expenses’ the costs of labor, materials, ete., used 
in production and gathering. In past rate proceedings, the Federal Power 
Commission has allowed these production and gathering expenses, together with 
a rate of return on net investment in production and gathering facilities 
(original cost). If rates were to be fixed according to the policy announced 
by the Commission in the Panhandle case (opinion 269, Apr. 15, 1954), a fair 
field price would be allowed, for ratemaking purposes, in lieu of operating 
expenses plus return on net investment. There has been no such determination 
in the case of Northern Natural. 


;. What does Northern Natural receive at the city gate for gas sold to the 
distributing company? 

The rates paid by Minneapolis Gas Co. in 1953 were collected by Northern 
Natural under bond to the United States court of appeals. 

The settlement for the year 1953 was approved by order of the Federal Power 
Commission dated November 16, 1954, (Docket Nos. G—1382, G—1533, G--1881). 
The settlement approved by the Commission provided that “since the collec- 
tion by Northern during this period for jurisdictional sales accrued to it a 
return slightly higher than 5% percent, Northern should be permitted to keep 
such collection and that no portion thereof should be refunded.” 

The report of Minneapolis Gas Co. (Moody’s 1954, p. 74) shows that this 
distributor purchased 45.5 million M. ec. f. from Northern Natural and charged 
to its expense accounts an average of 28.6 cents per thousand cubic feet as 
cost of purchased gas for 1953. 


5. What are the rates of the distributing company in Minneapolis? 


(1) The rates of Minneapolis Gas Co. are indicated by the following net 
monthly bills for representative amounts of residential gas service: 


Cooking and | Space heating 


c ; 
(10 me water heating | 


(25 therms) 


(235 therms) 


Be eT ie hn Sah wes battvantineadncanament . 56 $2. 64 $16. 04 
At Dee. 15, ; Cal . 55 2. 61 
At Dee. en $ | . 53 
At Dee. 15, . 2 a . 44 | 15. 62 


15. 75 
At Dec. 15, a 46 45 | 16. 31 


15. 82 


At Dec. 5, ‘ : . 44 | 15. 62 
At Dee. ; ; a . 36 | 13. 06 
At Dee. 15, 19 : eee 43 | : 15. 28 
At Dee. 15, 195: 46 2. 45 | 16. 31 
At Dee. . 50 . 58 | 17.70 


' 800 B. t. u. mixed gas. 


(2) Rates are adjusted annually, if necessary, on the basis of a franchise- 
contract with the city of Minneapolis, on order to enable the company to realize 
an “allowable annual return” (generally at 6.5 percent of plant additions less 
retirements) from its operations. 

The form of rate schedule for general, residential, and space-heating service, 
effective January 1, 1953, was: 

Cubic feet per month: 
First 300 or less 
Next 29,700 
Next, 770,000 
ERE ame ON cg Secale ae eh cae cian ce ena fe 
* Per thousand cubic feet. 
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(3) Average revenue received in 1955 by the distributing company per thousand 
cubic feet sold to ultimate users (source: Moody’s 1954, p. 74) : 


Average per 
Revenue |, thousand 
cubic feet 


‘Thousand 


Class of service ic f 
iss Of service cubic feet 


: Cents 
Residential aia 21,832,182 | $17, 829, 178 
Nonresidential a mein oe eee 4, O85, 669 2, 887, 633 


6. What does Northern Natural get for gas sold to Minnesota Valley Distributing 
Co. (Minnesota Valley Natural Gas Co.) ? 

As in Minneapolis, the rates paid by this distributor in 1953 were collected by 
Northern Natural under bond to the United States court of appeals. According 
to the terms of the settlement approved by the Federal Power Commission, no 
refunds were required. 

Minneapolis Valley Natural Gas Co. purchased 7.4 million M ec. f. during 
1953 at an average cost of 29.8 cents per thousand cubic feet (Moody’s 1954, 
p. 1235). 


7. What are the rates charged by Minnesota Valley Distributing Co.? 


(1) Minnesota Valley Natural Gas Co. serves 14 communities, the largest of 
which is Mankato. The rates are generally the same in the several communi- 
ties. The level of rates is indicated by the following net monthly bills for repre 
sentative amounts of residential service : 


Cooking and | Space heat- 
water heating ing (235 
( (25 theriiis) therms) 


| Cooking 
(10 therms) 


At Dec. 15, 1945... 

At Dec. 15, 1946_- : 
At Dee. 15, 1947........... 
At Dec. 15, 1948__. 

At Dec. 

At Dec. 

At Dec. 

At Dec. 

At Dee. 

At Dec. 


. 63 | $2. 98 | $13.28 
63 | 2. 98 13.8 
63 | 13.28 
63 | 13.8 
63 | 13.8 
63 | 13.2 
63 | 13.8 
12 | 15.2 
! 

i 


# 


NNER RK RRR 
Nw 
SS 
o 


12 15, 2 
18. 0 


PSS ppenwp 
BRRRB 


m= 00 OD 
“IN tb 


(2) Rate schedule effective February 20, 1954: 
Cubic feet per month: 


I a cs dl 
Next 


1 Per thousand cubic feet. 

(3) In 1953 this company sold 7,423,078 thousand cubic feet to ultimate con- 
sumers and realized revenue of $3,564,343, so that revenue was 48 cents per 
thousand cubie feet for natural gas sold to all classes of service combined. 


ANSWERS TO FURTHER QUESTIONS WITH REGARD TO MINNESOTA AND NORTHERS 
NATURAL GAS CO. 


1. Has Northern Natural filed an application for increased rates since 1953! 
I3 this in any part predicated on higher field prices? 

A. Northern Natural filed an application on June 26, 1953, for approval of 
increased rates (docket G-2217) and a further application on July 2, 1954 (doc 
ket G—2505). 

The 1953 application proposed increase in rates and charges aggregating $15, 
485,500 on an annual basis, or 19.5 percent of all purchasing distributors com 
bined. 
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The application was to reflect higher costs in prospect for the year 1954. It 
stated: “The proposed rates filed herein are necessary to reflect the increased 
costs of new facilities being constructed and to recover increased operating and 
maintenance expenses, taxes, and the cost of obtaining gas from both Northern's 
present and its new sources of supply.” onl 

The proposed rate schedules were supended by the Federal Power Commission 
on July 23, 1953. 

On January 24, 1954, final agreement was reached by the parties to the pro- 
ceeding, respecting all matters and issues, excepting the zone rate issue, which 
was reserved for consideration and disposition by further order of the Commis- 
sion. The settlement provided an increased operating revenue of $6,006,254 
in lieu of the $13,485,500 sought by Northern Natural. 

By order issued January 28, 1954, the Commission approved the proposed 
settlement, which was to be effective December 27, 1953. 

In docket G-—2505, filed on July 2, 1954, Northern Natural proposed increases 
in rates and charges of $8,128,400, or 10.4 percent annually, over and above the 
rates allowed to become effective December 27, 1953, in docket G-2217. The 
proposed increases in annual charges were $2,095,000 for Minneapolis Gas Co. and 
$295,000 for Minnesota Valley Natural Gas Co. 

In support of its proposed increases, Northern Natural relied principally on 
costs of new plant facilities, a 6.25-percent rate of return instead of the 6 percent 
approved by the Commission in docket G—2217, and a proposed change in method 
of cost classification and allocation. 

The application stated: “The rate increase is made necessary by reason of the 
increased costs of service, due largely to additional investment in plant, ocea- 
sioned by the construction of main lines, branch lines, gathering facilities, 
ete., required increase system salable capacity from 1,007,191 M. ec. f. daily to 
1,099,970 M. ec. f. daily.” 

The proposed rate increases were suspended by the Commission and hearings 

re now in prospect. 


2, What ig a therm? 


A. The therm is the standard unit for measuring quantity of heat. It is 100,000 
British thermal] units (B. t. u.). Stated another way, the average family uses 
10 therms per month for cooking. A large proportion of gas distributing utilities 
use the therm, instead of the cubic foot, as the unit of measurement for the 
purpose of selling natural gas to consumers. For this reason and because the 
heat content of a cubie foot of gas varies among distributors, volume of sales 
are reported in therms, not cubic feet, by the American Gas Association. 

Natural gas as delivered to consumers has a heat content of 1,035 B. t. u. on 
the average for the entire United States. The heat content of natural gas varies, 
generally from 950 to 1,100 B. t. u.’s, depending upon sources of supply, the ex- 
traction of gasoline, etc. The gas supplied to Minneapolis during the year 1953 
had an average heat content of 996 B. t. u.’s, per cubic foot. 

Where gas has a heat content of 1,000 B. t. u.’s per eubic foot, 1 therm is 
equivalent to 100 eubic feet and 1 M. ec. f. is equivalent to 10 therms. 


MEMORANDUM TO CONGRESSMAN OREN HARRIS 


In reference to letters from Nashville Gas Co. and Tennessee Natural Gas 
Lines, Ine., received by Mr. J. Percy Priest, the following is noted: 

1. Nashville Gas Co. is a wholly owned subsidiary of Tennessee Natural Gas 
Lines, Ine. 

«. Tennessee Natural purchases its natural gas from Tennessee Gas Trans- 
mission Co. and transports it approximately 14 miles for delivery to Nashville 
Gas Co. who distributes gas in Nashville and its vicinity. The only other cus- 
tomer is du Pont’s Old Hickory plant which is an unregulated industrial sale. 

3. Since both companies expressed concern over the increase in field prices for 
natural gas, the following information has been obtained regarding field prices 
ind prices to them: 

(a) During the 10-year period from 1944 to 1953 (inclusive) estimated 
national average wellhead price (as prepared by the Bureau of Mines) has 
increased from 5.1 to 9.2 cents per thousand cubic feet, an increase of 4.1 
cents or 80 percent instead of several hundred percent (1954 not available). 

(b) The average field price for gas purchased by Tennessee Gas Trans- 
mission in Texas and Louisiana has increased from 5.15 cents per thousand 
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cubic feet at 15.025 p. s. i. a. in 1950 to 10.60 cents per thousand cubic feet 
at 15.025 p. s. i. a. in 1954, an increase of 5.45 cents. 

(c) The average cost of gas to Tennessee Natural was 21.4 cents per 
thousand cubic feet at 15.025 p. s. i. a. in 1950 and 24.5 cents per thousand 
cubic feet at 15.025 p. s. i. a. in 1954, an increase of 3.1 cents. 

(d) The average cost of gas to Nashville Gas Co. was 23.2 cents per thon. 
sand cubic feet at 15.025 p. s. i. a. in 1950 increasing to 30.5 cents per thov- 
sand cubic feet at 15.025 p. s. i. a. in 1954, for an increase of 7.3 cents. 

In 1953, when the average field cost of gas to Tennessee Gas Transmission was 
9.50 cents per thousand cubic feet, the average cost per thousand cubic feet to g 
residential customer in Nashville was 96 cents. This means that the field price 
is approximately one-tenth of the cost to the ultimate residential customer in 
Nashville and that a 10-percent increase in field price would only be reflected by 
a 1-percent increase on the customer’s price. 

4. The residential gas customers of Nashville have benefited by the introduc. 
tion of natural gas as is shown by the offering prices for various quantities of 
gas. The 1945 prices reflect the sale of manufactured gas while 1946 is decreased 
due to the introduction of natural gas. 


158.8 | ’ 5 | 158.8 
therms | therms ! therms 





25 
therms! 


| 
30. 823.1) 1000. . 0s sed aids .nsss. | 
12. 99 || 
12. 99 
| 12. 99 
| 12. 99 } 
1] 


a epee edie 


« 


1 Therm is 100,000 British thermal units. 
Source: AGA Rate Book, for rates. 


The 25-therm quantity represents the estimated monthly consumption by a 
typical customer for cooking and heating water. The 158.8-therm quantity is 
the estimated monthly consumption for a typical customer for space heating in 
addition to cooking and hot water heating. 

5. The volumes of gas purchased by Tennessee Natural and Nashville Gas 
have increased considerably. It is also apparent from Tennessee Natural'’s 
2-year advance notice contract with Tennessee Gas Transmission that there is an 
increasing demand for the future. Yet they want the producer regulated. 

What has happened to natural-gas production by the gas pipeline companies 
under regulation? In the period prior to 1954 the ratio of pipeline company 
production of natural gas to the total volume of gas transported in interstate 
commerce has steadily declined. The Federal Power Commission has both 
recognized and been alarmed by this trend yet it is inevitable when the producer 
is regulated. Regulation destreys the incentive necessary to develop additional 
gas production to be moved and sold in interstate commerce. 

(a) Tennessee Natural’s purchases from Tennessee Gas Transmission 
increased from 4.396 billion cubie feet in 1950 to 13.130 billion cubic feet 
in 1954, an increase of 198 percent. 

(b) Tennessee Natural’s 2-year advance notice contract with Tennessee 
Gas Transmission provided for 66 million cubic feet per day effective Decem- 
ber 31, 1953, increasing to 72.636 million cubic feet per day on October 1, 
1954, and finally to 88.176 million cubic feet per day on October 1, 1955. 

(c) Nashville Gas Co.’s purchases from Tennessee Natural increased from 
4.351 billion cubic feet in 1950 to 9.196 billion cubic feet in 1954, an increase 
of 112 percent. 

6. The statement was made that $600,000 of the increased cost of gas to 
Nashville Gas Co. during the perior from 1950 to 1954 was due to the increased 
cost of gas to the pipeline company by the producers. Recognizing the increasing 
volumes of gas purchased, calculations shows this increase to be $369,900 instead 
of $600,000. 

7. Nashville Gas Co. asked for Mr. Priest’s support of proper regulation of 
natural-gas producers. Tennessee Natural requested his influence in opposing 
any legislation which would free field prices from any regulation whatever in the 
Federal Power Commission. The proposed amendment (Harris bill) to the 
Natural Gas Act follows in close detail recommendations made by the President's 
Advisory Committee on Energy Supplies and Resources Policy. 
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Gag volumes, revenues, and average prices for Tennessee Gas Transmission, 
Tennessee Natural Gas Lines, Inc., and Nashville Gas Co. 


Tennessee gas transmission: 
Gas purchased: 
Volume, thousand cubic feet ! 
Cost, dollars ? 
Average price per thousand cubic 


1950 


314, 067, 484 


15, 788, 918 





394, 958, 442 |46 


21, 501, 915 | 


1953 


tenet 


511, 682, 079 
47, 402, 199 


521, 716, 464 
53, 919, 397 


5. 44 | 
5. 58 | 


9, 393, 286 
1, 712, 904 


18. 2 


IS stl ane ad 5. 02 9. 26 
9. 50 


11, 463, 838 
2, 524, 580 


22.0 | 


10. 34 
10. 60 


13, 130, 196 
3, 219, 694 


24. 5 


cen 5.15 
Sales to Tennessee Natural: 
Volume, thousand cubic feet 3 
Revenue, dollars 
Average price per thousand cubic | 
feet, cents 
Tennessee Natural sales to Nashville Gas 
Co.: 
Volume, thousand cubic feet 4 
Revenue, dollars 
Average price per thousand cubic feet, 


4, 396, 313 
939, 905 


21.4 


10, 787, 422 
2, 086, 559 


19.3 





7,068, 449 | 7,814, 508 | 
1, 693, 254 | 2, 022, 741 


24.0 25. 9 


6, 642,327 | 7,397, 373 
4, 564,247 | 5,111, 505 


5, 897, 077 | 
1, 462, 888 


4, 351, 112 | 
1, 010, 907 


9, 195, 517 


ti 24.8 | 
Nashville Gas Co. sales: 
Volume, thousand cubic feet 
Revenue, dollars 
Average price per thousand cubic feet, 
CO ie eae le ic ane es aes 
Average price per thousand cubic feet to 
Nashville residential customer, cents__-_|......------ 


5, 624, 994 | 
4, 040, 540 














1 Volume at 14.65 p. s. i. a., includes gas purchased in Texas and Louisiana. 
1 Cost includes reimbursement for gas gathering tax. 

? Volume at 15.025 p. s. i. a. 

4 Volume at 15.025 p. s. i. a. (?). 


Source: Annual reports to Federal Power Commission, Petroleum Industry Projects ““Gas Record,” 
and Moody’s Public Utility Manual. 


MEMORANDUM IN Re APPLICATION oF SOUTHERN NATURAL GAs CO. FOR RATE 
INCREASE, Docket G—4264 


This rate increase was applied for September 30, 1954, and was suspended by 
order issued October 28, 1954, copy of which is attached. 

It will be noted that the suspension order states that Southern’s claim for 
increased rates is based, “among other things, upon (a@) an average market 
value for its wellhead production, (0) a minimum bank balance of $5 million in 
the rate base computed as of the date of May 31, 1954, (c) a 6%4-percent rate of 
return on “utility” rate base with associated income taxes, and (d) an allocation 
of demand costs on the basis of the 1953-54 design peak day.” 

According to the statement filed by Southern, the major reason for the rate 
increase is that the total rate base of the company has increased since the last 
rate hearing, from $94% million as of April 30, 1953, to $166 million as of 
May 31, 1954. Information has been obtained to the effect that the majority of 
this increase in investment was for construction of lines and facilities necessary 
to tie in new sources of supply and therefore did not involve new revenue. 

Another basis for the rate increase is that Southern, instead of treating gas 
produced by it on a cost of service basis, has used a fair field price. In this 
connection, see pages 10 and 11 of Southern’s statement of the nature, reasons 
and basis of proposed changes. See also statement A, schedule 1, which, in 
line 19, shows a wellhead cost of service of $1,508,137 and on line 20 shows gas 
at weighted average wellhead prices equal to $1,547,920, and on line 21 shows 
anet adjustment of $39,783. Therefore, only the sum of $39,783 of the $7,018,000 
increase is due to a change from a cost of service basis to a weighted average 
wellhead price for Southern’s own gas. 

On pages 10 and 11 of Southern’s statement appears a statement to the effect 
that part of the rate increase is due to an increase in the average cost of gas 
purchased from 10 cents to 10.7 cents per thousand cubic feet. 

The statements do not show what portion of the $7,018,000 increase requested 
by Southern is by reason of this increase in the average price of gas nurchased 
from 10 to 10.7 cents. Our calculations indicate that about $1,250,000 of this 
$7,018,000 increase is due to this increase in field price. 

One of the protestants is the city of Columbia, 8. C. South Carolina Natural 
Gas Co. delivers gas to the city of Columbia which is purchased at Aiken, ‘8. C., 
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under Southern’s P—4+ Rate Schedule. The effect of the proposed change in rate 
schedule is to increase the average cost per thousand cubic feet at Aiken jy 
Columbia’s supplier from 24.6 to 31.7 cents per thousand cubic feet. The 7-mil] 
increase in field price is only 9.9 percent of the increase to South Caroling 
Natural. 

Based on data from AGA Rate Book and Brown’s Directory of American Gas 
Companies, the average residential consumer in Columbia, S. C., used 3.9 
thousand cubic feet per month during the year 1953. Under the current residen- 
tial service rate of South Carolina Electric & Gas Co. (the distributing company 
in the city of Columbia), this average monthly rate of consumption would result 
in a cost of $2.31 per thousand cubic feet. A seven-tenths of a cent per thousand 
cubic feet increase in the field price of gas, if based on its entirety to the consumer 
in Columbia, 8. C., would mean an increased cost to him of slightly under 
one-half of 1 percent, or approximately 3 cents per month. 


Akron, Ohio—Served by East Ohio Gas Co.; supplied by various pipeline 
companies 


1949 | 1950 1951 | 1952 | 1953 


Estimated average field price received by producers for natural 

gas sold in Akron, cents per thousand cubic feet - - - , 8.9 8.6 9.0 | 
Average cost of natural gas supplied to East Ohio Gas Co., | 

cents per thousand cubie feet____-- =i dieh oe | 25.6 27.1 27.7) 30.3) 
Total number of gas customers in Akron ...| 69,490 | 71,142 | 73, 345 | 75,014 
Average cost of gas to all customers, cents per thousand cubic j 

feet < 7) 840 56.8 | 56.9 | 
Number of residential gas customers in “Akron 95, 093 | 66,535 | 68, 586 | 70, 126 
Average use per residential customer, thousand cubic feet per 

year 31. 162.5 | 180.0} 181.9 
Average cost of gas per residential c ustomer, P cents per thousand | | 

cubic feet 55. £ 54. £ 57.2 | 57.2 59. 6 
Price to residential customer in Akron for typical ‘cooking, “| | 

water heating, and home heating use,! cents per thousand 


cubic feet Vupecstatl 53. 3 56. 56.7 
| | 


61.6 


118.14 M. c. f. per month is quantity estimated to be used by residential customer for esis heating, 


cooking and heating water. 

Norte.— Principal sources of gas are Hope Natural Gas Co., Panhandle Eastern Pipe Line Co., Tennessee 
Gas Transmission Co., and Texas Eastern Transmission C or p. East Ohio Gas Co. distributes gas in many 
communities in northeastern Ohio. Market data starting with total number of gas customers applies only 


to the city of Akron. 7 ane , , 
Source: Annual reports to the Federal Power Commission by the pipeline companies, and American Gas 


Association Rate Book, 
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AKRON 


Comparative Prices of Natural Gas 
Paid to the Producers in the Fields, Paid to the Pipeline 
Companies and Received by the Distributing Company 


Averages for all gas used by Residential Customers 
1953 
(Sources: Annual Reports to the F.P.C.) 


Price received by 59.6 cents per Mcf 
Distributing Company 


Cost of distribution to 
Akron Customers 


Price received by Pipeline —» 33.8 cents per Mcf 
Companies 


Cost of transportation 
from fields to Distributor 


Prices paid to producers in — se 11.4 cents per Mcf 
the Appalachian and South- 
western fields 
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ALBANY, NEW YORK 
_ Comparative Prices of Natural Gas 
Paid to the Producers in the Field, Paid to the Pipeline Company 
and received by the Distributing Company 
Based on price to residential customer for estimated typical 
cooking, water heating and home heating use 
(20.0 Mcf per month 1000 Btu gas) 


1953 
(Source: Annual Reports to F.P.C. by Pipeline Companies and A. G. A. Rate Book) 


Price received by distributing company _» $ 1.15 per Mcf 


Cost of distribution to 
Albany customers 


Cost of transportation from 
field to distributor 


Price received by pipeline company — 


Price paid to producers in the field $ .145 per Mcf 
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Alecandria and Arlington, Va.—Served by Washington Gas Light Co.; supplied 
by Atlantic Seaboard Corp. 


| | 
1949 1950 | 1951 
j peepee | raceme 


Estimated average field price received by producers for gas 
supplied to Washington Gas Light Co., cents per thousand | 
cubic feet 8.5 

Average cost of natural gas ‘delivered to Washington Gas Light | 
Co., cents per thousand cubic feet_ _- 

Price to residential customer in Alexandria and Arlington for | 
typical cooking and water hes ae use: ! | 

Cents per therm.____.- Sate Sis 
Dollars per thousand cubic feet. 

Price to residential customer in Alexandria and Arlington for | 

typical cooking, water heating and home dune use: 2 | 
Cents per therm idatacan gaddemacdioce 
Dollars per thousand Subletiets 6 a0. 5. 


25 therms per month is quantity estimated to be used by a typical residential customer for cooking and 
water heating. 
2155 therms per month is quantity estimated to be used by a typical residential customer for cooking, 
water heating, and home heating. 


News. per thousand cubic feet under notes 1 and 2 are based on average heat content of gas 
listributec 

Source: Annual Reports to the Federal Power Commission by Washington Gas Light Co.; Atlantic 
Seaboard Corp., and other pipeline companies; the American Gas Association Rate Book. 





ARLINGTON 


Comparative Prices of Natural Gas 
Paid to the Producers in the Field, Paid to the Pipeline 
Company, and Received by the Distributing Company 


Based on price to residential customer for estimated typical 
cooking, water heating and home heating 
(14.66 Mef)* 


1953 
Source: Annual Reports to F.P.C. by Washington Gas 
Light Co., Atlantic Seaboard Corp., and Other 
Pipeline Companies; A.G.A. Rate Book 


Price received by $1.33 per Mcf 
Distributing Company 


Cost of distribution to 
Arlington customers 


Price received by Pipeline} $.45 per Mcf 
Company 


Cost of transportation 
from field to 
distributor 


Price paid to producers in—s»~ $.11 per Mcf 
the field 


*1057 Btu natl. gas - volume 
equal to 155 Therms 
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ANNISTON, ALABAMA 
Comparative prices of Natural Gas 
Paid to the Producers in the Field, Paid to the Pipeline Company 
and received by the Distributing Company 

Based on price to residential customer for estimated 
typical cooking, water heating and home heating use 

(9.5 Mcf per month) 

1953 


(Source: Annual Reports to F.P.C. by Pipeline Companies 
and American Gas Association Rate Book) 


Price received by distributing company 69.4 cents per Mcf 


Cost of distribution to 
Anniston customers 


Price received by pipeline company 22.9 cents per Mcf 


Cost of transportation from 
field to distributor 


Price paid to producers in the field 8.1 cents per Mcf 





NATURAL GAS 


ATLANTA, GEORGIA 


Comparative Prices of Natural Gas 
Paid to the Producers in the Field, Paid to the Pipeline Company 
and received by the Distributing Company 


Based on price to residential customer for estimated 
typical cooking, water heating and home heating use 
(9.0 Mcef per month 1000 Btu gas) 


1953 
(Source: Annual Reports to F.P.C. by Pipeline Companies and A.G.A. Rate Book) 


Price received by distributing company 69.2 cents per Mf 


Cost of distribution to 
Atlanta customers 


Price received by pipeline company 


Cost of transportation from 
field to distributor 


Price paid to producers in the field 





NATURAL GAS 


AUGUSTA, GEORGIA 


Comparative Prices of Natural Gas 
Paid to the Producers in the Field, Paid to the Pipeline Company 
and received by the Distributing Company 


Based on price to residential customer for estimated typical 
cooking, water heating and home heating use as of Dec. 15th 
(7.5 Mcf per month) 


1953 


(Sources: Annual Reports to F.P.C. by Pipeline Companies and 
The American Gas Association Rate Book) 


Price received by distributing company —» $ 1.00 per Mf 


Cost of distribution to 
Augusta customers 


Price received by pipeline company 


Cost of transportation from 
field to distributor 


Price paid to producers in the field 





1290 


NATURAL GAS 


Baltimore, Md.—Served by Consolidated Gas Light & Power Oo. of Baltimore: 
supplied by Atlantic Scaboard Corp. 


Volume of natural gas supplied to Consolidated 
Gas Electric, thousand cubic feet 

Estimated average field price received by pro- 
ducers for natural gas sold in Baltimore, cents 
per thousand cubic feet_. 


Average cost of natural gas supplied at city gate, | 


cents per thousand cubic feet__ 

Total number of gas customers served by Con- 
solidated Gas Electric_-- 

Average cost of gas to all customers, dollars per 
thousand cubic feet 

Nunber of residential customers served by Con- 
solidated Gas Electric_-_- i acn ite ttanlarae 

Average use per residential customers, thousand 
cubie feet per year-___- 


Average cost of gas vo residential customer, dollars 


per thousand cubic feet 

Price to residential customer in Baltimore for 
typical cooking, water heating, and home heat- 
ing use, dollars per thousand cubic feet ! 





1949 1950 


7, 718, 735 
10.8 

29.1 

300, 190 

1, 83 

278, 533 
24. 2 

2. 04 


21.7 
2. 34 


1.71 1, 26 


| 1951 


13, 369, 138 


7.7 
30.3 


310, 468 


1. 52 
288, 263 
28.7 
1. 68 


1, 26 


8.5 

34. 8 
320, 631 
1, 47 





297, 810 
32.6 
1, 62 


1. 26 
| 


18, 597, 546 


11.0 
39.9 
329, 617 
1.42 
306, 290 
35.6 


1, 58 


1. 26 


1 14.76 thousand cubic feet per month is quantity estimated to be used by residential customer for home 


heating, cooking, and heating water. 


Note.—Consolidated Gas Electric serves Baltimore and portions of the surrounding area. 
Natural gas was introduced in 1950. 


data presented herein reflects total company. 


Abrupt decrease in price in 1950 due to introduction of natural gas, 


The marketing 
Data pertaining to 


customer consumption and cost to customer for 1949 and 1950 is presented as the equivalent of 1,050 B. t. u, 


natural gas. 


Source: Annual report to the Federal Power Commission by Atlantic Seaboard Corp., Moody’s Publie 
Utility Manual, and American Gas Association Rate Book, 
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BALTIMORE 
Comparative Prices of Natural Gas 
Paid to the Producer in the Field, Paid to the Pipeline 
Company and Received by the Distributing Company 


Average for all gas used by Residential Customers 


Source: Annual Reports to F.P.C.; Moody's Public Utilities 


Price received by saneaiaiiie $1.58 per Mcf 
Distributing Company 


Cost of distribution to 
Baltimore customer 


Price received by interstate $.399 per Mcf 
pipeline company - 


Cost of transportation to 28.9 
Baltimore city gate cents 


Price paid to Producers in——#» $.11 per Mcf 
cents 


61557—55—pt. 223 
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City of Birmingham, Ala.—Served by Alabama Gas Corp.; supplied by 
Southern Natural Gas Co. 


1950 1951 1952 


Weighted average field price received by independent 

a for natural gas supplied to city of Birming- 
am, cents per thousand cubic feet__............----- 6. 09 6.12 7.13 8.09 

Volume of natural gas supplied at city gate, thousand 
10, 184,019 | 12, 403,757 | 13, 933,712 14, 028, 593 


Average cost of natural gas delivered to city gate, cents 

OF COUNT IN IE nn send aoe tinntebue Ge ct ddan ic 18.0 20.1 18.9 21.9 
Price to residential customer for typical cooking and 

water-heating use,! dollars per thousand cubic feet__-- 1. 36 1. 36 1. 36 1. 36 
Price to residential customer for typical cooking, water 

heating, and home heating use,? cents per thousand 

cubic feet 95.6 | 95. 6 95.6 | 95.6 
‘ 1 _- M c. f. per month (1,000-B. t. u. natural gas) is quantity estimated to be used by residential customer 
or this use. 
‘ 29 Mc. f. per month (1,000-B. t. u. natural gas) is quantity estimated to be used by residential customer 
or this use. 


Note.—Prices to residential customers are based on natural gas thousand cubic feet equivalent to coke- 


oven gas. 
Source: Annual reports to the Federal Power Commission by the pipeline companies, American Gas 


Association Rate Book. 





NATURAL GAS 


BIRMINGHAM 


Comparative Prices of Natural Gas 
Paid to the Producer in the Field, Paid to the Pipeline 
Company and Received by the Distributing Company 


Based on price to residential customer for estimated 
typical cooking, water heating and home heating 
(9.0 Mcf of 1000 Btu Gas) 


1953 
(Source: Annual Reports to F.P.C. by pipeline cos, 
and A.G.A. Rate Book) 


Price received by 95.6 cents per Mcf 


Distributing Company 


Cost of distribution to 
Birmingham customers 


Price received by pipeline 21.9 cents per Mcf 


company 
Cost of transportation 
from field to distributor 


Price paid to producers 8.1 cents per Mcf 


in the field 
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BOSTON 


Comparative Prices of Natural Gas 
Paid to the Producers in the Field, Paid to the Pipeline Company 
and received by the Distributing Company 


Based on price to residential customer for estimated 
typical cooking and waterheating use 
(2.38 Mef of 1050 Btu natl. gas) 
1953 


(Source: Anmial Reports to F.P.C. by Pipeline Companies; 
A.G.A. Rate Book) 


Price received by 
distributing company 


Cost of distribution to 
Boston Customers 


Price received by pipeline___-, > 
company 


Cost of transportation 
from field to distributor 


Price paid to producers in ———>- 
the field 





NATURAL GAS 1295 


City of New York, Borough of Brooklyn—Served by the Brooklyn Union Gas Co. ; 
supplied by Transcontinental Gas Pipe Line Corp. 


| 
| 1949 1950 | 1951 | 1952 1953 


| 





Weighted average field price received by independent pro- | 
ducers for natural gas supplied to Brooklyn Union Gas Co., 
cents per thousand cubic feet | 7 7.4 7.7 

Volume of natural gas supplied at city gate, million cubic feet | 14,425 | 21,969 | 24,817 

Total million cubic feet distributed | | 19,576 | 22,028 | 23, 285 

Average cost of natural gas delivered to city gate, cents per | 
ChoniNG SNe Eg catia 5s nL etnannncesnndhinbtdeaamqusactaameanae | 29.7 29. 1 31.9 

Residential sales, million cubic feet (1,040 B. t. u.’s) ; | | 13,302 | 14,019 | 14, 436 

Residential revenue, thousands of dollars 29, , 74 31, 617 | 32,701 | 33, 367 

Average cost per million cubic feet for residential use, dollars__| : . 4 2. 38 2. 33 231 

Gas operating income, thousands of dollars | ) .436 | 5,307 | 4,948 5, 894 


| 
| 
| 
| 


Note.—Only 528,340 million cubic feet was manufactured in 1953; a ‘‘purchased gas adjustment clause” 


was incorporated on July 10, 1953. 
Source: Annual reports to the Federal Power Commission by Transcontinental, Moody’s Public Utility 


Manual. 
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BROOKLYN 


Brooklyn Union Gas Company 
Comparative Prices of Natural Gas 
Paid to the Producer in the Field, Paid to the Pipeline 
Company and Received by the Distributing Company 


Based on average price paid paid per MCF by all residential 
consumers 


1953 


Price received by $2.31 per Mcf 
Distributing Company 


Cost of distribution to 
Brooklyn customers, incl. 
cost of supplemental 
manufactured gas at 

time of peak demand 
(amounting to 2% of 
natural gas purchased) 


Price received by pipeline —_,\ $.32 per Mcf 
company 


Cost of transportation from 
Southwest to Brooklyn 


Price paid to producer in $.077 per Mcf 
field 
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CAMBRIDGE 


. Comparative Prices of Natural Gas 
Paid to the Producers in the Field, Paid to the Pipeline Company 
and received by the Distributing Company 


Based on price to residential customer for estimated 
typical cooking and water heating use 
(2.50 Mef of 1000 Btu gas) 
As of Dec. 15, 1953 


(Source: Annual Reports to F.P.C. by pipeline Cos., and A.G.A. Rate Book) 


Price received by distributing company 


Cost of distribution to 
Cambridge customers 


Price received by pipeline company 


Cost of transportation from 
field to distributor 


Price paid to producers in the field $ .101 per Mcf 
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CHARLESTON, SOUTH CAROLINA 


Comparative Price of Natural Gas 
Paid to Producers in the Field, Paid to the Pipeline Company 
and received by the Distributing Company 


Based on price to residential customer for estimated 
typical cooking, water heating and home heating use 
(6.19 Mcef per month of 1050 Btu gas) 
1953 


(Source: Annual Reports to F. P. C. by Pipeline Companies 
and American Gas Association Rate Book) 


Price received by distributing company $ 2.25 per Mf 


Price paid to pipeline company 


Cost of transportation from 
field to distributor 


Price paid to producers in the field 


> 
Cost of distribution to 
Charleston customers 
> 
—_> 


$ .081 per Mf 





NATURAL GAS 


CHARLOTTESVILLE, VA. 


Comparative Prices of Natural Gas 
Paid to the Producers in the Field, Paid to the ‘Pipeline Company 
and received by the Distributing Company 


Based on price to residential customer for estimated typical 
cooking, water heating and home heating use 
(13.72 Mcf of 1130 Btu gas) 


1953 


(Source: Annual Reports to F.P.C. by Pipeline Companies; 
and A.G.A. Rate Book) 


Price received by distributing -» 
company 


Cost of distribution to 
Charlottesville customers 


Price received by pipeline company-» 


Cost of transportation from 
field to distributor 


Price paid to producers in the field 





CHATTANOOGA, TENNESSEE 


Comparative Price of Natural Gas 
Paid to the Producers in the Field, Paid to the Pipeline Company 
and received by the Distributing Company 


Based on price to residential customer for estimated typical 
cooking, water heating end home heating use 
(13.33 Mcf per month) 
1953 


(Source: Annual Reports to F.P.C. by Pipeline Companies 
and American Gas Association Rate Book) 


Price received by distributing company _. $ 1.11 per Mf 


Cost of distribution to 
Chattanooga customers 
—> 


Price received by pipeline company 
Cost of transportation from 
field to distributor 
> 


Price paid.to producers in the field 
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Chicago, Ill.—Served by the Peoples Gas Light & Coke Co.; supplied by Teras 
Illinois Natural Gas ssddinsairvncdies Co. 


1949 1950 1951 


Volume of natural gas supplied to the | 
Peoples Gas Light & Coke Co., thousand 
cubic feet_- --| 48, 039, 246 | 55,059,032 | 77, 645, 551 | 99,090,618 | 102, 367, 801 

Estimated average field price received by | | 
produce rs for natural gas supplied to 
Chicago, cents per thousand cubic feet___! 4.4 . 6.1 | ; 8.6 

Average heat content of natural gas sup- 
plied, British thermal units per cubic 
foot_... 1, 025 . 1, 033 

Average cost of natural gas supplied to 
Chicago District Pipeline Co. at Joliet 
for Peoples Gas Light & Coke Co., cents 
per thousand cubic feet___-- -| 11.3 11.4 11.7 15.1 

Tot al number of gas customers serv ed by } | 

he Peoples Gas Light & Coke Co__- | 927, 615 935, 991 942, 519 950, 384 

Average cost of gas to all customers: 

Cents per thousand cubic feet. _ - BY 35. 0 35.9 32. 5 
Cents per thermal a 3.2 3.4 3.5 | 3.1 
Number of residential customers served | 
by the Peoples Gas Light & Coke Co__--| 
Average use per residential customer: | 
Thousand cubic feet per year | 29.3 34.8 36. 1 38. 5 
Thermals per year___ 300. 0 358. 2 372.4 

Average cost of gas to residential customer: 
Dollars per thousand cubic feet 1.13 1. 08 1. 06 
Cents per thermal 11.0 10. 5 10.3 

Price to residential customer for typical 
cooking, water heating, and home heat- 
ing use: ! 

Cents per thousand cubic feet j 8. ¢ 9.2 | 9. 88.8 
Cents per thermal. | 8.6 





876, 026 884, 868 | 891, 517 900, 127 


| 





1200 therms per month is estimated quantity used by residential customer for home heating, cooking, 
and heating water. 


Note.—Cost and average use per customer converted from therms to 1,000 cubic feet equivalent of natural 
gas as determined on basis of heat content of natural gas supplied. 

Source: Moody’s Public Utility Manual, annual reports to the Federal Power Commission by the 
pipeline companies, and American Gas Association rate book. 





NATURAL GAS 


CHICAGO 
Comparative Prices of Natural Gas 
Paid to the Producers in the Field, Paid to the Pipeline Company 
and Received by the Distributing Company 
Average for all gas used by Residential Customers 
1953 


(Source: Annual Reports to F.P.C. by Pipeline Companies; 
A.G.A. Rate Book) 


Price Received by distributing $1.05 per Mot™ 
company (1035 Btu equivalent) 


Cost of distribution to 

Chicago customers 

including cost of 

transportation from 

Joliet: to Chicago area 

and additional cost of ° 

supplemental manu- $1.05 per Mof is 

factured gas (about &% equivalent to 10.1¢ 

of total supply) per therm on basis of 
heat content of natural 
gas supplied. 


Price received by pipeline companies 

for purchased and produced gas nll 
Cost of transportation from 
field to Chicago 


Price paid to independent producers —” 
in the field 





CINCINNATI, OHIO 
Comparative Prices of Natural Gas 
Paid to the Producers in the Field, Paid to the Pipeline Company 
and received by the Distributing Company 
Based on price to residential customer for estimated 
typical cooking, water heating and home heating use 
(15.24 Mcf per month) 
1953 


(Source: Annual Reports to F.P.C. by Pipeline Companies 
and American Gas Association Rate Book) 


Price received by distributing company 


Cost of distribution to 
Cincinnati customers 


Price received by pipeline company 


| 
—> 
Price paid to producers in the field | 10.4 cents per Mcf 
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Cleveland, Ohio—Served by the East Ohio Gas Co.; supplied by various pipeline 


companies 





1949 


1950 





Volume supplied to East Ohio Gas, thou- 
sand cubic feet 

Estimated average field price received by 
producers for natural gas supplied to 


Cleveland, cents per thousand cubic | 


feet 

Average cost of natural gas supplled to 
East Ohio Gas, cents per thousand 
cubic feet 

7 see of gas customers in Cleve- 
an 

Average cost of gas to all Cleveland cus- 


tomers, cents per thousand cubic feet__-| 


Number of residential gas customers in 
Cleveland : 

Average cost of gas to residential customer, 
cents per thousand cubic feet_____-.__--- 

Average use per residential customer, 
thousand cubie feet per year____.----- 

Price to residential customer for typical 
home heating, cooking, and water heat- 
ing use, cents per thousand cubic feet 1_- 


at 





|117, 540, 187 |149, 


8. 97 


25. 90 
357, 611 
55. 33 
336, 580 
58. 87 | 
109.0 | 





56.9 | 


861, 945 


8. 87 


27.08 
365, 568 
54. 71 
343, 645 
53. 76 
132.1 


56.9 


8. 63 


27. 69 
374, 457 
55. 82 
352, 115 
57. 87 
146. 1 


56.9 


\166, 239, 739 | 





9. 05 


| 

| 

30. 27 | 

382, 297 | 
57. 54 

359, 517 | 

58. 16 | 


56.9 


148.7 | 
| 


73, 181, 185 | 171, 775, 624 


61.8 





1 17.21 thousand cubic feet per month is quantity estimated to be used by residential customer for space 


heating, cooking, and heating water. 


Notg.—Principal sources of supply are Hope Natural Gas Co., Panhandle Eastern Pipe Line Co., 
Tennessee Gas Transmission, Texas Eastern Transmission Corp. a 
Source: Determined from data in the annual reports to the Federal Power Commission and American 


Gas Association Rate Book. 





NATURAL GAS 


CLEVELAND 
Comparative Prices of Natural Gas 
Paid to the Producer in the Field, Paid to the Pipeline 
Companies and Received by the Distributing Company 


Average for all gas used by residential customers 


1953 
(Source: Annual reports to FPC) 


Price received by ’ 
Distributing Company 60.4 cents per MCF 


Cost of distribution to 
Cleveland consumers 


Price received by pipeline —_ > 
companies 33.8 cents per Mcf 


Cost of transportation 
from fields to 
distributor 


Price paid to producers in 11.4 cents per Mcf 
Appalachian and Southwestern 
Fields 





NATURAL GAS 


COLUMBUS, GEORGIA 


Comparative Prices of Natural Gas 
Paid to the Producers in the Field, Paid to the Pipeline Company 
and received by the Distributing Company 


Based on price to residential customer for estimated 
typical cooking, water heating and home heating use 
(8.5 Mcf per month) 
1953 


(Source: Annual Reports to F.P.C. by Pipeline Companies 
and American Gas Association Rate Book) 


Price received by distributing company — 75-1 cents per Mf 


Cost of distribution to 
Columbus customers 


Price received by pipeline company ai 


Cost of transportation from 
field to distributor 


Price paid to producers in the field __> 





NATURAL GAS 


1307 


City of Columbus, Ohio—Served by Ohio Fuel Gas Co.; supplied by various 


pipelines 








1951 | 1952 


Estimated average field price received by independent pro- 

ducers for natural gas supplied to city of Columbus, cents per 
thousand cubic feet) . 7.72 

Average cost of natural gas delivered to Ohio Fuel Gas Co., 
eents per thousand cubic feet ; 23. 71 
Number of residential customers in city of Columbus 7, 101, 230 

Average use per residential customer, thousand cubic feet per 
year ; = 5 
53. 5 


8. 56 


| 





61557—55—pt. 2——24 
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COLUMBUS 
Comparative Prices of Natural Gas 
Paid to the Producers in the Field, Paid to the Pipeline 
Company and Received by the Distributing Company 


Average for all gas used by residential customers 


1953 
(Source: Annual Reports to FPC by Pipeline Companies) 


Price received by — 
Distributing company 


62.9 cents per Mecf 


Cost of distribution to 
Columbus customers 


Price received by pipeline —— » 
company 


29.3 cents per Mcf 


Cost of transportation 
from field to 
distributor 


Price paid to producers in ~—* 


the field 


10.6 cents per Mcf 











NATURAL GAS 


COVINGTON 


Comparative Prices of Natural Gas 
Paid to the Producers in the Field, Paid to the Pipeline Company 
and received by the Distributing Company 


Based on price to residential customer for estimated typical 
cooking, water heating and home heating use 
(16.67 Mcf of 1050 Btu gas) 


1953 


Source: Annual Reports to F.P.C. by the Pipeline Cos., and A.G.A. Rate Book 


Price received by distributing company 65.5 cents per Mcf 


Cost of distribution to 
Covington customers 


Price received by pipeline company 38.7 cemts per Mcf 


Cost of transportation from 


field to distributor 


Price paid to producers in the field 11.7 cents per Mcf 





NATURAL GAS 


DAYTON, OHIO 
Comparative prices of Natural Gas 
Paid to the Producers in the Field, Paid to the Pipeline Company 
and received by the Distributing Company 
Based on price to residential customer for estimated 
typical cooking, water heating and home heating use 
(28.5 Mcf per month) 
1953 


(Source: Annual Reports to F.P.C. by Pipeline Companies 
and American Gas Association Rate Book) 


Price received by distributing company 65.9 cents per Mcf 


Cost of distribution to 
Dayton customers 


Price received by pipeline company 


field to distributor 


| 
—> 
Cost of transportation from 
> 


Price paid to producers in the field 





NATURAL GAS 


DANVILLE 


Comparative Prices of Natural Gas 
Paid to the Producers in the Field, Paid to the Pipeline Company 
and received by the ‘Distributing Company 


Based on price to residential customer for estimated typical 
cooking, water heating and home heating use 
(14.76 Mc? of 1050 Btu gas) 


1953 
(Source: Annual Reports to F.P.C. by Pipeline Cos., and A.G.A. Rate Book) 


Price received by distributing company $ 1.03 per Mcf 


Cost of distribution to 
Danville customers 


Price received by pipeline company 


Cost of transportation from 
field to distributor 


Price paid to producers in the field 
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Denver, Colo.—Served by the Public Service Company of Colorado; supplied by 
Colorado Interstate Gas Co. 








. Volume supplied to Public Service Co. 
at Denver city gate,! thousand cubic 
31, 493,173 | 36,844, 030 | 49, 027,983 | 50, 499, 557 


by producers selling to Colorado Inter- 
state,! cents per thousand cubic feet__- 4.7 4.8 4.9 7.6 
3, Average cost of natural gas supplied at 
Denver city gate,! cents per thousand 
Ones 9006s Sees tec seesetcc eee eea 16.8 16.1 14.5 
. Total number of gas customers served 
by Public Service Co. -._--- 137, 706 151, 653 166, 071 179, 826 
. Average cost of gas to all customers, 
cents per thousand cubic feet 36. 5 30.9 31.5 30.8 
5. Number of residential customers served 
by Public Service Co 121, 449 134, 157 147, 089 159, 441 
. Average use per residential customer, 
thousand cubic feet per year : 161.3 174.7 170.1 165.8 
. Average cost of gas to residential cus- | 
tomer, cents per thousand cubic feet - -| 48.1 46.9 46.9 47.3 
. Price to residential customer in Denver | 
for typical cooking, water heating, and 
home-heating use,” cents per thousand 
cubic feet 








! On basis of 14.65 p. s. i. a. pressure base. : 
218.5 M c.f. per month is quantity estimated to be used by residential customer for home heating, cook- 
ing, and heating water. 


Note.—Public Service Co. distributes gas in Denver, Boulder, Brighton, Englewood, Fort Collins, 
Grand Junction, Longmont, and Loveland. Market data for items 4 to 8, inclusive, applies to total com- 
pany sales and is not limited to Denver. 

Source: Moody’s Public Utility Manual, annual reports to the Federal Power Commission by Colorado 
Interstate Gas Co., and American Gas Association Rate Book. 





NATURAL GAS 


DENVER 
Comparative Prices of Natural Gas 
Paid to the Producers in the Field, Paid to the Pipeline 
Company and Received by the Distributing Company 
Average for all gas used by residential customers 


1953 
(Sources: Annual reports to FPC; Moody's Public Utilities) 


Price received by ——____ 47.3 cents per Mef 
distributing company 


c 
2 


Cost of distribution to 
Denver customers 


Price received by pipeline 


company —__—_»> 16.7 cents per Mcf 


Cost of transportation from 
field to distributor 


Price paid to producers ———_>» 7.8 cents per Mcf 
in the field 





1314 NATURAL GAS 


Detroit, Mich—Served by Michigan Consolidated Gas Oo.; supplied principally 
by Panhandle Eastern Pipe Line Co. and Michigan Wisconsin Pipe Line (Co. 
eeigpeenpneamesiantensg taneeemmamcemnnaesaisdieitaietinipin tienen 
1949 1950 1951 1952 1953 


Volume supplied to Detroit, thousand 
cubic feet 54, 675, 918 | 89, 635, 676 | 99, 954, 866 |104, 634, 492 | 114, 643, 398 
Weighted average field price received by ae 
producers for natural gas supplied to 
Detroit, cents per thousand cubic feet - - - 5.3 6.9 7.1 8.3 
Average cost of natural gas supplied to 
Detroit distributor, cents per thousand 
cubic feet 19.9 22.8 2.3 
Average cost of gas to all Detroit custom- 
ers, cents per thousand cubic feet 
Average cost of gas to Detroit residential 
customer, cents per thousand cubic feet -- 77.4 
Average use per residential customer, 
thousand cubic feet per year 84.0 
Price to residential customer in Detroit 
for typical cooking, water heating, and 
home heating use,! cents per thousand 
cubic feet / 70.7 70.7 70.7 





120 M. c.f. per months is quantity estimated to be used by residential customer for home heating, cooking, 
and heating water, 


Nore. The average use per residential customer is an estimate based on the number of residential cus. 
tomers and residential sales in the total Detroit area. The field price also includes purchases of locally 
produced gas by Michigan Consolidated. : 

Source: Determined from data in the annual reports to the Federal Power Commission by the pipeline 
companies and the American Gas Association Rate Book. 





NATURAL GAS 


DETROIT 
Comparative Prices of Natural Gas 
Paid to the Producer in the Field, Paid to the Pipeline 
Companies: and Received by the Distributing Company 
Average for all gas used by residential customers 


1953 
(Sources: Annual reports to FPC; Moody's Public Utilities” 


Price received by 


distributing company > 


Cost of distribution 
to Detroit customers 


Price received by interstate 


pipeline companies > 32.6 cents per Mcf 


transportation from 
to distributor 


Price paid to producers 


in the field > 8.9 cents per Mcf 


8.9 
cents 





1316 NATURAL GAS 


ELIZABETH 


Comparative Prices of Natural Gas 
Paid to the Producers in the Field, Paid to the Pipeline Company 
and Received by the Distributing Company 


Based on Price to residential customer for estimated typical 
cooking and water heating 
(2.40 Mcf of 1040 Btu natural gas) 


1953 


(Source: Annual Reports to F.P.C. by Pipeline Companies; 
A.G.A..Rate Book) 


Price received by Distributing 


$2.76 per Mcf 
Company 


Cost of distribution to 
Elizabeth customers 






Price received by Pipeline Company —> $.34 per Mcf 


Cost of transportation from 
field to Distributor 


Price paid to Producers in the Field” $.076 per Mcf 





city 


Weigh 
natu 
Avera 
thot 
Price | 
cent 
Price 
hon 


12.5 
219, 
Sou 
Assoc 





NATURAL GAS 1317 


city of Brie, Pa—Served by Pennsylvania Gas Co.; supplied by New York State 
Natural Gas Corp. and Tennessee Gas Transmission Corp. 


1952 | 1953 


Weighted average field price received by independent producers for 
natural gas supplied to city of Erie, cents per thousand cubic feet____ 

Average cost of natural gas delivered to Pennsylvania Gas Co., cents per 
thousand cubic feet 

Price to residential customer for typical cooking and water heating use,! 
cents per thousand cubic feet 

Price to residential customer for typical cooking, water heating and 
home heating use,? cents per thousand cubic feet 


12.55 M ec. f. per month is quantity estimated to be used by residential customer for this use. 

219.89 M ec. f. per month is quantity estimated to be used by residential customer for this use. 

Source: Annual reports to the Federal Power Commission by the pipeline companies, American Gas 
Association Rate Book. 








NATURAL GAS 


ERIE 
Comparative Prices of Natural Gas 
Paid to the Producers in the Field, Paid to the Pipeline 
Company and Received by the Distributing Company 


Based on price to residential customer’ for estimated 
typical cooking, water heating and home heating 
(19.9 Mef) 


1953 
(Source: Annual Reports to FPC by Pipeline Companies 
and A.G.A. Rate Book) 


Price received by J 
distributing company ee 67.6 cents per Mcf 


Cost of distribution to 
Erie customers 


Price received by pipeline 
company a 32.2 cents per Mcf 


Cost of transportation from 
field to distributor 


Price paid to producer in ——» 11.0 cents per Mcf 
the field 





NATURAL GAS 


GADSDEN, ALABAMA 


Comparative Prices of Natural Gas 
Paid to the Producers in the Field, Paid to the Pipeline Company 
and received by the Distributing Company 


Based on price to residential customer for estimated typical 
cooking, water heating and home heating use 
(9.5 Mcf per month) 
1953 


(Source: Annual Reports to F.P.C. by Pipeline Companies 
and American Gas Association Rate Book) 


Price received by distributing company + 


69.4 cents per Mcf 


Cost of distribution to 
Gadsden customers 


Price received by pipeline company 19.7 cents per Mcf 


Cost of transportation from 
field to distributor 


Price paid to producers in the field 8.1 cents per Mcf 








1320 NATURAL GAS 


City of Gary, Ind.—Served by Northern Indiana Public Service Co.; supplied by 


Chicago District Pipe Line Co. 














| 1950 1951 1952 1953 

Weighted average field price received by independent producers for 

natural gas supplied to city of Gary, cents per thousand cubic feet ___- 4.45 6.14 8.17 8. 4 
Average cost of natural gas delivered to Northern Indiana Public 

Service Co.,! cents per thousand cubic feet - Seas 13. 33 14. 30 18. 04 18. 64 
Price to residential customer for typical cooking and water heating 

use,? dollars per thousand cubic feet 1.78 1.78 1.78 | 1.78 
Price to residential customer for typical cooking, water hearing and 

home heating use,’ cents per thousand cubic feet --_...-......-.------ 92.8 92.8 92.8 | 92.8 

| 

! Price paid for gas delivered to Northern Indiana Public Service Co. at Joliet and Herscher, II]. 

22.5 M ec. f. per month is quantity estimated to be used by residential customer for this use. 

320 M e. f. per month is quantity estimated to be used by residential customer for this use. (Same rate 

from 1948 to end of 1954.) ; 


Source: Annual reports to the Federal Power Commission by the pipeline companies, American Gas 


Association Rate Book. 
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GARY 
Comparative Prices of Natural Gas 
Paid to the Producers in the Field, Paid to the Pipeline 
Company and Received by the Distributing Company 


Based on price to residential customer for estimated 
typical cooking, water heating and home heating 
(20.0 Mcf) 


1953 
(Source: Annual Reports to FPC by Pipeline Companies and 
A.G.A. Rate Book) 


Price received by 


distributing company anumgil 92.8 cents Per Mcf 






Cost of distribution to 
Gary customer 






a 


Price received by pipeline j 
18.6 cents per Mcf 


company —_ >» 
ost of transportation from 
field to distributor 


e paid to producers in —+» 
field 













8.6 cents per Mcf 





1322 NATURAL GAS 


Oity of Grand Rapids, Mich.—Served by Michigan Consolidated Gas Co.; supplied 
by Michigan-Wisconsin Pipeline Co. 


a eee 
| 


Weighted average field price received by independent 
producers for natural gas supplied to city of Grand 
Rapids, cents per thousand cubic feet 

Volume of natural gas supplied at city gate, thousand 
cubic feet 

Average cost of natural gas delivered to city gate, cents 
per thousand cubic feet 

Price to residential customer for typical cooking and 
water-heating use,! dollars per thousand cubic feet-- -- 

Price to residential customer for typical cooking, water 
heating, and home-heating use,? cents per thousand 
cubic feet 


1950 1951 


8. 29 
7, 129, 578 | 10, 752, 530 
28. 11 29. 16 


1.32 1.32 | 


75.4 





9, 121,010 | 11, 207, 0% 
31.88 | 35.00 

| 
1. 32 | 1.47 


75. 4 | 86.1 
' 


ee 


12.5 M c.f. per month is quantity estimated to be used by residential customer for this use, 
3 20.5 M c.f. per month is quantity estimated to be used by residential customer for this use, 


Source: Annual reports to the Federal Power Commission by the pipeline companies, American Gas 


Association Rate Book. 





NATURAL GAS 


GRAND RAPIDS 
Comparative Prices of Natural Gas 
Paid to the Producers in the Field, Paid to the Pipeline 
Company and Received by the Distributing Company 


Based on price to residential customer for estimated 
typical cooking, water heating and home heating 
(20.5 Mcf) 


1953 
(Source: Annual Reports to FPC by Pipeline Companies and 
A.G.A. Rate Book) 


Price received by 
distributing company ____msw 86.1 cents per Mcf 


Cost of distribution to 
Grand Rapids customers 


Price received by pipeline 
company 35.0 cents per Mcf 


Cost of transportation 
from field to distributor 


Price paid to producers in 
the field 9.5 cents per Mcf 


61557—55—pt. 2——25 





NATURAL GAS 


GREENVILLE, SOUTH CAROLINA 


Comparative Price of Natural Gas 
Paid to Producers in the Field, Paid to the Pipeline Company 
and received by the Distributing Company 


Based on price to residential customer for estimated 
typical cooking, water heating and home heating use 
(10.0 Mcf per month of 1000 Btu gas) 
1953 


(Source: Annual Reports to F.P.C. by Pipeline Companies 
and American Gas Association Rate Book) 


Price received by distributing company _» $ 1.49 per Mcf 


Cost of distribution to 
customers 


Price paid to pipeline company olla 


Cost of transportation from 
field to distributor 


Price paid to producers in the field —> 
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Kansas City, Mo.—Served by the ™ Service Co.; supplied by Cities Service 
as Co. 





1949 1950 1951 1952 1953 











—_—_— 


Volume of natural gas supplied to Kansas 

City at city gate,! thousand cubic feet...| 26, 153, 946 | 41, 881,745 | 41, 550,826 | 43,392,929 | 44, 884, 076 
Weighted average fleld price received by 

producers for natural gas supplied to 

Kansas City, cents per thousand cubic 


fet... nc ccocuscnducccssosegenccsesesccous 7.1 7.9 8.0 8.6 8.7 
Average cost of natural gas at city gate,! 
cents per thousand cubic feet ......-...-.-. 16.8 15.4 16.4 16.4 16.4 


Price to residential customer in Kansas 
City for oe cooking, water heating, 
and home heating use,? cents per thou- 
earl CUED TTR ascacoseecccnscumbiaetinncé 46. 2 46. 2 46. 2 46. 2 46. 2 





1 On basis of 14.9 pounds per square inch, absolute, pressure base. 
217,000 cubic feet month is quantity estimated to be used by a residential customer for cooking, water 
heating, and home heating. 


Source: Annual reports to the Federal Power Commission by Cities Service Gas Co. and the American 
Gas Association Rate Book. 














1326 NATURAL GAS 


KANSAS CITY 


Comparative Prices of Natural Gas : 
Paid to the Producers in the Field, Paid to the Pipeline Company 
and Received by the Distributing Company 


Based on price to residential customer for estimated typical 
cooking, water heating end home heating use 
(17.0 Mcf ) 


1953 


(Source: Annual Reports to F.P.C. by Pipeline Companies; 
A.G.A. Rate Book) 


Price received by Distributing 46.2 cents per Mcf 


Company 


Cost of distribution to 
Kansas City customers 


Price received by Pipeline Company. 16.4 cents per Mf 


Cost of transportation fr 
field to distributor 





Price paid to Producers in the Field, 8.7 cents per Mf 





NATURAL GAS 


KNOXVILLE 


Comparative Prices of Natural Gas 
Paid to the Producers in the Field, Paid to the Pipeline Company 
and received by the Distributing Company 


Based on price to residential customer for estimated typical 
cooking, water heating and home heating use 
(13.33 Mcf of 1050 Btu gas) 
1953 


(Sources: Annual Reports to F.P.C. by Pipeline Cos., and A.G.A. 
Rate Book) 


Price received by distributing company 


Cost of distribution to 
Knoxville customers 


Price received by pipeline company 


Cost of transportation from 
field to distributor 


Price paid to producers in the field $ 0.95 per Mcf 





1328 NATURAL GAS 


Louisville, Ky.—Served by Louisville Gas & Hlectric Co.; supplied by various 
pipeline companies 





1949 1950 


Volume of natural gas supplied to Louis- 
ville Gas, thousand cubic feet ...| 18, 588, 744 | 19, 746, 605 | 23, 192,280 | 25, 287,267 | 33, 166, 864 
Estimated average field price received by 
roducers for natural gas supplied to 
uisville, cents per thousand cubic feet. 8.0 7.6 . 7.9 10.0 
Average cost of natural gas supplied to 
Louis\ ille Gas, cents per thousand cubic 


19.8 20. 4 

Total number of gas customers served in 
Louisvillé: :. 222. 2223-22. 94, 910 100, 100 103, 970 
Average cost of gas to all customers, cents 
per thousand cubic feet ; 53.4 55.9 . 55.1 
Number of residential customers served in 
IIR ccdn none beatesenasascesacaes 86, 170 90, 959 94, 547 
Average use per residential customer, 
thousand cubic feet per year 92. 6 105.3 103. 0 
Average cost of gas per residential cus- 
tomer, cents per thousand cubic feet ---- , 59.8 61.9 
Price to residential customer in Louisville 
for typical home heating, cooking, and 
water heating use,! cents per thousand 
cubic feet 57.2 57.2 57.2 











124.27 M. c. f. per month is quantity estimated to be used by a residential customer for home heating, 
oe water heating. 900 B. t. u. gas was distributed in 1949; price per thousand cubic feet is on basis 
of 1,030 B. t. u.’s. 


Notg.—Principal sources of natural gas are Tennessee Gas Transmission Co., Texas Gas Transmission 
Corp., and Kentucky West Virginia Gas Co. Louisville Gas & Electric has franchise in Louisville and 
counties of Jefferson, Hardin, Oldham, and Meade. Market data starting with total number of gas custo- 
mers applies only to city of Louisville. 

Source: Annual reports to the Federal Power Commission by the pipeline companies, and the American 
Gas Association Rate Book. 





NATURAL GAS 


LOUISVILLE 
Comparative Prices of Natural Gas 
Paid to the Producers in the Field, Paid to the Pipeline 
Companies and Received by the Distributing Company 
Average for all gas used by residential customers 


1953 


(Source: Annual Reports to the FPC) 


Price received by 
distributing company 62.2 cents per Mcf 
oo 


i 
Cost of distribution to 
Louisville customers 
Price received by pipeline 


company 25.1 cents per Mcf 


—> 


[ 


Cost of transportation from 
field to distributor 
Price paid to producers 


in the field 


10,0 cents per Mcf 
_—- 


10.0 
cents 





NATURAL GAS 


LYNCHBURG, VAs 


Comparative Prices of Natural Gas 
Paid to the Producers in the Field, Paid to the Pipeline Company 
and received by the Distributing Company 


Based on price to residential customer for estimated typical 
cooking, water heating and home heating use 
(14.76 Mcf of 1050 Btu gas) 


1953 


(Source: Annual Reports to F.P.C. by Pipeline Companies; 
and A.G.A,. Rate Book) 


Price received by distributing —p> $1.29 per Mcf 
company 


Cost of distribution to 
lynchburg customers 


Price received by pipeline company—p» $ .407 per Mof 


Cost of transportation from 
field to-distributor 


Price paid to producers in the field—» 





NATURAL GAS 


MACON, GEORGIA 


Comparative Prices of Natural Gas 
Paid to the Producers in the Field, Paid to the Pipeline Company 
and received by the Distributing Company 


Based on price to residential customer for estimated 
typical cooking, water heating and home heating use 
(9.0 Mef per month) 


1953 


(Source: Annual Reports to F.P.C. by Pipeline Companies 
and American Ges Association Rate Book) 


Price received by distributing company 69.2 cents per Mcf 


Price received by pipeline company 


Cost of transportation from 
field to distributor 


—_> 
Cost of distribution to 
Macon customers 
{ 
> 


Price paid to producers in the field 





NATURAL GAS 


MANASSAS, VIRGINIA 


Comparative Prices of Natural Gas 
Paid to the Producers inthe Field, Paid to the Pipeline Company 
and received by the Distributing Company 


Based on price to residential customer for estimated typical 


cooking, water heating and home heating use 
(13.91 Mcf of 1150 Btu gas) 


1953 


(Source: Annual Reports to F.P.C. from Pipeline Companies; 
and A.G.A. Rate Book) 


Price received by distributing 91.4 cents per Mcf 
company 


Cost of distribution to 
Manassas customers 


Price received by pipeline 46.5 cents per Mcf 
company 


Cost of transportation from 
field to distributor 


Price paid to producers in the —~» 11.0 cents per Mcf 
field 
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Michigan-Wisconsin city gate price—State of Wisconsin average price 
[Cents per thousand cubic feet] 


Milwaukee 


333 
bob bt 


West Bend 
Stoughton 
Menomonee Falls 


Fond du Lac 
Janesville 
Green Bay 


Sheboygan 
Two Rivers 


Appleton 
Manitowoc 
Weighted average field price of gas going to these cities in 
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Average price per thousand cubic feet of natural gas to residential customer in 
selected Wisconsin cities 


Note.—Price per thousand cubic feet is based upon the monthly gas bill for a residential customer using 
225 therms or an equivalent of 23.08 M c.f. Consumption is the estimated monthly volume used by a 
typical residential customer in these cities for cooking, hot water heating, and house heating. Rates for 
determining the monthly gas bills were obtained from the American Gas Association Gas Rate Book for 
Dec. 15 in each of the years listed. 


City of Madison, Wis.—Served by Madison Gas & Electric Co.; supplied by 
Michigan Wisconsin Pipeline Co. 


Weighted average field price received by independ, 

ent producers for natural gas supplied to city of 

Madison, cents per thousand cubic feet 8.3 8.7 9.5 
Volume of natural gas supplied at city gate, thousand 

cubic feet 997, 530 |1, 423, 167 |1, 676,678 |1, 796, 221 
Average cost of natural gas delivered to city gate, 

cents per thousand cubic feet 28.2 29. 2 31.8 35.0 
Price to residential customer for typical cooking and 

water heating use,! dollars per thousand cubic feet - - 1.80 1. 66 1.66 1. 66 
Price to residential customer for typical cooking, 

water heating and home heating use,? dollars per 

thousand cubic feet . 0. 96 0. 96 0. 96 


126Me.f. month (970 B. t. u. content or 25 therms) is quantity estimated to be used by residential 
customer for this use. 

320.6 M c. f. per month (or 970 B. t. u. content or 200 therms) is quantity estimated to be used by resi- 
dential customer for this use. 


Source: Annual reports to the Federal Power Commission by the pipeline companies, American Gas 
Association Rate Book. 





NATURAL GAS 


MADISON 


Comparative Prices of Natural Gas 
Paid to the Producers in the Field, Paid to the Pipeline Company 
and Received by the Distributing Company 


Based on price to residential customers for estimated typical 


cooking, water heating and home heating 
(20.6 Mcf) 


1953 


(Source: Annual Reports to F.P.C. by Pipeline Companies; 
A.G.A. Rate Book) 


Price received by Distributing —» 96.0 cents per Mcf 
Company 


Cost of distribution to 
Madison customers 


Price received by pipeline 35.0 cents per Mcf 
company 


Cost of transportation from 
field to distributor 


Price paid to Producers in the File 9.5 cents per Mcf 





NATURAL GAS 


City of Memphis, Tenn.—Served by municipal system; supplied by Texas Gas 
Transmission Corp. 





1950 | 1951 | 1952 | 1953 | 1954 





Estimated average field price received by producers 
for natural gas supplied to Memphis, Tenn., cents | | 
per thousand cubic feet_-____- ; 3.39) 7.16) 7.23 7.61 | 9.55 | 

Average cost of natural gas delivered at Memphis city | | 
gate, cents per thousand cubic feet 15. | 14.84 | 15.22| 14.60 23.66 

Volume supplied at city gate, million cubic feet per | 

year _. 27, 30, 169 | 31,673 | 33,931 | 36,710 

Price to residential customer in Memphis for typical | 


cooking and water heating use,? dollars per thousand | 
cubie feet _ ‘ ; 1. 09 1. 09 1.09 1.15 
Price to residential customer in Memphis for typical 
cooking, water heating, and home heating use,’ cents | 


per thousand cubic feet.........._....--- htecececst |; eel: Gee 63. 0 63. 0 69. 1 








1 Not available. 

2 Typical use is estimated to be 2.60 M. c. f. per month. 

3 Typical use is estimated to be 13.54 M. c. f. per month. 

Source: Annual Reports to the Federal Power Commission by Texas Gas Transmission Corp. and Amer 
ican Gas Association Rate Book. 





NATURAL GAS 


MEMPHIS, TENN. 


Comparative Prices of Natural Gas 
Paid to the Producers in the Field, Paid to the Pipeline Company 
and received by the Distributing Company 


Based on price to residential customer for estimated typical 


cooking, water heating and home heating use 
(13.54 Mcf per month) 


1953 


(Source: Annual Reports to F.P.C. from Pipeline Companies; 
and A.G.A. Rate Book) 


Price received by distributing » 69.1 cents per Mf 
company 


Cost of distribution to 
Memphis customers 


Price received by pipeline company —,» 23.66 cents per Mef 


Cost of transportation from 
field to distributor 


Price paid to producers in the field _, 9.55 cents per Mcf 





NATURAL GAS 


Milwaukee, Wis.—Served by Milwaukee Gas Light Co.; supplied by Michigan 
Wisconsin Pipe Line Co. 


1949 1950 


Volume of natural gas supplied to Mil- 
waukee Gas Light Co., thousand cubic 
1, 135, 936 | 11,042,435 | 18, 699,258 | 19,944,937 | 21, 654, 212 
Weighted average field price received by 
producers for natural gas supplied to 
Milwaukee, cents per thousand cubic 
feet 1 ; 8.2 8.3 8.7 
Average cost of natural gas at city gate, 
cents per thousand cubic feet ! ‘ 28.2 29.2 31.8 
Total number of gas customers served by 
Milwaukee Gas Light 209, 715 217, 487 224, 496 229, 032 
Average cost of gas to all customers, 
dollars per thousand cubic feet . 1.09 0.97 0.97 
Number of residential gas customers | 
served by Milwaukee Gas Light 201, 437 209, 187 216, 227 220, 808 
Average use per residential customer, 
per thousand cubic feet per year ; 33.6 52.3 61.2 60.8 
Average cost of gas to residential customer, 
dollars per thousand cubic feet ; ; 1,23 1.19 1, 26 
Price to residential customer in Mil- 
waukee for typical cooking, water heat- 
ing, and home heating use, dollars per 
thousand cibic feet 2 








0.98 | 1.09 


1 On basis of 14.735 p. s. i. a. pressure base. 
2 225 therms per month is quantity estimated to be used by residential customer for home heating, cooking, 


and heating water. 


NotEe.—Milwaukee Gas Light Co. serves Milwaukee and its suburban area. Data herein reflects sales 
in companies’ entire distribution area. Data pyoins to customer consumption and naturgal gas cost 
to customer is presented as equivalent to 975 B. t. u.’s. 

Source: Determined from data in Milwaukee “aes Light Co.’s prospectus dated Oct. 30, 1950; Moody’s 
Public Utility Manual; annual reports to the Federal Power Commission by Michigan Wisconsin Pipe 
Line Co., and the American Gas Association Rate Book. 





NATURAL GAS 


MILWAUKEE 
Comparative Prices of Natural Gas 
Paid to the Producers in the Field, Paid to the Pipeline 
Company and Received by the Distributing Company 
Average for all gas used by residential customers 


1953 
(Source: Annual Reports to FPC; Moody's Public Utilities) 


Price received by 


distributing company $1.26 per Mcf 


Cost of distribution to 
Milwaukee customers 


Price received by pipeline 
company > $.35 per Mcf 


Cost of transportation 
from field to distributor 


Price paid to producers in 
the field > $.095 per Mcf 








NATURAL GAS 


1339 


Minneapolis, Minn.—Served by Minneapolis Gas Co.; supplied by Northern 


Natural Gas Co. 





| 1949 | 1950 


| ———$ | 





Volume supplied to Minneapolis Gas Co., 


thousand cubic feet !__..-.....--.------- | 24, 543, 879 | 30, 987, 633 


Weighted average field price received by | 
producers for natural gas supplied to | 
Minneapolis, cents per thousand cubic 
SNe eee aca ee hee cioctncnce 5.0 | 6.6 

Average cost of natural gas supplied at city | 
gate, cents per thousand cubic feet !_-_ -- 17.9 | 17.4 

Total number of gas customers served by 
Minneapolis Gas Co...-.----.------- aa 151, 149 157, 787 

Average cost of gas to all customers, cents | 
per thousand cubic feet__------- 52. 1 52.8 

Number of residential gas customers 
served by Minneapolis Gas Co-- i 144, 077 150, 415 

Average use per residential gas customer, 
thousand cubic feet per year------ 83.7 103. 2 

Average cost of gas to residential customer, 
cents per thousand cubic feet __-..----.-- 76. 6 75.4 

Price to residential customer in Minneap- 
olis for typical cooking, water heating 
and home heating use, cents per thou- 

SN I HEE PE iecnticknnacencescteny 69.4 66. 5 


1 On basis of 14.73 p. s. i. a. pressure base. 


1951 


38, 592, 280 


7.3 
17.4 
164, 761 
49. 2 
157, 008 
118.2 


69.4 | 


1952 
41, 614, 328 
8.0 


18.9 | 
171, 528 


| 56. 7 | 


163, 395 
121.5 | 
78.5 | 


1953 


45, 579, 735 


9.8 

20. 2 
178, 463 
59. 0 
169, 523 
128.8 
81.7 


75.3 


223.5 M.c. f. per month quantity estimated to be used by residential customer for home heating, cooking, 


and water heating. 


Note.—Minneapolis Gas Co. serves gas in Minneapolis and 16 surrounding communities. 


keting data presented herein is total for company. 


The mar 


Source: Annual reports to the Federal Power Commission by Northern Natural Gas Co., Moody’ 


Public Utility Manual, and American Gas Association Rate Book. 
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NATURAL GAS 


MINNEAPOLIS 
Comparative Prices of Natural Gas 
Paid to the Producers in the Field, Paid to the Pipeline 
Company and Received by the Distributing Company 


Average for all gas used by residential customers 


1953 
(Source: Annual Reports to FPC: Moody's Public Utilities) 


Price received by 
distributing company re 81.7 cents per Mcf 


Cost of distribution to 
Minneapolis customers 


Price received by pipeline 
company 20.2 cents per Mcf 


Cost of transportation 
from field to distributor 


Price paid to producers in , 9.8 cents per Mcf 
the field 





NATURAL GAS 


1341 


City of Montgomery, Ala.—Served by Alabama Gas Corp.; supplied by Southern 


Natural Gas Co. 


1951 | 1952 | 1953 


Weighted average field price received by independent pro- 

ducers for natural gas supplied to city of Montgomery, cents 

per thousand cubic feet. 6. 09 6. 12 7.13 
Volume of natural gas supplied at city write, thousand cubic feet __/4, 201,491 |4, 581, 515 |4, 954, 020 
Average cost of natural gas delivered to city gate, cents per 

thousand cubic feet k 23.3 21.6 
Price to residential customer for typical cooking and water heat- 

ing use,! dollars per thousand cubic feet 1. 1. 24 1.24 
Price to residential customer for typical cooking, water heating 

and home heating use,? cents per thousand cubic feet . 78.1 78.1 


12.5 M.c. f. per month is quantity estimated to be used by residential customer for this use. 
27.0 M. c.f. per month is quantity estimated to be used by residential customer for this use. 


8.09 
5, 183, 527 


23.4 
1, 24 
78.1 


Source: Annual reports to the Federal Power Commission by the pipeline companies, American Gas 


Association Rate Book. 





NATURAL GAS 


MONTGOMERY 
Comparative Prices of Natural Gas 
Paid to the Producers in the Field, Paid to the Pipeline 
Company and Received by the Distributing Company 
Based on price to residential customer for estimated 
typical cooking, water heating and home heating 
(7.0 Mcf) 


1953 
(Source: Annual Reports to FPC by Pipeline Companies and 
A.G.A. Rate Book) 


Price received by 
distributing company neanvciliap 78.1 cents per Mcf 


Cost of distribution to 
Montgomery customers 


Price received by pipeline 


company > 23.4 cents per Mcf 


Cost of transportation 
from field to distributor 


Price paid to producers in 
the field 8.1 cents per Mcf 





NATURAL GAS 





1343 


Nashville, Tenn.—Served by the Nashville Gas Co.; supplied by Tennessee 
Natural Gas Lines, Inc., from Tennessee Gas Transmission Co. 


Volume of natural gas supplied to Nash- | 
ville Gas Co., thousand cubic feet _- 
Weighted av erage field price received. by 
producers for natural gas supplied to 
Nashville, cents per thousand cubic feet_ 
Average cost of natural gas at Nashville 


city gate, cents per housand cubic feet _ -| 


Price to residential customer in Nashville 
for typical cooking and water heating 
use,! cents per thousand cubic feet - - -__- 

Price to residential customer in Nashville | 
for typical cooking, water heating, and 
home heating use,? cents per thousand | 
GERI akon crekndciwencdvdondased 


| 1949 


---|8, 982, 053 





17.6 


| 140. 4 | 


4.6 | 


1950 


4, 351, 112 | 


5.1 
23. 2 


140. 4 





87.0 | 








| 


| 


19 


5, 897, 077 


1 


51 


bh 
Yr o 


40. 


| 1952 | 1953 1954 
| 

ot 40 | 7,814, 508 | 9, 195, 517 
Hs; 6.6 | 9.5 10.6 
8 | 24.0 | 25.9 | 30. 5 
| 

| 140. 4 | | 142. 1 142.1 
| 

7.0 | 87.0 | 90. 6 90. 6 





125 therms per month (2.4 M ec. f. of 1,043 B. t. u. natural gas) is quantity estimated to be used by a resi- 
dential customer for cooking and water heating. 
2140 therms per month (13.4 M e. f. of 1,043 B. t. u. natural gas) is quantity estimated to be used by a 
residential customer for cooking, water heating, and home heating. 


NorTE.—Therm equals 100,000 B. t. u.’s, 1,043 B. t. u.’s per cubic foot is the average heat content of the 


natural gas supplied. 


Source: Moody’s Public Utility Manual, annual reports of the pipeline companies to the Federal Power 
Commission, and the American Gas Association Rate Book. 








NATURAL GAS 


NASHVILLE 
Comparative Prices of Natural Gas 
Paid to the Producers in the Field, Paid to the Pipeline 
Company and Received by the Distributing Company 
For 13.4 Mcf of Monthly Residential Uses, 
Including House Heating 


1953 
(Source: Annual reports to FPC; Rate Service, A.G.A.) 


Price received by 
distributing company —>- 90.6 cents per Mcf 


Cost of distribution to 
Nashville customers 


Price received by pipeline 
company —_—> 30.5 cents per Mcf 


Cost of transportation to 
distributing company 


Price paid to producers in 
the field —_ > 10.6 cents per Mcf 








NATURAL GAS 1345 


NEW HAVEN 
Comparative Prices of Natural Gas 
Paid to the Producers in the Field, Paid to the Pipeline 
Company and Received by the Distributing Company 


Based on price to residential customer for estimated 
typical cooking and water heating use 
(2.38 Mcf of 1050 Btu natural gas)* 


1953 
(Source: Annual Reports to FPC by Pipeline Companies and 
A.G.A. Rate Book) 


Price received by 


distributing company > $2.69 per Mcf 








Cost of distribution to 
New Haven customers, 
including additional cost 
of supplemental manufac- 
tured gas 


Price received by pipeline 


company wala $.562 per Mcf 


Cost of transportation 
from field to distributor 


Price paid to producers in 


the field $.101 per Mcf 


ronnie 
uivalent to 4.73 Mcf of 
528 Btu mixed gas 








NATURAL GAS 


EW ORLEANS 


Comparative Prices of Natural Gas 
Paid to the Producers in the Pield, Paid the Pipeline Company 
and received by the Distributing Company 


Based on price to residential customer for estimated typical cooking, 
water heating and home heating use 
(6.54 Mef) 


1953 


(Source: Annual Reports to F.P.C. by Pipeline Companies; 
AeGeAe Rate Book) 


Price received by ——__—__—__> 71.0 cents per Mcf 
distributing company 


Cost of distribution to 
Wew Orleans Customers 


Price received by pipeline 


company 13.0 cents per Mef 
Cost of ey ny en Al 

distri r 
from field to 8.1 cents per Mcf 


Price paid to producers in — 
the field 








NATURAL GAS 1347 


NEWPORT NEWS, VA. 


Comparative Prices of Natural Gas 
Paid to the Producers in the Field, Paid to the Pipeline Company 
and received by the Distributing Company 


Based on price to residential customer for estimated typical 
cooking, water heating and home heating use 
(12.17 Mcf of 1150 Btu gas) 


1953 


(Source: Annual Reports to F.P.C. by Pipeline Companies; 
and A.G.A. Rate Book) 


Price received by distributing ~» $1.65 per Mcf 
company 


Cost of distribution to 
Newport News customers 





Price received by pipeline company—» $ .503 per Mcf 


Cost of transportation from 
field to distributor 


Price paid to producers in the field $ .11 per Mcf 








NATURAL GAS 


NEW YORK CITY and WESTCHESTER COUNTY 
Service Area of Consolidated Edison Company, Inc. 


Comparative Prices of Natural Gas 
Paid to the Producers in the Fields, Paid to the Pipeline Company 
and Received by the Distributing Company 
Averages for all natural gas used by residential customers 
1954 


(Sources: Annual Reports to F.P.C. and New York Commission) 


Price received by distributing —»> $2.42 per Mcf 
company (1055 Btu equivalent) 


Cost of distribution to 
customers in New York 
and Westchester combined, 
including cost of 
Supplemental gas from 
coal and oil (about 10% 
of total gas distributed) 


Price received by Sree | TS 
an $ .313 per Mef 


Cost of transportation from 
field to distributor 


Price paid to producers in 4» $ .078 per Mcf 
the field 





NATURAL GAS 


NEWARK, TRENTON, CAMDEN and Other Cities 
Served By Public Service Electric & Gas Company (N.J.) 


Comparative Prices of Gas 
Paid to the Producers in the Field, Paid to the Pipeline 
Companies and Received by the Distributing Company 
Averages for all gas used by residential customers 
1953 


(Source: Annual Reports to the F.P.C.; 
Moody's Public Utilities) 


Price received by Distributing —» $1.96 per Mof 
Company for mixed gas (1040 Btu equivalent) 


Cost of manufacturing 

mixing and distributing: 
Company distributes 

mixed gas, with about 

1/3 of heat value derived 

from coal or oil and 2/3 

from natural gas 


Average price received by inter- 


state pipeline companies $ .336 per Mof 
Cost of transporting 
natural gas to points of 
delivery in New Jersey 


Average price paid to producers > $ .086 per Mcf 
in field for natural gas 


cents 





NATURAL GAS 


NORFOLK, VA. 


Comparative Prices of Natural Gas 
Paid to the Producers: in the Field, Paid to the Pipeline Company 
and received by the Distributing Company 


Based on price to residential customer for estimated typical 


cooking, water heating and home heating use 
(11.30 Mcf of 1150 Btu natural gas per month) 


1953 


(Source: Annual Reports to F.P.C. from Pipeline Companies; 
and A.G.A. Rate Book) 


Price received by distributing _, $1.67 per Mcf 
company 


Cost of distribution to 
Norfolk customers 


Price received by pipeline campany_. $ .503 per Mcf 


Cost of transportation from 
field to distributor 


Price paid to producers in the field 





NATURAL GAS 1351 


Philadelphia, Pa.—Served by Philadelphia Gas Works Division of United Gas 
Improvement OCo.; supplied by Transcontinental Gas Pipe Line Corp. and 
Texas Eastern Transmission Corp. 





1949 


Volume of natural gas sup- 
plied to Philadelphia Gas 
Works at city gate, thou- | 
sand cubic feet 15, 214, 623 ; , 003 | 27,314, 373 , 856, | 34, 418, 912 40, 000, 000 

Weighted average field price 
received by producers for 
gas supplied to Philadel- 
phia, cents per thousand 
cubic feet 

Average cost of natural gas at 
city gate, cents per thou- 
sand cubic feet } 

Price to residential customer | 
for typical cooking and 
water heating use,' dollars 
per thousand cubic feet - ____| 

Price to residential customer 
for typical cooking, water | 
heating, and home heating | 
use,? dollars per thousand | j 
cubie feet 5 1. 36 | 1. 36 1. 36 | 1. 36 | | 








1. 36 





125 nonin s per month (2.5 M e. f. of 1,000 B. t. u. abana bow: is quantity eatmenel: to > be used a a 
residential customer for cooking and heating water. 

2160 therms per month (16 M ec. f. of 1,000 B. t. u. natural gas) is quantity estimated to be used by a 
residential customer for cooking, water heating, and home heating. 


NoTE.—10 therms equal 1 million B. t. u.’s or the equivalent of 1 M ec. f. of 1,000 B. t. u. natural gas. 
Prices to residential customers, as used herein, are on the basis of 1,000 B. t. u. gas. Mixed gas of lower heat 
content is actually served. 

Source: Annual reports of pipeline companies to the Federal Power Commission and the American Gas 
Association Rate Book. 





NATURAL GAS 


PHILADELPHIA 
Comparative Prices of Natural Gas 
Paid to the Producer in the Field, Paid to the Pipeline 
Company and Received by the Local Distributor 
For 16 Mcf of Monthly Residential Uses 
Including House Heating 


1953 
(Source: Annual Reports to FPC; Rate Service, A.G.A.) 


Price received by 
distributing company $1.36 per Mcf 


—_—> 
Cost of distribution to 
Philadelphia customers, 
including higher cost 
supplemental manufactured 
gas 


Price received by interstate 


pipeline company 
Cost of transportation to 
Philadelphia city gate 
Price id to producers 
re : —>- $.095 per Mcf 


in the field 


$.36 per Mcf 








NATURAL GAS 1353 


City of Pittsburgh, Pa.—Served by Manufacturers Light 4 Heat Co. 





1950 1951 1952 1953 











Weighted average field price received by independent producers for 
natural gas supplied to Manufacturers Light & Heat Co., cents per 


CURRIN INI is Salsa cast tha i a tia 10.83 | 12.81 15. 26 15. 83 
Average cost of natural gas delivered to city gate for manufacturers 

Light & Heat Co., cents per thousand cubic feet.................--.-- 25.03 | 25.63 | 27.86 33. 47 
Number of residential customers in city of Pittsburgh served by Manu- 

factumens TGS G@ BOONE Gee soos w Sac cagecccgicnaccsusecentccsscese 20, 926 | 21,094 (1) 21, 632 
Average use per residential customer, thousand cubic feet per year- -- -- 127.0 | 145.2 (1) 142.0 


Average cost per thousand cubic feet for residential use, cents_-.-.....-. 60. 8 59.1 | () | 69.3 





1 Not available. 


NotTE.—Data presented is for Manufacturers Light & Heat Co. portion of Pittsburgh only. 
Source: Annual reports to the Federal Power Commission by the pipeline companies. 








NATURAL GAS 


PITTSBURGH, PENNSYLVANIA 
Comparative Prices of Natural Gas 
Paid to the Producers in the Field, Paid to the Pipeline Company 
and received by the Distributing Company 
Based on the Average Cost per Residential Customer 
1953 


(Source: Annual Reports to F.P.C. by Pipeline Companies) 


Price received by Distributing Company 69.3 cents per Mc? 


Price received by pipeline company 


33.5 cents per Mcf 


Cost of transportation from 
field to distributor 


Price paid to Producers in the 
Appalachian and Southwestern fields 


—_" 

Cost of distribution to 
Pittsburgh customers 

ona 

! 

—> 


| 
Se 
| | 
| | 
| 
| 


11.9 cents per Mcf 


11.9 


| 


bie ot 





NATURAL GAS 


PORTSMOUTH, OHIO 
Comparative Prices of Natural Gas 
Paid to the Producers in the Field, Paid to the Pipeline Company 
and received by the Distributing Company 
Based on price to residential customer for estimated 
typical cooking, water heating end home heating use 
(14.09 Mcf per month) 
1953 


(Source: Annual Reports to F.P.C. by Pipeline Companies and A.G.A. Rate Book) 


Price received by distributing company 60.5 cents per Mcf 


Price received by pipeline company 


Cost of transportation from 
field to distributor 


— 
Cost of distribution to 
Portsmouth customers 
, 


Price paid to producers in the field 10.8 cents per Mcf 
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1356 NATURAL GAS 


City of Providence, R. I—Served by Providence Gas Co.; supplied by Algonquin 
Transmission Corp. 





Weighted average field price received by independent producers fo 
natural gas supplied to city of Providence, cents per thousand cubi 
feet 


Price to residential customer for typical cooking and water heating 
use,! dollars per thousand cubic feet 
Price to residential customer for typical cooking, water heating and 
home heating use,? dollars per thousand cubic feet -72| 1.74 





12.38 M c. f. per month is quantity estimated to be used by residential customer for this use. 
2 17.62 M c. f. per month is quantity estimated to be used by residential customer for this use. 


Norte.—Prices to residential customers based on thousand cubic feet of 1,050 B. t. u. natural gas equiva- 


lent to 510 B. t. u. gas. 
Source: Annual reports to the Federal Power Commission by the pipeline companies, American Gas 


Association Rate Book. 





NATURAL GAS 


PROVIDENCE 
Comparative Prices of Natural Gas 
Paid to the Producers in the Field, Paid to the Pipeline 
Company and Received by the Distributing Company 


Based on price to residential customer for estimated 
typical cooking and water heating use 
(2.38 Mcf of 1050 Btu natural gas) 


As of December 15, 1953 


Source: Annual Reports: to FPC by Pipeline Companies and 
A.G.A. Rate Book) 


Price received by 
distributing company $3.64 per Mcf 


$.523 per Mcf 


company 


Cost of transportation 
from field to distributor 


Price paid to producers in 
the field 


Cost of distribution to 
Providence customers 
Price received by pipeline 
{ 
ee 


$.101 per Mcf 





1358 NATURAL GAS 


Richmond, Va.—Served by a municipal system; supplied by Commonwealth 
Natural Gas Corp. 


1949 1951 1952 


Estimated average field price received by producers 
for gas supplied to Richmond, cents per thousand 
7.7 
Average cost of gas to Commonwealth Natural Gas 
Corp., cents per thousand cubic feet 27.9 
Volume of natural gas supplied to city of Richmond, 
thousand cubic feet 368, 220 |2, 022, 617 
Average cost of natural gas at Richmond city gate, 
cents per thousand cubic feet 42.0 
Price to residential customer in Richmond for 
typical cooking and water heating use,! dollars per 
thousand cubic feet . . 2. 26 
Price to residential customer in Richmond for typical 
cooking, water heating, and home heating use,? 
dollars per thousand cubic feet 3 1, 21 


(82 miles from Standardsville, Va., to Richmond.) 


12.27 M c. f. per month is quantity estimated to be used by residential customer for this use. 
313.18 M c. f. per month is quantity estimated to be used by residential customer for this use. 


Norte.—Natural gas was introduced in 1950. 1949 prices to residential customer are on equivalent basis 
of 1,100 B. t.u. natural gas... Prices to residential customers are those in effect Dec. 15 of each year and in- 
clude 5 percent city utility tax. 

Source: Annual Reports to the Federal Power Commission by Commonwealth Natural Gas Corp. 
and other supplier pipeline companies, and the American Gas Association Rate Book. 





NATURAL GAS 


RICHMOND 
Comparative Prices of Natural Gas 
Paid to the Producers in the Field, Paid to the. Pipeline 
Company, and received by the Distributing Company 
For 13.2 Mcf of Monthly Residential Uses 
Including House Heating 


1953 
(Source: Annual Reports to the FPC, Rate Service; A.G.A.) 


Price received by 
distributing company a, $1.53 per Mcf 


Cost of distribution to 
Richmond consumers 


Price received by interstate a 
pipeline company ape $.525 per Ncf 


Cost of transportation 
from field to distributing 


company 


Price paid to producers in 
the field _—_ $.11 per Mof 





NATURAL GAS 


ROANOKE, VIRGINIA 


Comparative price of Natural Gas 
Paid to the Producers in the Field, Paid to the Pipeline Company 
and received by the Distributing Company 


Based on price to residential customer for estimated typical 
cooking, water heating and home heating use 
(14.76 Mcef per month) 
1953 


(Source: Annual Reports to F.P.C. by Pipeline Companies 
and American Gas Association Rate Book) 


Price received by distributing company $ 1:22 per Mf 


Price received by pipeline company 


Cost of transportation from 
field to distributor 


—_ 
Cost of distribution to 
Roanoke customers 
—_> 
> 


Price paid to producers in the field 





NATURAL GAS 


ROCHESTER, NEW YORK 
Comparative Prices of Natural Gas 
Paid to the Producers in the Field, Paid to the Pipeline Company 
and received by the Distributing Company 
Average price for all gas used by residential customers 
1953 


(Sources: Annual Reports to F.P.C. by Pipeline Companies 
and Moody's Public Utility Manual) 


Price received by distributing company 


$ 1.73 per Mcf * 


— 

*Average price 
converted from 
therm to Mcf 
unit on basis 
of 1030 Btu 
natural gas. 

Cost of distribution to 
Rochester customers 
(includes cost of reforming 
since both straight natural 
> 
ae 


gas and mixed gas are 
served) 


Price received by pipeline company 


Cost of transportation from 
field to distributor 


Price paid to producers in the field 





NATURAL GAS 


ROME, GEORGIA 
Comparative Prices. of Natural Gas 
Paid to the Producers in the Field, Paid to the Pipeline Company 

and received by the Distributing Company 
Based on price to residential customer for estimated 
typical cooking, water heating and home hea’ use 

(9.0 Mcf per month of 1000 Btu gas 

1953 


Source: Anmal Reports to F.P.C. by the Pipeline Companies and A.G.A. Rate Book 


Price received by distributing company 69.2 cents per Mf 


Price received by pipeline company 


Cost of transportation from 
field to distributor 


Price paid to producers in the field 8.1 cents per Mcf 





NATURAL GAS 1363 


City of Sacramento, Calif—Served by Pacific Gas ¢ Electric Co.; supplied by 
Pacific Gas @ Electric Co. 


Weighted average field price received by independent producers for natural gas 
supplied to city of Sacramento, cents per thousand cubic feet 

Average cost of natural gas delivered to Pacific Gas & Electric Co., cents per 
thousand cubic feet 

Numbers of residential customers in city of Sacramento 

Average use per residential customer, thousand cubic feet per year 

Average cost per thousand cubic feet for residential use, cents 


Source: Annual reports to the Federal Power Commission by the pipeline companies. 








1364 NATURAL GAS 


SACRAMENTO 
Comparative Prices of Natural Gas 
Paid to the Producers in the Field, Paid to the Pipeline 
Company and Received by the Distributing Company 
Average for all gas used by residential customers 


1953 
(Source: Annual Reports to FPC by Pipeline Companies) 


Price received by 


distributing company SEE 55.9 cents per Mcf 


Cost incurred. by P.G.&E. 
to distribute gas to 
Sacramento customers 


Cost of gas to distributing 
company ——-> 


Portion of cost of trans- 
portation from field to 
distributing co. appl. to 
other pipeline cos. 
Price paid to producers in 
Southwest and in California 
fields 


22.0 cents per Mcf 


14.3 cents per Mcf 











NATURAL GAS 


SPRINGFIELD, OHIO 


Comparative Price of Natural Gas 
Paid to the Producers in the Field, Paid to the Pipeline Company 
and received by the Distributing Company 


Based on price to residential customer for estimated typical 
cooking, water heating and home heating use 
(17.96 Mcf per month of 1030 Btu gas) 


1953 


(Source: Annual Reports to F.P.C. by Pipeline Companies 
and American Gas Association Rate Book) 


Price received by distributing company _, 69.6 cents per Mcf 


Cost of distribution to 
Springfield customers 


Price paid by pipeline company 


Cost of transportation from 
field to distributor 


Price paid to producers in the field _, 10.59 cents per Mcf 








1366 NATURAL GAS 


St. Louis, Mo.—Served by the Laclede Gas Oo.; supplied by Mississippi River 
Fuel Corp. 





1949 1950 1952 1953 














Volume of natural gas supplied to Laclede 
Gas Co., thousand cubic feet..........--] 13,772,901 | 30,339, 740 | 37,422,692 | 40,494,240 | 44,762,818 
Estimated average field price received by 
producer for natural gas supplied to 


St. Louis, cents per thousand cubic feet -- 5.5 5.9 8.0 9.3 9.5 
Average cost of natural gas to Laclede Gas 
Co., cents per thousand cubic feet - --- - -- 19.1 20. 7 24.7 22.0 27.2 


Avene? heat content of natural gas sup- 
lied in British thermal units per cubic 


I OR EE. 1, 009 1, 033 1, 043 1, 047 1, 063 
Total number of gas customers served by 

pO SE jet patente tp 304, 017 315, 417 325, 832 333, 985 342, 003 
Number of residential customers served by 

REE SND TA ialcdidinwene rbancekcacase 292, 120 299, 525 309, 357 317, 565 323, 406 
Average use per residential customer, 

thousand cubic feet per year....---...--- 35.5 50.9 73.2 72.2 72.3 
Average cost of gas to residential customer, 

cents per thousand cubic feet. .-_-.--.-.---- 113.9 104.9 04.5 96.0 99.2 
Price to residential customer in St. Louis 

for typical cooking, water heating, and 

home heating use, cents per thousand 

GEE Rivnecicncnpeandietatmusacoence 78.6 80.4 81.2 81.5 91.0 


1160 therms per month is quantity estimated to be used by a residential customer for space heating, 
eooking, and heating water. 


Note.—Laclede Gas Co. serves city and county of St. Louis. Converted to straight natural gas between 
May and December 1949. Sales data in therms converted to thousand cubic feet on basis of heat content 
of natural gas purchased. F , 

Source: Annual reports to the Federal Power Commission by Mississippi River Fuel Corp., Laclede 
= — — report to stockholders for 1950, prospectus dated Dec. 1, 1954, and American Gas Asso- 

ion Rate Book. 








NATURAL GAS 


ST. LOUIS 
Comparative Prices of Natural Gas 
Paid to the Producer in the Field, Paid to the Pipeline 
Company and Received by the Distributing Company 
For 16 Mcf of Monthly Residential Uses 
Including House Heating 


1953 
(Source: Annual Reports to FPC; Rate Service, A.G.A.) 


Gane ees a 5 91.0 ts per Mcf 
istributing company -O cents 


Cost of distribution to 
St. Louis customers 


Price received by interstate 
pipeline company > 27.2 cents per Mcf 


Cost of transportation to 
St. Louis city gate 


Price paid to producers in 
the field > 9.5 cents per Mcf 








1368 


City of St. Paul, Minn.—Served by Northern States Power Co.; 


NATURAL GAS 


Northern Natural Gas Co. 





Weighted average field price received by inde- 
pendent producers fornatural‘gas supplied to 
city of St. Paul, cents per thousand cubic feet. 

Volume of natural gas supplied at city gate, 
thousands of cubic feet................----.-- 

Average cost of natural gas delivered to city 
gate, cents per thousand cubic feet__._______- 

Price to residential customer for typical cook- 
ing and water heating use,? dollars per 


I ee | 


Price to residential customer for typical cook- 
ing, water heating and home heating use,’ 
cents per thousan 


Rais ctictssscntecaretec 


6. 56 
9, 988, 865 
15.1 


77.4 


1951 


7. 2 
17, 777, 948 
16.6 








supplied by 








1952 1953 1954 
7.99 9.79 () 
21, 844, 267 | 21, 805, 097 | 10] 
18.1 19.6 (4) 
1.00 | aes 1.00 
75.1 75.1 | 75.1 





1 Not available. 


22.5 thousand cubic feet per month is quantity estimated to be used by residential customer for this use 
323 thousand cubic feet per month is quantity estimated to be used by residential for this use. 


Source: Annual reports to the Federal Power Commission by the pipeline companies, and American 
Gas Association Rate Book, 














NATURAL GAS 


ST. PAUL 
Comparative Prices of Natural Gas 
Paid to the Producers in the Field, Paid to the Pipeline 
Company and Received by the Distributing Company 


Based on price to residential customer for estimated 
typical cooking, water heating and home heating 
(23.0 Mcf) 


1953 : 
(Source: Annual Reports to FPC by Pipeline Companies and 
A.G.A. Rate Book) 


Price received by 
distributing company —— 75.1 cents per Mcf 


19.6 cents per Mcf 


company 


Cost of transportation 
from field to distributor 


Price paid to producers in 
the field 


Cost of distribution to 
St. Paul customers 
Price received by pipeline 
{ 


9.8 cents per Mcf 








1370 NATURAL GAS 


Oity of Savannah, Ga.—Served by South Atlantic Gas Co.; supplied by Southern 
Natural Gas Co. 


| 1950 | 1951 1952 | 1953 | 19s 1954 


= 


Weighted average field price received by independent producers 
for natural pas supplied to city of Savannah, cents per thou- 
t 





SEE anh a rete ke a einen dewwane ogankoulsdawceess]aenncucslusnshese Ue OF Teteeasss 
Average cost of natural gas delivered to South Atlantic Gas Co., 

cents per thomas Gisele. 5-5. ele. Cs AG me i....... 
Price to residential customer for typical cooking and water 

heating use,' dollars per thousand cubic feet -_...........-.-- 2. 85 3. 20 3. 30 3.30 1.95 
Price to residential customer for typical cooking, water heating 

and home heating use,? dollars per thousand cubic feet-_-_-__-- 1.97 2. 08 2.18 | 2.18 1, 42 


‘ 1 _- M ec. f. per month (1,040 B. t. u. natural gas) is quantity estimated to be used by residential customer 
or this use. 
‘ 2 os M c. f. per month (1,040 B. t. u. natural gas) is quantity estimated to be used by residential customer 
or this use. 


Nots.—First deliveries of natural gas were in October 1953. Prices to residential customers are on basis 
of 1,040 B. t. u. natural gas although water gas of 600 B. t. u. content or lower was served prior to conversion. 

Source: Annual reports to the Federal Power Commission by the pipeline companies, American Gas 
Association Rate Book. 
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SAVANNAH 
Comparative Price of Natural Gas 
Paid to the Producers in the Field, Paid to the Pipeline 
Company and Received by the Distributing Company 
Based on price to residential customer for estimated 
typical cooking, water heating and home heating 
(6.25 Mcf of 1040 Btu gas) 


As of December 15, 1953 
(Source: Annual Reports to FPC by Pipeline Companies and 
A.G.A. Rate Book) 


Price received by 
distributing company ne $2.18 per Mcf 


Cost.of distribution to 
Savannah customers 


Price received by pipeline 


company ensuite 24.3¢ per Mcf 
Cost of transportation 7 


field to distributor 


Price paid to producers in —— — 8.1¢ per Mcf 
the field 


61557—55—pt. 2——-28 
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City of Toledo, Ohio—Served by Ohio Fuel Gas Co.; supplied by various 
pipelines 


1950 1951 | 1952 | 1953 








tt eee 
} 


Estimated average field price received by independent producers for | 
natural gas supplied to city of Toledo, cents per thousand cubic feet 0.27; 7.72 8.56} 10.59 
Average cost of natural gas delivered to Ohio Fuel Gas Co., cents per | | 
thousand cubic feet <Saimsininnen, ee} 2 abhi ae ee 29. 26 


Number of residential customers in city of Toledo. ___- : 81,212 | 80, 423 ; $1,919 | 82,632 
Average use per residential customer, thousand cubic feet per year _--| 118.3} 180.1; 124.0; 119.6 


Average cost per thousand cubic feet for residential use, cents. Bank 59.9) 591); 58.7 | 65. 2 





Source: Annual reports to the Federal Power Commission by the pipeline companies, 
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TOLEDO 
Comparative Prices of Natural Gas 
Paid to the Producers in the Field, Paid to the Pipeline 
Company and Received by the Distributing Company 
Average for all gas used by residential customers 


1953 
(Source: Annual Reports to FPC by Pipeline Companies) 


Price received by 
distributing company 65.2 cents per Mcf 


Cost of distribution to 
Toledo customers 


Price received by pipeline 
company 29.3 cents per Mcf 


Cost of transportation 
from field to distributor 


Price paid to producers 
in the field 10.6 cents per Mcf 
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TUSCALOOSA, ALABAMA 


Comparative Prices of Natural Gas 
Padi to the Producers in the Field, Paid to the Pipeline Company 
and received by the Distributing Company 


Based on price to residential customer for estimated 
typical cooking, water heating and home heating use 
(9.0 Mcf per month) 
1953 


(Source: Annual Reports to F.P.C. by Pipeline Companies 
and Ameriean Gas Association Rate Book) 


Brice received by distributing company 70.7 cents per Mcf 


@ost of distribution to 
Tuscaloosa customers 


Brice received by pipeline company 21.9 cents per Mcf 


Cost of transportation from 
field to distributor 


Price paid to producers in the field 8.1 cents per Mf 





Wasi 


Estim 
duce 
ton 
feet 

Volur 
tho 

Averé 
pan 
Heat 
pan 
Total 
con 
Aver: 


Num 
ser 
Aver 


Avel 
( 
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Washington Gas Light Co. (Consolidated)—Supplied by Atlantic Seaboard Corp. 


| 1950 | 1951 1952 | 1953 | 1954 


Estimated average field price received by pro- | 
ducers for natural gas supplied to Washing- 
ton Gas Light Co., cents per thousand cubic | 
feet . 7.7 8.5 | 1.0) () 

Volume of natural gas supplied to company, 
thousand cubic feet per year 21, 737, 967 | 25, 086,145 | 26, 432, 814 0) 

Average cost of natural gas delivered to com- | 
pany, cents per thousand cubic feet . 33.3 40.6 449) (}) 

Heat content of natural gas delivered by com- } | 
pany, British thermal units per cubic foot_-- 1, 100 1, 087 | 1,057 | 1,054 

Total number of customers (meters) served by | 
company 286, 066 302, 191 314, 337 | 325,115 

Average cost of gas for all types of services: | 

CE ao os cccadcaneatmccddawen L 11.9 12.2 12.6 12.8 
Dollars per thousand cubic feet__......--- . 1, 31 1. 33 1.33} 135 

Number of residential (meters) customers 
served by company 264, 620 278, 725 289, 766 | 299, 205 

Average use per residential customer: 

Therms per year 676 717 709 | 794 
Thousand cubic feet per year k 61.5 65.9 67.0 75. 4 
Average cost for residential use: | 
Cents per therm... 12.0 12.4 2.8 13.0 
Dollars per thousand cubic feet . 1. 32 1. 34 . 35 1. 37 














1 Not available, 


Souree:. Determined from company prospectus dated Mar. 8, 1958, and annual reports to the Federal 
Power Commission by Atlantic Seaboard Corp. 


Washington, D. C.—Served by Washington Gas Light Co.; supplied by Atlantic 
Seaboard Corp. 





| | 
imo 6 | «= 1950 | «S198 | S982 
ae 


Volume of natural gas supplied to Wash- | 
ington Gas Light Co.,! thousand cubic 
_.| 14, 444, 236 | 18,303,659 | 21,732,479 | 25. 078, 797 


j } 


producers for gas supplied to Washing- 

ton Gas Light Co., cents per thousand | 

cubic feet... ____- ieee eee 2 8. 40 | 10.8 | , ji 11.0 
Average cost of natural gas supplied to | 

Washington Gas Light Co.,! cents per | | 

thousand cubic feet _- -| . 0 | 33.2 33. 2 } 44.9 
Total number of gas customers (ultimate 

users, meters) served by Washington | | | 

Gas Light Co_-_-- aia = | 175, 199 | 177, 618 | | 2 213, 332 
Average cost of gas to all customers, dollars | 

per thousand cubic feet...._.-- 1. 32 | 1. 23 ; 21.33 
Number of (domestic, meters) residential | | 

customers served by Washington Gas | 

Light Co 160, 464 162, 356 
Avérage use per ‘residential- customer, | 

thousand cubic feet per year \ 53.3 . 2 59.9 
Average cost to residential eustomer, oe 1190 





2 195, 423 


dollars per thousand cubic feet_...__.._--| 
Priee to residential customer in Wash- | 
ington, D. C., for typical cooking, and 
water heating use: 3 
Cents per therm.-...___.___- 
Dollars per thousand cubic feet _- Si 
Price to residential customer in Washing- 
ton, D. C., for typical cooking, water | 
heating, and home heating use: 4 
Cents per therm ; 10.9 | 
Dollars per thousand cubic feet... ...-_, 1. 20 | 





10.9 | 10.9 
1. 20 1. 20 31 | 1.33 


' Volume and pony cost are sales by Atlantic Seaboard to Washington Gas Light Co., and do not include 
sales to Washington Gas Light Company of Maryland. i ; 

? Washington Gas Light acquired through merger its subsidiaries, Washington Gas Light Comes of 
Maryland, Inc., and Prince George’s Gas Corp. on July 1, 1953, and Rosslyn Gas Co. and Potomac Gas Co. 
on Dec. 31, 1953. Data reflects operations of first 2 acquired companies for period Aug. 1, to Dec. 31, 1983. 
b 3 = therms per month is quantity estimated to be used by a typical residential customer for cooking and 

eating water. 

‘155 therms per month is quantity estimated to be used by a typical residential customer for cooking, 
water heating, and home heating. 


Notg.—Prices for notes 3 and 4 do not include 2 percent sales tax. Prices per thousand cubie feet under 
notes 3 and 4 are based on average heat content of gas distributed. 

Source: Annual reports to the Federal Power Commission by Washington Gas Light Co., Atlantic 
Seaboard Corp., and other:pipetine companies; the American Gas Association Rate Book. 
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WASHINGTON, D. C. 
Comparative Pricef of Natural Gas 
Paid to the Producer in the Field, Paid to the Pipeline 
Company and Received by the Distributing Company 
Averages for all gas used by residential customers 


1953 
(Source: Annual reports to the FPC) 


Price received by 


$1.39 per Nef 
distributing company 


Cost of distribution to 
Washington customers 





Price received by interstate» 
pipeline company 


$.45 per Mcf 


Cost of transportation from 
field to distributor 


Price paid to producers ~———¥» 
in the field 


$.11 per Mcf 





NATURAL GAS 


WAUKESHA 


Comparative Prices of Natural Gas 
Paid to the Producers in the Field, Paid to the Pipeline Company 
and Received by the Distributing Company 


Based on Price to Residential Customer for Estimated Typical 


Cooking, Water Heating and Home Heating Use 
(21.5 Mcf per month) 


1953 


(Source: Annual Reports to F.P.C. by Pipeline Companies; 
A.G.A. Rate Book) 


Price received by Distributing ——»y $1.05 per Mcf 
Company 


Cost of Distribution to 
Waukesha Customers 


Price received by Pipeline ———> 35 cents per Mcf 


Cost of transportation from 
field to Distributor 


Price paid to Producers in —_> 9.5 cents per Mcf 
the Field 
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City of Youngstown, Ohio.—Served by East Ohio Gas Co.; supplied by various 
pipelines 








Estimated average field price received by independent producers for 








natural gas supplied to city of Youngstown, cents per thousand cubic feet. 8.87 8.35 9. 05 11.4 
Average cost of natural gas delivered to East Ohio Gas Co., cents per 

SN Ga tentnccndnnsennanssaudianades Gereraneakased | 27.08 | 27.69 30.27 33. 80 
Number of residential customers in city of Youngstown. _-_--__-_-------- | 42,539 | 44,216 | 45,592 | 47,054 
Average use per residential customer, thousand cubic feet per year-.--._- | 123.4 144.7 153. 0 148. 1 
Average cost per thousand cubic feet for residential use, cents---_------- 58.2 57.8 58.0 | 60.5 





Source: Annual reports to the Federal Power Commission by the pipeline companies. 
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YOUNGSTOWN 
Comparative Prices of Natural Gas 
Paid to the Producers in the Field, Paid to the Pipeline 
Company and Received by the Distributing Company 


Average for all gas used by residential customers 


1953 
(Source: Annual Reports to FPC by’ Pipeline Companies) 


Price received by 


distributing company 60.5 cents per Mcf 


Cost of distribution to 
Youngstown customers 


Price received by pipeline 


company 33.8 cents per Mcf 


Cost of transportation 
from field to distributor 


Price paid to producers 


in the field 11.4 cents per Mcf 
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The Cuarrman. Now, our first witness this morning is Mr. Joseph 
S. Clark, Jr., mayor of the city of Philadelphia. 

Mayor Clark, we are very happy to have you appear as a witness. 

It is the under standing ‘of the Chair that you speak not only for 
yourself but for a mayors’ ‘committee of 50 and I hope you will identify 
that special group, because we have had so many groups we would like 
to have specified the various groups for whom individuals speak. 

And I want to thank that mayors’ committee for consolidating their 
testimony and allowing you to speak for all 50 of them. You may 
proceed. 


STATEMENT OF HON. JOSEPH S. CLARK, JR., MAYOR OF THE CITY 
OF PHILADELPHIA, PA. 


Mayor Ciark. Mr. Chairman, I appreciate the opportunity of ap- 
pearing before this committee and in view of your remarks with re- 
spect to the shortness of time, I will, if it is agr eeable, file my prepared 
statement and speak briefly in summary. 

The Cuarrman. Mayor, you have no idea how you gladden my heart 
when you say that. 

(The statement above referred to is as follows :) 


TESTIMONY OF JOSEPH S. CLARK, JR., MAYOR OF PHILADELPHIA, IN OPPOSITION 
To H. R. 4560 AND SrmMILarR Bitts TERMINATING FEDERAL JURISDICTION OVER 
THE FIELD PRICE OF NATURAL GAS SOLD FOR RESALE IN INTERSTATE COMMERCE 


! am the mayor of Philadelphia, and jointly with Mayors Robert Wagner 
of New York and David Lawrence of Pittsburgh have organized a mayors’ com- 
mittee to oppose the legislation presently before you. Fifty mayors, repre- 
senting cities with a combined population of over 30 million, are now members 
of this committee. A list of their names and of their cities is being filed with your 
committee. A number of these mayors will appear before you during the next 
few days; others, unable to appear, have prepared statements which will be 
presented to by their designated representatives. As mayors, we stand agreed 
that the millions of natural-gas consumers in the communities we represent 
have a tremendous stake in the issue now before you; and we have united in this 
effort to insure that the interests of these consumers are adequately expressed 
and protected. 

It is our firm belief that Federal jurisdiction over the field price of natural 
gas sold for resale in interstate commerce must be continued if the consumers’ 
interest is to be adequately protected. 

In outlining my position, I would like to speak first about the situation in 
Philadelphia. Philadelphia has a municipally owned gas works in which our 
citizens have invested over $100 million. It is operated on a fixed fee basis by 
a division of the United Gas Improvement Co., a public utility corporation. Its 
operations are supervised by a gas commission of 5 members, 2 of whom are 
members of city council, 1 of whom is appointed by the mayor, and another by 
the city controller, an elected public official. The fifth member of the gas com- 
mission is a representative of the United Gas Improvement Co. 

One hundred and fifty thousand Philadelphia householders have an average 
investment of $1,000 each in house-heating, cooking, and water-heating ap- 
pliances; 400,000 additional Philadelphia householders have cooking and/or 
water heating gas appliances representing an average investment of $250. 
The total investment in gas appliances of 550,000 Philadelphia consumers is ac- 
cordingly $250 million in addition to the $100-million investment in the municipal 
gas works. 

These figures do not include the large number of industrial and commercial 
users of gas in Philadelphia whose investment would run to many more millions 
of dollars. 

Natural gas first came to Philadelphia through the pipeline of Texas Eastern 
Transmission Corp. in 1948. Subsequently an additional supply was brought 
in through the pipeline of Transcontinental Gas Pipeline Co. The initial price 
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averaged 30 cents per thousand cubic feet. By reason of rate increases secured 
by the pipeline companies it has now risen to 39 cents a thousand cubic feet, an 
increase of nearly one-third. Philadelphia is currently purchasing 40 billion 
eubie feet of natural gas annually from these 2 pipeline companies. This in- 
crease in the rates charged our municipal gasworks means that the city of 
Philadelphia is paying $3,500,000 a year more for its natural gas than it would 
have at rates which prevailed in 1948. This money is moving out of Phil- 
adelphia principally to Texas, Louisiana, and other Southwestern States. The 
pipeline companies, of course, have no alternative but to raise their price to 
our municipal gasworks when the field price of the producer is raised. 

Despite this increase in the price of natural gas it has not yet been necessary 
for the city to raise the price of gas to the consumer. The contract between the 
city and UGI provides that gas shall be furnished to the consumer at cost, but 
broad leeway is given to permit modernization and extension of the gasworks 
plant on a pay-as-you-go basis, thus reducing the amount of bonded indebtedness 
required to pay for the capital improvements. 

Efficient management, prompt installation of cost-saving equipment—such as 
cyclic catalytic reforming furnaces—the large increase in the number of new 
house-heating customers (100,000 householders since 1948) have permitted us 
to absorb this large price increase without passing it along to the customer. 

However, the day of reckoning is close at hand. Gains in house heating are 
diminishing. Almost the last drop has been squeezed from the orange of savings 
due to efficient and economical operations. The city of Philadelphia, which as 
owner of the municipal gasworks is receiving $5,200,000 a year, is concerned 
lest this annual addition to our already inadequate municipal revenues be 
threatened or, in the alternative, an increase in rates to the consumer required 
by reason of any further increase in the field price of natural gas. 

While testimony before this committee indicates that the average field price 
is presently 10 cents per thousand cubic feet, our pipeline suppliers are paying 
substantially more; and it is necessary as a practical matter to pay as much 
as 13 cents, 15 cents or even 16 cents per thousand cubic feet for new supplies. 
Moreover, we hear alarming rumors that it is the intention of the oil companies 
and other large producers to push the field price to 25 cents per thousand cubic 
feet if this bill passes and the authority of the Federal Power Commission to 
regulate field prices is revoked. 

At the current rate of consumption, every penny added to the field price of 
natural gas adds $400,000 to the annual gas bill of Philadelphia; and adding 
10 cents would increase that bill by $4 million. 

I am sure the members of this committee will appreciate from the foregoing 
why Philadelphia is intensely interested in the legislation now being considered 
by the committee. 

Next, I should like to speak on the general reasons why consumer interests are 
opposed to this legislation. You gentlemen have listened long and attentively 
to the voluminous testimony presented to you both in support and in opposition 
to this bill. I suspect all the arguments have been covered many times. May 
I then summarize the consumer position, hoping that in being brief, I may 
help clarify the real issue. 

First, the issue before you is not whether the business of transporting natural 
gas in interstate commerce from wellhead to gas range all over the United States 
is affected with a public interest. That question was decided in the affirmative 
by this committee and by the Congress in 1938 when the Natural Gas Act was 
passed. The authority of the Federal Power Commission to regulate such a 
business from start to finish has been affirmed by the Supreme Court of the 
he States in a number of cases, of which Phillips Petroleum is only the 
atest. 

Second, there is no issue before you as to whether the field price of natural gas 
is presently reasonable. No showing has been made by the proponents of this 
legislation that prices now being received by the producer are not adequately 
compensatory; and this indeed from the point of view of the producer must 
be the ultimate test of reason. 

The third issue which is not before you, is whether present retail rates for 
gas are fair and reasonable—or indeed whether, as the proponents of this legis- 
lation have so attractively phrased it, it is unreasonable or unfair for the pro- 
ducers to ask, and the consumers to pay, “but a few more cents” for their gas a 
day. (If we are to cite figures, we should cite aggregates: and the aggregates 
we are dealing with here are billions and millions of dollars, and not pennies. 
For every penny added to the field price of natural gas adds $2 billions to the 
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value of present reserves owned by the producers, and millions of dollars to 
the total annual bills of our Nation’s gas consumers. ) 

The real question before you is whether there is any justification for increases 
of this sive. And the real issue raised by this legislation which we oppose is 
whether a group of producers, the fulcrum of whose power rests in the hands of 
the large oil companies in this country, should be permitted to determine the 
price of a commodity passing in interstate commerce and affected by the public 
interest, unilaterally and without policing in the consumer interest by a Federal 
regulatory body: the Federal Power Commission. If we can fasten our attention 
on that issue I would hope it would be a relatively simple decision to reject this 
bill on the ground that the public interest requires regulation of natural-gas 
prices at the point where the gas reaches the pipeline as well as after. Indeed 
it seems almost incredible that we all should admit not only the right but the 
duty of Government to regulate the price at which pipeline companies may sell 
gas to distributors and the price at which distributing companies, be they munici- 
pally owned or not, may sell gas to the consumer, while leaving wide open and 
without regulation the price at which the gas is sold by the producer to the 
pipeline. 

Much has been said about the natural operations of the law of supply and 
demand. I do not pretend to be an expert on so complex a question as whether 
free competition will keep the price of gas at the wellhead at a reasonable figure. 
I can only state what seems to me to be a commonsense conclusion—that where an 
article is in short supply and where buyers are rendered relatively immobile by 
the huge investment required to bring gas from new fields to pipelines and on to 
consumers, a prima facie case has been made for, at the very least, standby 
powers of regulation by the Federal Power Commission. Surely this is a case 
where the legislative arm of our Government should not arbitrarily remove from 
an existing regulatory body power to protect the consumer vested in it by existing 
legislation as interpreted by the Supreme Court of the United States. Is it not 
far wiser to leave the authority to determine the extent of regulation in the Com- 
mission, trusting to its administrative discretion to handle the matter in the 
public interest, and appreciating that any time this discretion is abused, the 
legislature retains its ultimate power to act to eliminate the abuse? 

I cannot take seriously the claim of proponents of this bill that if the duty 
of the Federal Power Commission to regulate these prices is continued there will 
be in effect a sitdown strike which will result in an even shorter supply of natural 
gas. That the oil companies will continue to drill for oil, I would think, is 
obvious. That a great deal of gas will be discovered in conjunction with newly 
discovered oil is certainly the history of the industry today. ‘That private 
capital not controlled by oil companies will continue to drill for gas found not in 
conjunction with oil, the record now before you seems to make clear. That 
despite all this the product appears to be in short supply by reason of constantly 
increasing demand from our cities would seem to prove the need for Federal 
regulation. 

Two elements would seem to me to be missing from that ideal state—the 
utopia of advocates of laissez faire—where natural forces of demand and supply 
result in a reasonable price of a commodity without the necessity for governmen- 
tal regulation. The first element is that there is no inexhaustible supply to 
produce competition between sellers. The second element which is lacking is 
freedom of choice on the part of the buyer. His pipeline is fixed and represents 
a large investment. He cannot turn away and buy from somebody else without 
a large additional investment. The ultimate consumer of natural gas is in the 
same situation. If he does not like the price of eggs at the American Store, 
he can go across the street to the A. & P. and all he loses is 5 minutes of his 
time. But if he is a new householder in Philadelphia using gas for cooking, house 
heating and water heating he must scrap a $1,000 investment in order to turn to 
coal or oil as a substitute. 

It is important to recall the process by which this has come about. In the 
late thirties and after World War II, those in possession of large reserves of 
gas in the Southwest could find no suitable market for their gas in that region, 
and they organized one after another of the large pipelines, in some cases 
by direct ownership and in other cases through the formation of legally inde 
pendent companies. These pipelines went to the market places throughout the 
country and said to the local distributing companies, “We have large blocks 
of gas which can be had at 20 cents os 25 cents. We will agree to provide you 
with this gas for a 20-year period at these prices. The price may change a3 
taxes are imposed or if there is a marked increase in the general commodity 
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index; but substantially our business is under the regulation of the Federal 
Power Commission and the reasonableness of our rates will be determined by 
the Commission.” 

The distributing companies calculated whether or not these prices were satis- 
factory and would justify the expenditure of millions of dollars to ready their 
systems for the use of natural gas. In almost all cases, the answers were in the 
affirmative. The Federal Power Commission ruled the projects were economi- 
cally feasible and certificated the pipelines. The lines were built and the gas 
turned on. Often rates to the ultimate consumers were reduced as the result of 
the coming of natural gas. Millions of customers were attracted by the advan- 
tages of gas and the rates which made it economical, or in some cases less costly, 
to use; and they spent hundreds of millions of dollars on equipment to heat their 
homes with gas. The process was complete. Those in control of the reserves had 
found their market; and an unbreakable chain had been welded which irretriev- 
ably ties the fortunes of the consumers to the producer in the Southwest. Few 
house-heating consumers indeed can afford to jeopardize the thousand dollars or 
more which they have in gas appliances. Faced with an increase in gas rates, 
their hands are tied by this investment; in the market place of fuels, they cannot 
choose as they will. 

The consumers in Philadelphia are no exception. Regulatory bodies in Phila- 
delphia and Pennsylvania cannot protect us. They must approve reasonably 
compensatory rates to local utilities. Local distributing companies are helpless. 
To get natural gas at all they have to agree to purchase from the pipeline com- 
panies for 20 years at rates considered reasonable by the Federal Power Com- 
mission. They have no authority under their contracts to reject new and higher 
prices. Indeed until the Phillips case the FPC considered itself helpless and 
reluctantly passed on hundreds of millions of dollars in field price increases in 
the former of higher transmission rates to distributing companies. 

To summarize and conclude, I suggest the logic of the situation is clear. 
This is a business affected with a public interest. It is a business in interstate 
commerce and therefore a Federal responsibility. The Congress has established 
the FPC to regulate this business. This bill would tie its hands and prevent it 
from regulating adequately the price of the very product which all admit needs 
a substantial measure of regulation. 

The clear conclusion I submit is that this bill should not pass and that the 
FPC should continue to exercise the authority given to it by the Natural Gas 
Act of 1988, as interpreted by the Supreme Court of the United States. If the 
consumer interest is to be protected this regulation must include adequate 
control .of the prices paid by producers to pipelines which carry the gas to 
distributing companies and to the ultimate consumer. 


APRIL 6, 1955. 


Mayor Joseph S. Clark, Jr., announced today that Mayor Robert F. Wagner 
of New York and Mayor David L. Lawrence of Pittsburgh have agreed to join 
him in organizing a national committee of mayors to oppose present efforts in 
Congress to exempt producers of natural gas from Federal price regulation. 

A telegram signed by the 3 mayors was sent this morning to the chief execu- 
tives of nearly 100 of the Nation’s largest cities inviting them to participate in a 
concerted effort to retain Federal controls over the price of natural gas sold to 
interstate pipelines. 

In releasing the text of the telegram, Mayor Clark declared, “The interests 
of gas consumers, of which there are nearly 600,000 in Philadelphia and over 
25 million in the United States, demand that there be effective controls over 
the price of natural gas. This is not a case where operation of free competition 
can be expected to protect the interests of consumers. The facts are otherwise. 

“Ever since it became possible to transport this valuable resource throughout 
the country, the Congress has held that the movement of natural gas in inter- 
state commerce is a matter affected by the public interest, and that therefore 
the Federal Government should exercise control over it,” Clark explained. 

“To seek to eliminate from this control a very essential element, the price at 
which the gas is purchased in the field, is to strike at the heart of the regulatory 
program and to leave the consumer at the mercy of the small group of oil com- 
panies which control the bulk of the gas reserves in this country. The Federal 
Power Commission has not exercised its control over the field price of gas 
entering into interstate commerce. In the absence of Federal control,” Clark 
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noted, “this price has increased year by year, being, in 1954, nearly double what 
it was 5 years ago.” 

These increases in field prices have forced the big interstate pipelines to 
increase their rates for the gas delivered throughout the country. In Phila- 
delphia, for instance, the price has gone from 30 cents per thousand cubic feet 
in 1950 to 39 cents in 1955, or a 30-percent increase in that brief span of years, 
Most of this increase has been occasioned by rise in the cost of field gas purchased, 
Upon the basis of present volumes of natural gas used in Philadelphia, this 
9-cent increase has meant a total cost of $314 million to Philadelphia alone, 

“Moreover, in the last 12 months, pipeline companies have had to ask the 
Federal Power Commission for rate increases totaling $128 million, largely 
caused by the increases in the cost to them of gas in the field. 

“In view of these facts, it is imperative that all major cities now experiencing 
Similar increases in cost take a strong position in favor of effective Federal 
control.” 

Regarding proposed legislation to exempt natural-gas producers from Federal 
price regulation greatly concerned that urban consumer interests are not being 
sufficiently weighed and represented. 

We therefore ask your support in forming mayors’ committee to oppose passage 
by Congress of H. R. 4560 and similar exemption bills. 

Time being short, would appreciate early reply to following questions: 

1, Will you participate? 

2. Would you join in testifying against H. R. 4560 or authorize the under- 
signed, as steering committee, to arrange testimony and appropriate public 
releases? 

3. Would you attend informal meeting of interested mayors in Washing- 
ton, 2 p. m., April 16, to plan further action? 

Please reply to Mayor Clark, Philadelphia. 


JOSEPH S. CLARK, Jr., 
Mayor of Philadelphia. 
Davin LAWRENCE, 
Mayor of Pittsburgh. 
RosERE WAGNER, 
Mayor of New York. 
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MemMBers oF Mayors’ CoMMITTEE To Oppose H. R. 4560 anp Stmimark EXEMPTION 
Butts (Cities WITH PoPULATION Over 100,000) 
1950 popula- 
tion (millions) 
Philadelphia, Pa., Joseph S. Clark, Jr 
Pittebunatl,:0., David Li; LOWrenee. na ~ + — cssdle citi ieee 
New York, N. Y., Robert F. Wagner 
Akron, Ohio, Leo Berg 
Birmingham, Ala., J. W. Morgan 
Baltimore, Md., Thomas D’Alessandro, Jr 
RmRAa | i «CO TR, DR i ce crabs einen nt ientnds —eageeiain nll 
Brie CPOE FEU ise ngimtnmnnctenenchan ee 
Buffalo, N. Y., Stev en Pankow 
Cambridge, Mass., John J. Foley 
Camden, N. J., George E. Brunner 
Chicago, IIL, Richard J. Daley 
Cincinnati, Ohio, Carl W. Rich 
Clavenemeee Seen, Senn 2. CONOUTONNG,, hg te ceeenanes 
Columbus, Ohio, Maynard E. Sensenbrenner 
Denver, Colo., Quigg Newton 
Detroit, Mich., Albert E. Cobo 
Duluth, Minn., George D. Johnson 
Elizabeth, N. J., Nicholas Sylvester LaCorte_________----__ as elation shea 
Erie, Pa., Arthur J. Gardner 
Fall River, Mass., John F. Kane 
Flint, Mich., George M. Algoe 
Gary, Ind., Peter Mandich 
Grand Rapids, Mich., George W. Welsh (city manager) 
Kansas City., Kans., Paul F. Mitchum 
Knoxville, Tenn., George R. Dempster 
Louisville, Ky., Andrew Broaddus 
Milwaukee, Wis., Frank P. Zeidler 
Minneapolis, Minn., Eric G. Hoyer 
Montgomery, Ala., W. A. Gayle 
Nashville, Tenn., Ben West 
Nera rs isi ec OO i i he eee tia 
New Bedford, Mass., Arthur N. Harriman 
TR a I DUI ii ecturiaecnniencecnaenaareaee 
Err pen cs. dice SE Oe RN ag is ccc est genus etacencctniens contin al 
Portland, Oreg., Fred L. Peterson 
Providenes: 31.5 Walter Ti Reynolds... osc iscsi ost Le 
Richmond, Va., Thomas P. Bryan 
Sacramento, Calif., H. H. Hendren 
Springfield, Mass., Daniel Brunton______-__--_-_-_~__ Ct niet eA eect 
St. Louis, Mo., Raymond R. Tucker 
St. Paul, Minn., Joseph E. Dillon 
Syracuse, N. Y., Donald H. Mead 
Tampa, Fla., Curtis Hixon 
Toledo, Ohio, Ollie Czelusta 
Utica, N. Y., Boyd E. Golder 
Waterbury, Conn., Raymond B. Snyder__..........__..........._-...___ 
Yonkers, N. Y., Kristen Kristensen 
Youngstown, Ohio, Frank X. Kryzan 
Jersey City, N. J., Bernard Berry__....-~------ pes tiakinetihiniesumsialiie tek iemenaial 
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Mayor Crark. First, with respect to the mayors’ committee, it was 
organized a few weeks ago by Mayor Robert Wagner of New York and 
Mayor David Lawrence of Pittsburgh and myself in Philadelphia 
and we have filed with the record of your committee, Mr. Chairman, 
the names and the cities of the mayors involved. They are 51 in num- 
ber, all elected public officials, such as the members of this committee. 

So, I think we have a certain identity of interest in that we are en- 
deavoring to determine what our constituents feel should be done in 
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- regard and carry out those wishes, to the extent they seem reason- 
able. 

The total population of the cities whose mayors are represented on 
this list is in excess of 30 million. The cities represented come from 
all parts of the United States. I will not take the committee’s time to 
read the list, because it is appended, but I would like to say-——— 

The CuatrMan. The list will appear in the record along with your 
statement. 

Mayor Crarg. Yes, sir. 

I would like to point out that we go from Oregon on the Northwest 
to Louisiana in the South; Birmingham, Ala., in the Southeast, up 
the Atlantic seaboard and all through the Middle West, and with 
respect to the larger cities of the United States we have almost all of 
them. There are 1 or 2 exceptions. But, by and large, the response 
to the request to join this committee was most gratifying to its 
sponsors. 

Now, it occurs to me, sir, that I should speak first briefly about my 
own city of Philadelphia. 

We have already had the benefit of the testimony of Mr. Charles 
Frazer, who represents the Philadelphia Gas Works Co. and he has 
dealt with the technical side of the problem in our city. 

I would like to confine myself now to generalities, and I should state 
at the outset that I do not purport to be an expert in this field, but I 
am merely attempting to bring to bear such commonsense as the Lord 
gave me in connection with this enormous and complicated problem. 

We have a municipally owned gasworks in Philadelphia in which 
our citizens have invested approximately $100 million. It is operated 
on a fixed-fee basis by the United Gas Improvement Co., which is a 
— utilities corporation having activities in a number of different 

elds, the Philadelphia Gas Works Co. being merely one. 

Its operations are supervised by a gas commission of 5, 1 of whose 
members is appointed by the mayor; 2 members of the city council, the 
fourth city councilor, an elected public official, and the fifth is a rep- 
resentative of the gasworks company. 

So that to a very real extent we have a municipally supervised and 
owned gasworks which has no electric interest, and has no water or 
other interests—just purely gas. 

There are 150,000 Philadelphia householders who have an average 
investment of about a thousand each in house heating, cooking, and 
water-heating appliances, and those 150,000 householders have the 
kind of fixed investment which will be very difficult to change to other 
types of fuel, such as oil or coal, without a substantial economic loss, 
and in many instances, particularly in the more recently constructed 
houses, they are just built for gas and nothing else, so the cost of the 
changeover would be really enormous. 

Four hundred thousand additional Philadelphia householders have 
oot or water-heating gas appliances, with an average investment 
of $250. 

Therefore, the total investment in gas applianees of the roughly 
550,000 Philadelphia consumers is around $250 million and in addition 
to the $100 million in the gasworks. 

That does not include the many commercial and industrial users 
who represent about 15 percent of the total gas sales, and their invest- 
ment would, of course, run to many millions of dollars. 
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We first got our natural gas from Texas Eastern in 1948. Some- 
what later another pipeline supply came in through the pipeline of 
the Transcontinental Co. 

Our initial price was about 30 cents, roughly, a thousand cubic 
feet. The pipeline rate, company rate, increase has now run that 
price up to 39 cents per thousand cubic feet an increase of roughly 
30 percent. 

We are now purchasing 40 billion cubic feet of natural gas or 40 
million cubic feet of natural gas and all of it from these two pipelines. 

We figure that the increase from 30 cents to 39 cents has resulted in 
Philadelphia paying annually $3,500,000 a year more than was the 
case when natural gas first came in. This money, of course, is moving 
out of Philadelphia and goes in the end to Texas, Louisiana, and a 
certain amount to Mississippi. 

Of course the pipeline companies have no alternative but to raise 
their rates when the cost to them from the producer goes up, and we 
have computed that approximately 6 of the 9 cents of increase in the 
cost of gas to our distributing company is a result of increases in 
the field prices. 

Now, despite this increase, we have had no increase in the consumer 
rate in Philadelphia. The municipally owned gasworks has been 
able to absorb that 9-cent increase in the cost of gas at the city line. 
That is due to the fact that while the gas company is required to fur- 
nish gas at cost to the consumer, it makes no profit one way or the 
other, and the operating company receives a fixed fee. 

There is a good deal of flexibility in the contract and we have had 
2 very large expansion of gas users since World War II. That has 
called for a very large additional capital investment and instead of 
putting in effect the entire reduction in the rate of gas, which would 
otherwise have been possible, because we got natural gas far cheaper 
than we could manufacture it, the price generally speaking—there 
was a 10-percent emergency increase and then a 10-percent drop— 
the price generally speaking is about what it was before natural gas 
came in. 

That has enabled the operating company to put into effect pay-as- 
you-go capital improvements, a large part of earnings which it has 
made as a result of our having natural gas in Philadelphia. 

However, as the price goes up, it becomes more and more difficult 
to make those improvements out of current earnings and more and 
more necessary to incur bonded indebtedness in order to keep the 
plant up to date and to take care of the extensions which are being 
called for. 

Now, we are getting to the point where we have about squeezed the 
last drop of juice out of the orange of efficient operations, modern 
equipment, and putting these earnings into capital investments, and 
we are extremely fearful an increase in the retail cost of gas to our 
consumers will eventuate if this bill is passed and the Federal Power 
Commission is denied the right to regulate the price of gas paid by 
the pipeline companies to the producers. 

I should say also that we have a rather special interest in this matter 
because as the owner of a municipal gasworks, the city of Philadel- 
phia is taking a fixed rental or return on its investment of $5,200,000 
ayear. Like most cities in the country, Philadelphia finds its finances 
are pretty stringent—we have had one tax increase. We may have 
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others. I imagine that it is not news to you, gentlemen, that most 
municipalities in the country are in that shape, and I even learn on 
occasions that the Federal Government is too. 

So, we find ourselves in the situation where this $5,200,000 is threat- 
ened by the increase in the cost of gas, which we felt it was unwise to 
pass along to our consumers. We would have to make the hard choice 
of reducing our city rental or raising the cost to the ordinary con- 
sumers, and that gives us a particular interest in this. 

Now, so much for the city of Philadelphia. I guess I should say 
just one more thing, that while testimony before the committee indi- 
cates that the average field price is about 10 cents per thousand cubic 
feet, our pipeline company, suppliers, are paying a good deal more 
than that and it is now necessary, as a practical matter, to pay as much 
as 13, 15, or even 16 cents a thousand cubic feet for new supplies. We 
have heard alarming rumors, which I have no way of knowing whether 
they are true or not, that the gas and oil industry would be happy if 
the price of gas could hit 25 cents per thousand cubic feet. I hope that 
is not true. But that is an additional reason why we are very much 
opposed to this legislation and would like to see the Federal Power 
Commission put in a position where it could regulate that one weak 
link in the chain on which consumer price depends, that is to say, the 
link between the original producer and the gatherer of the gas and the 
pipeline company which buys it. 

To summarize very briefly my testimony, sir, it is our position that 
it is unreasonable and not proper to have a situation where a natural 
resource affected with the public interest, and appearing to come into 
short supply, which can be purchased only by corporations and indi- 
viduals who have a definite fixed investment and are therefore not 
able to shop around for their supplies—we feel it is essential that the 

rice of that natural resource, affected with the public interest, should 
a regulated from wellhead to burner. 

And I suggest to you, sir, that that is the principal basis of our con- 
tention in support of the consumers whom we claim to represent. 

I could say much more, but my testimony is a good deal longer, and 
remembering what the chairman said in the first instance, I will be 
glad to let it go with that, with the thought that perhaps the mem- 
bers of the committee might care to ask some questions. 

The Cuatrman. Mayor, I thank you very much. 

As you have stated, and it has been pointed out on numerous occa- 
sions before this committee in the last month, the real question at 
issue is the question which the committee hopes to find a suitable 
answer to. Weappreciate very much your testimony and the manner 
in which you gave it. 

Are there any questions ? 

Mr. Dres. Mr. Chairman. 

The CHarrman. Mr. Harris. 

Mr. Harris. I will yield to the gentleman from Texas. 

Mr. Dies. Go right ahead, Mr. Harris. 

Mr. Harris. I will yield to you. 

Mr. Dres. I just want to ask him for an explanation of some of the 
facts as to prices. 

Mr. Harrts. I will yield to you. 
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Mr. Dres. I just want to call your attention to this one fact that 
according to the statistics from 1949 to 1953, in Philadelphia, in 
1949, your suppliers were paying 6.6 cents per thousand cubic feet. 

Now, that was increased in 1953 to 9.5, or an increase of 2.9 cents. 
That is the increase in the field price to your suppliers. 

Mayor Crarx. That is not my information, Congressman Dies. 

Mr. Dies. This came from the Federal Power Commission. That 
is from 1949 to 19538. 

Mayor Clark. You do not have 1954. 

Mr. Dies. I do not have 1954. 

Mayor Ciark. There was a big jump. 

Mr. Dies. I only have 1953. That is all I have. 

Mayor CiarK. Yes. 

Mr. Dies. Now, during that same period your supplier increased 
his price 6.3 cents. The big increase to you came not from the field 
price, but came from your supplier. 

Mayor CrarK. Well 

Mr. Dries. Can you account for why your supplier only paid an 
increase of 2.9 cents, and then charged your company, your distrib- 
utor 6.5 cents? 

Mayor Ciark. Congressman Dies, we have been using more up-to- 
date figures, which showed in 1954. 

I said in my testimony that the price has gone up 9 cents to our 
distributors. Six of that 9 cents, our experts tell me—and I do not 
purport to be an expert in this field myself—is due to an increase in 
the field prices to our supplier. Those are the two pipelines who 
I am advised have paid a substantially higher price for the gas than 
your question would indicate. 

Mr. Dies. These figures indicate that they paid 9.5. I presume it 
has gone up to about 10 in 1954. Would you say 10? 

Mayor CrarKk. Ten; yes, sir. 

Mr. Dies. Well, you see there is just no relationship between it then 
and yet, the volume, your supplier’s volume jumped from 15 million 
in 1949 to more than 34 million—almost 35 million, in 1953, and then 
you say that it will be 40 million in 1954. 

So, your supplier was able to transport the same—twice as much 
gas at approximately the same cost. He only had to pay 2.9 cents 
Increase and yet he charges you 6.3. 

Mayor CriarK. Well, of course, Congressman, if your figures are 
correct, your conclusion is irresistible. If my figures are correct, my 
figures are irresistible. 

Our figures show that it has gone up 9 cents; 6 cents in the field 
price increase and we are getting our figures up to date, not stopping 
at the end of 1953. 

Mr. Dies. Now, this came from the annual report of the pipeline 
companies to the Federal Power Commission and the American Gas 
Association rate book. This is from the report from the Transcon- 
tinental Gas Pipeline Corporation and the Texas Eastern Transmis- 
sion Corporation. 

Mayor Cuark. You will recall, Congressman Dies, Mr. Frazer, 
our expert witness was on the stand a little while ago and he is the man 
that knows all of these figures inside out. I am just referring to him. 

Mr. Dies. I did not hear him. When was he on ? 
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Mayor Crark. When were you on, Mr. Frazer? 

Mr. Frazer says a couple of weeks ago. 

Mr. Dies. Yes; I did hear him. 

Mayor CrarK. At that time he testified, he was a gas man and he 
said that he would be happy to be cross-examined, and the committee 
did not feel that it had time or a chance to examine him. He is here 
for cross-examination now. 

Mr. Dries. He was cross-examined, because I cross-examined him. 

That is all, Mr. Chairman. 

The Cuarrman. Mr. O’Hara. 

Mr. O'Hara. I have no questions. 

The Crarrman. Mr. Hayworth. 

Mr. Hayrworrn. I have no questions. 

The CuHarrman. Mr. Hale. 

Mr. Hate. I do not think I have any questions. I should like to 
comment on the fact that somebody has done an extraordinary selling 
job in convincing people that the producers want to push the field 
price of gas up to 25 cents, which is more than double what it is now, 
because witnesses who appeared before us yesterday, had the same 
conviction as to the intent of the producers. 

Mayor CiarKk. Well, I would think, Mr. Hale, it is largely the ques- 
tion of whether you can get what the traffic will bear in the absence of 
regulation and charge the price that will make the greatest profit, or 
whether it should be at a price in the public interest as a result of 
regulation. 

I agree that there is a little differenec in philosophy between you 
and me on that, but I can only state my position. 

Mr. Hare. But, bear in mind, Mr. Mayor, they never have been 
raised. So, you say they want to push the prices up to 25 cents. If 
they wanted to do that, why did they not do it 5 or 10 years ago? 

Mayor CrarKk. Because, Mr. Hale, they started around 2 or 3 cents 
and now they are up to 10, 13, 15, and even 16. That is going pretty 
far pretty fast. 

What we are anxious to do is to lock the barn before the horse is 
stolen. 

Mr. Hare. Bear in mind that during the time that the price of gas 
has been going up, they have been putting millions, millions, and 
millions of consumers on these lines, and stretching out the transmis- 
sion lines so that even in the remote State of Maine we hope to get gas. 

Mayor Crark. Yes, sir. I am talking about the price to the pro- 
ducer, not the price which the pipeline company must charge. 

Mr. Hater. Well, I would point out that if the producers who are 
now enjoying a fairly favorable competitive situation with respect 
to other fuels, are going to sacrifice that situation, I do not think they 
are very bright. oi 

Mayor CrarKk. Frankly, I understand and respect your position 
and disagree with you. 

The Cratrman. Mr. O’Hara has a question. 

Mr. O’Hara. Mr. Mayor, I am just curious about one thing. You 
own and operate the gas works, the city itself? 

Mayor Crark. Yes, sir. 

Mr. O’Hara. Do you own and operate, the city itself, your buses 
and street cars, or are they operated by utility companies? 
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Mayor Cuark. Not yet. I hope we never have to. But, we are 
facing that possibility. 

We do not operate the gas works. 

Mr, O'Hara. I was just coming to that. 

Then, I have a question of how much, for example, has the cost of 
passenger fares on your buses and street car lines increased within the 
city ¢ ‘Have you had any increases since 1947 ? 

Mayor CiarKk. They have gone up eight times since the war, and 
they are now, of course, at a higher level, ‘substantially, than they were 
before, though I still think that is different. But, you have to remem- 
ber, Congressman, with respect to the transit company, 2 out of every 
3 cents go to labor costs. Of course that is not the case with the 
natural gas field. 

Mr. O’Hara. How much, in cents, has your price gone up, on your 
tr: ansportation system, or percent: agewise? 

Mayor CLark. W ell, of course, it has more than doubled. We have 
a complicated fare structure. They are now 2 tokens for 35 cents and 
the cash fare is 18 cents, and then there is a transfer charge. And, we 
have just done away with the commuter tickets. It is a pretty com- 
plicated thing, but to answer your question, frankly, we have had 
enormous increases in transit fares, and I do not think that this is 
comparable. I think that an electric corporation would be more com- 
parable, and we have had very little increase there. 

Mr. O’Hara. Have your water rates gone up ? 

Mayor Cuark. Yes. The city operates its own water company, and 
there we have had the problem of making enormous investments to 
rehabilitate a very badly rundown system which our administration 
inherited, and which I am ashamed to say made Philadelphia water a 
little bit of a laughing stock throughout the country. We have had to 
put in fluorination and odor control. We had to build a large number 
of new filter plants, and the city has been growing pretty rapidly and 
we have had a lot of new water mains put in. So, water and sewer 

rates have gone up. 

Mr. O’Hara. How much, percentagewise, have the rates increased 
since 1947 ¢ 

Mayor Cuark. I do not have that figure at my fingertip, Congress- 
man, but I would say that—vwell, I would not even want to guess, 
They have gone up ed antially. "Let us put it that way. 

Mr. O’Hara. That is all. 

Mr. Harris. Mr. Chairman. 

The Cuatrrman. Mr. Harris. 

Mr. Harris. Mayor, I believe you testified that in the presentation 
of your statement here today you were representing not only yourself, 
but the other mayors, which are included on the final page of your 
statement. 

Mayor Ciark. Yes, sir. 

Mr. Harris. And each of you adopt the statement that you have 
presented ? 

Mayor Cuark. That is correct, sir. 

Mr. Harris. Now, the real reason for the keen interest among the 
heads of our great cities like yourself in Philadelphia, is that you, as 
you have indicated here, fear what is going to happen in the future ? 

Mayor Crark. To consumers and gas rates; yes, sir. 
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Mr. Harris. Yes. And, what you are concerned with is protecting 
the consumer ? 

Mayor CriarK. Yes, sir. 

Mr. Harris. And his rate base, and your individual city ? 

Mayor Crark. Yes, sir. 

Mr. Harris. And if that fear were based on actual facts then, of 
course, your case would undoubtedly be unquestioned, would it not? 

Mayor Crark. Yes, sir; I think that is the argument. That is the 
position we are in about the facts. 

Mr. Harris. Now, if the fear that you have expressed here is not 
substantiated by actual facts, then it is not nearly as serious as you and 
others are fearful of in your mind and in your particular communities / 

Mayor CuarK. That is right. 

Mr. Harris. Now, you mentioned 25 cents. I am not surprised but 
what there are some “people in the industry—as a matter of fact, it 
would be to their own self-interest and it is human nature, and there 
would be some who would like to have 25 cents. 

Mayor CuarK. We would like to get our gas for nothing on the 
other side. 

Mr. Harris. Well, I know. 

Mayor CLark. That is human, too, sir. 

Mr. Harris. You made that facetiously, as a matter of fact, but 
actually you would not want to do that, would you? 

Mayor Crark. I guess we would have to be fair about it. 

Mr. Harris. I know that you want to be fair and you want to 
be fair not only to your own people, whom you represent, but also 
to the producers who find and make this gas available to you. 

Mayor Criark. That is right, sir; and I would think that the Fed- 
eral Power Commission would be fair. I have no reason to think 
they would not be. 

Mr. Harris. Well, we can usually, in this country, judge the fu- 
ture a great deal by the past, can we not ? 

Mayor Ciark. Well, I would like to go along with you, Congress- 
man. I think to a limited extent that is true. We have to look for- 
ward; we cannot always look back. 

Mr. Harris. Basically speaking, the American people judge the 
future, as best they can, by what has happened in the past, do they 
not ? 

Mayor CrarK. Well, I would think they must take a look into the 
past. I think they are doing that now, but while they are look- 
ing into the past, we have to look to the present. 

Mr. Harris. That is true. We have no other guide for the future, 
except, as you mentioned a moment ago, which I thought was a very 
appropriate statement, with what knowledge God gave you, in a lim- 
ited way. 

Mayor Cxark. It certainly is a limited way, Congressman. 

Mr. Harris. But, that knowledge can be enhanced by utilizing the 
facilities available to you, and that is in the consideration of what 
happened in the past. 

Mayor Criarn. Yes, sir; but in the end there is a judgment factor 
on which reasonable men of good will will differ. 

Mr. Harris. That is true. 

Now, Mr. Dies mentioned to you a moment ago the facts of your own 
situation. 
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Now, in 1949 you first inaugurated natural gas in your city, or in 
1948, did a not? 

Mayor C LarK. That is right, sir. 

Mr. Hares. Now, in 1949, you had available to you a little over 
15 billion cubic feet to your consumers. 

Mayor Cuiark. I have no doubt that that is correct. I do not carry 
the figures in my mind. I accept them, sir, if you say that is right. 

Mr. Harris. Now, under this procedure we are talking about past 
history, you have made available to you, as you stated a moment ago, 
in the year 1954, a total of 40 billion cubic feet, have you not? 

Mayor Cuark. That is right. 

Mr. Harrts. In other words, that is almost 3 times as much gas, 
during these 5 years, that your consumers are permitted to have now. 
than what you had in 1949? 

Mayor CuarK. Yes, sir. 

Mr. Harris. Now, in 1949 the price to the residential consumers 
for heating, cooking, and water heating use in Philadelphia was 
$1.90 cents, was it not? 

Mayor CrarK. Well, I would not want to agree with that, Con- 
gressman Harris. I have some pretty complicated and detailed fig- 
ures here broken down by the different kinds of use, but I would be 
far happier if you would indulge me not to get into a numbers game 
with you, sir, because our w itness, Mr. Frazer, is far more competent 
to answer these questions than I am. 

Mr. Harris. I appreciate that, and certainly I do not want to em- 
barrass you; but as has been said, during the course of these hear- 
ings, I think that it is time for the consumers of your area and the 
American people to know what the facts are, instead of operating on 
fears and suspicions. 

Mayor Ciark. Can I summarize the field-price situation by saying 
that while we were operating during World War II with manufac- 
tured gas, we did not raise ‘the price to conform with the contract 
which required gas to be furnished at cost, and there was a period 
there, right after the war, when the gasworks was operating at a 
rather substantial deficit. ‘There was a 10 percent emergency increase 
in gas rates, in order to take up that slack and make up that deficit. 
Shortly after getting natural gas in, because we got it in a lot cheaper 
than we could manufacture gas, that emergency increase was taken 
off and we are now, as I said in my testimony, furnishing gas to our 
consumers at the same price we have been or did furnish it and, we 
nade a lot of money out of it, and we have been able to make the huge 
capital investments I spoke of. 

Mr. Harris. Precisely. That is what I was going to come to next, 
that after the inauguration of natural gas into your hometown, your 
average residential price went down from $1.90 to $1.78. In other 
words, it was decreased to your consumers. There was a decrease, 
regardless of the amount. 

M: ayor CLarkK. Well, it ass back to where it had been before the 
increase; let us put it that wa 

Mr. Harris. Yes. Then you | have maintained that price through 
the years since then to the consumer ? 

Mayer Crark. Yes. We think we did a pretty good job. 
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Mr. Harris. Yes, and I want to congratulate you on it. Even in 
1954, according to the report of the Federal Power Commission, you 
are still maintaining that same price to the consumers. 

Mayor Ciark. And, we feel that if the Federal Power Commission 
takes over this regulation we can keep it there for a long time to come. 

Mr. Harris. Well now, if you maintained a stable price under the 
old traditional way, throughout the years this industry has developed, 
in the interest of the American consumer, why would you be so fearful 
about what is going to happen in the future ¢ 

Mayor Criark. Because the margin on our return is steadily de- 
creasing. Ido not mean that the cost of our gas is steadily increasing. 
It has gone up 9 cents per thousand cubic feet during that period. 
We are getting less and less money for rehabilitation and improve- 
ment. We are having to put more and more money in the funded 
debt. We have squeezed out almost the last drop from the orange of 
more efficient operation, and frankly, sir, as I said a moment ago, we 
want to lock the barn door before the horse is stolen. 

Mr. Harris. Now, you are familiar with the traditional way of 
doing business in this country, of course. That is precisely the point 
that a regular established business operation reaches, when it levels 
off, is it not? That is, when it is operating under the competitive 
and free-enterprise system. That refers to everything. 

Mayor Crark. Yes, sir. 

Mr. Harris. Whether it is groceries, or anything else. Then, when 
it levels off, that is the way it operates, because the competitive situa- 
tion would not permit it to go up. The people, of course, are benefited 
thereby. Is that not true? 

Mayor Crark. Well, that is assuming that we are dealing with 
groceries or some product where the law of supply and demand can 
operate freely; where there is no short supply; where there is no 
enormous fixed investment which makes an individual consumer in- 
capable of moving from one type of fuel to another, and I submit 
again that it is a judgment factor. But, I do not think this kind of 
an industry can be treated as you do the grocery business. 

Mr. Harris. But, you have, as you stated, maintained a stable price 
the second year the natural gas came into your city. 

Mayor CiarK. Well, a stable price has been maintained to the con- 
sumer. 

Mr. Harris. That is what I mean, to the consumer. 

Mayor CuarK. It has not been maintained to our distributing 
company. 

Mr. Harris. But, to the consumer. That is the individual you 
are interested in. 

Mayor Criark. Yes; I agree. 

Mr. Harris. When you refer to the distributor, are you more 
interested in him or are you here more representing the consumer? 

Mayor Crark. I think one leads to the other, particularly since the 
municipality owns the gasworks. 

Mr. Harris. Yes; perhaps so; but we are talking about the public 
interest, the consumer now, and what the consumer is able to do. 

Mayor Criark. That is right, sir. 

Mr. Harris. Now, you say that your consumers have not been 
required to pay any more during these years? 

Mayor Criark. That is right, sir. 
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Mr. Harris. Did your city council pass a resolution on the 17th day 
of March, 1955? 

Mayor Criark. It did, sir, but that resolution has a couple of in- 
accuracies in it, which I have no doubt you have been able to catch. 
Mr. Harris. Yes. I wanted to point them out to you. 

Now, let me read what you say in this resolution by your city 


council 

Mayor Ciark. Now, wait a minute, Mr. Congressman. That is 
the legislative arm. I am the executive. We do not always agree. 

Mr. Harris. I know, but you represent the city. 

Mayor Crark. They said that the price has gone up to the consumer. 
It has not. They are wrong. 


Mr. Harris. All right; they are wrong. 
Then on April 17, 1955, the Philadelphia Bulletin carried a state- 


ment in which you are quoted as saying precisely the same thing, 
that in Philadelphia the price has climbed from 30 cents per thousand 
cubic feet in 1950 to 39 cents in 1955. And that that has cost the 
consumers of Philadelphia $3,500,000. 

Now, as mayor, may I ask you, in all fairness, Have you given 
the paper a correction, and has the paper carried that correction to 
the consumers of Philadelphia ? 

Mayor Criark. I think the correction has been carried right here 
this morning as a result of my statement to the committee. 

Mr. Harris. I know; but you know there are many hundreds of 
thousands of consumers back in Philadelphia. Do they know what 
you have said ? 

Mayor Ciark. I am quite sure they know what their gas bills were, 
and there has not been an increase. 

Mr. Harris. Well, I know; but this is what I am trying to get 
at: That all of this great trouble that we are having with this problem 
is based on fear and what is liable to happen in the future. Now, it 
is just erroneous statements like this that causes the people to have 
this fear 

Mayor Criark. Well, Mr. Congressman, I would like to have the 
privilege, in order to cut this colloquy short, of introducing for the 
record the actual statement I made. It is not entirely according to 
protocol to accuse one’s own hometown newspapers of misquotations, 
but I will be happy to have you read my statement as given and 
compare that with what the newspaper said. 

Mr. Harris. Thank you, Mayor. And I want to make this very 
clear: That this is not trying in any way in the world to implicate 
you or to indicate that you are mz aking erroneous statements. I want 
to be fair. I do think that there are some things in connection with 
this whole thing that ought to be cleared up, and we all want to be 
honest about the whole thing, and certainly I accord you the courtesy 
to which you are entitled, and I know that deep down in your heart 
you want to do what is best for the people of Philadelphia. 

Mayor Crark. I am quite sure, Mr. Congressman, that there are 
many things on which we agree, and I appreciate your courtesy. 

Mr. Harrts. That is all, Mr. Chairman. 

Mr. Dotutver. Mr. Chairman. 


The CuHatrman. Mr. Dolliver. 
Mr. Dotiiver. Mayor Clerk, I note by your statement, and from 


your oral statement likewise, that the city of Philadelphia owns the 
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distribution works for gas in the city. It is oper: ated by the United 
Gas Improvement Co., under control of the gas commission. 

My question is whether gas is used for production of steam—used 
as boiler fuel. What is the situation in that respect in Philadelphia? 

Mayor Cxiark. I am ashamed to say, Mr. Congressman, that I do 
not know the answer to that question. I will be glad to get it for 
you and put it in the record. Iam sure that Mr. Frazer can tell you. 
Can you let him testify ? 

Mr. Dies. He has already testified. 

Mayor Crark. He has already testified. He would be glad to come 
back and answer that question. 

Mr. Dotitver. Would that be permissible, Mr. Chairman ? 

The CuarrMan. I think tht he covered that in his testimony, Mr. 
Dolliver. 

Mr. Dotutver. Iam sorry. I was not here. 

Mayor Ciark. Mr. Frazer tells me a very small part is used to 
generate steam in the summer. 

Mr. Dotturver. It is not a major part of the gas that is consumed 
in Philadelphia ? 

Mayor Crark. No, sir. We still make some manufactured gas to 
take care of peak- load conditions, and we mix our gas, too. 

Mr. Dotiiver. So that the major portion of it is used for household 
purposes in Philadelphia ? 

Mayor CLiark. W ‘ell, we must have about 15 percent of our supply 
going into industry : and commercial concerns. 

Mr. Doxiiver. Well, that is a relatively small percentage. 

Mayor Crark. Yes, sir. And, of course, they get a lower rate. 

Mr. Doturver. I beg your pardon. 

Mayor Crark. They get a lower rate. 

Mr. Dotuiver. Have their rates been increased during the period to 
which you have referred ? 

Mayor Crark. No. 

Mr. Dotiiver. You have managed to maintain them on the same 
basis as they were formerly, just as you have the household rates / 

Mayor Ciark. Yes, sir. 

Mr. Dotiiver. Mr. Mayor, I want to commend you, and the people 
of Philadelphia, for having so wisely administered your gasworks so 
that you have not had to increase the rates. 

Mayor Ciark. May it always be that way, sir. 

The Cuatrman. Are there any further questions? 

Mr. Carriec. Mr. Chairman. 

The CHarrmMan. Mr. Carrigg 

Mr. Carricc. Mr. Mayor, as a fellow Pennsylvanian and a Repub- 
lican, and who is as far apart from you as it is possible, politically, I 
would like to compliment you for your very fine presentation here this 
morning, and I wish you great success. 

Mayor Criark. Thank you very much, Mr. Carrigg. I appreciate 
that. 

The Cuarrman. If there are no further questions, Mayor, we do 
appreciate your appearance before the committee and wish you well, 
sir. 

Mayor Crark. Thank you, Mr. Chairman. 

The Cuarman. At this point, the Chair understands that the fol- 
lowing mayors desire to file statements, and, if they are present, they 
may be filed at this point. 
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Mayor Stephen A. Zona, mayor of Parma, Ohio. I believe the 
mayor has a statement to be filed. 

And Mayor Andrew Broaddus, mayor, Louisville, Ky. Is he 
present ¢ 

Mayor Zona. Yes, Mr. Chairman. I did not know of your require- 
ment for copies. I will have 25 copies later. 

This is in opposition to the Harris bill. 

Mr. Dotutver. Mr. Chairman. 

The CuatrMan. Mr. Dolliver. 

Mr. Dotitver. Mr. Chairman, I would like the committee to know 
that Mr. Chenowith, counsel for the Corporation Commission of Iowa 
is in the room. He is here as an observer, which is an indication of 
the importance of this hearing to the people of the State of Iowa. 

The CratrMan. We are very happy to have you here, sir. 

Mayor Crarx. Mr. Chairman, may I have permission to insert a 
large number of resolutions that have been passed by numerous 
bodies? I neglected to ask for that permission. 

The CuHatrMaN. May the Chair make this suggestion. The Chair 
has this file. It contains many resolutions which perhaps are dupli- 
cates of those. Would it not be permissible to supply this file, and 
your file, to the clerks, and let them see where there are duplications? 

Mayor CLark. I would be very happy to have you do that, sir. 

The CHamman. Then, Mr. Clerk, will you take this file. The 
Chair will request that all of these be inserted in the record, but does 
not desire to have duplication. 

(The resolutions submitted by Mayor Clark follow:) 


RESOLUTION 89—55 


Protesting the enactment by Congress of any exemption of wellhead gas from 
the regulation of the Federal Power Commission and declaring an emergency 


Whereas the city of Toledo is dependent upon gas supplies which come through 
the interstate pipelines over the southwest portion of the United States; and 

Whereas it is vital to the general welfare of the citizens of Toledo that the 
transmission of this gas supply be properly regulated by the Federal Power 
Commission ; and 

Whereas beginning March 22, 1955, the House Interstate and Foreign Com- 
merce Committee under the chairmanship of J. Perey Priest, will commence 
hearings on bills to exempt wellhead gas from the regulation of the Federal 
Power Commission ; now, therefore, 

Be it resolved by the council of the city of Toledo: 

Section 1. That the council of the city of Toledo does hereby express its oppo- 
sition to the exemption of wellhead gas from the regulations of the Federal Power 
Commission. 

Sec. 2. That the clerk of council be and he is hereby authorized and directed 
to forward a certified copy of this resolution to Senators John W. Bricker and 
George H. Bender, and to Representative Thomas Ludlow Ashley, and to Con- 
cressman J. Percy Priest of the House Interstate and Foreign Commerce Com- 
mission. 

Sec. 3. This ordinance is hereby declared to be an emergency measure and shall 
take effect and be in force from and after its adoption. The reason for the 
emergency lies in the fact that this ordinance is necessary for the immediate 
preservation of the public welfare. 

Vote on emergency clause, yeas 7, nays 0. 

Adopted March 21, 1955, as an emergency measure, yeas 7, nays 0. 

OLLIE CzELusTA, Mayor. 

Attest : 

C. F. DIerENBACH, 
Clerk of Council. 
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STATEMENT OF THE Crry OF TOLEDO RELATIVE TO PENDING H. R. 4560 AND RELAtep 
LEGISLATION DESIGNED To EXEMPT INDEPENDENT PRODUCERS OF NATURAL Gas 
FRoM FEDERAL POWER COMMISSION CONTROL 


The city of Toledo takes the positive view that effective regulation of the pub- 
lic-utility service of natural gas makes mandatory a complete chain of regulation 
from initial production to the ultimate sale to the consumer. It therefore neces- 
sarily follows that legislation designed to create a gap by eliminating from the 
chain of regulatory processes a vital link would make the entire regulatory process 
ineffective. The city of Toledo therefore takes the affirmative position that H. R. 
4560 and the numerous similar bills pending for consideration before Congress 
should be defeated. 

We make no attempt in this brief statement to analyze the specific contents of 
the measures, but will confine ourselves to a discussion of the overall and 
general effect of this proposed legislation. 

The Natural Gas Act was enacted because of the urgent need to complete 
the regulatory process governing the public-utility service of natural gas. State 
regulatory commissions found themselves unable to cope with the many devices 
evolved and used beyond the boundaries of the States, and therefore beyond the 
jurisdictional limits of the State commissions, for unnecessarily increasing the 
cost of gas to the consumer. The closing of this gap in the regulatory process 
protected the consumer, and had the additional effect of stabilizing the natural- 
gas industry and effectively improving its long-range position. But for the inter- 
vention of World War II, the growth of the natural-gas industry would have 
proceeded apace shortly after the passage of the Natural Gas Act. The inter- 
vention of the war did not halt, but did slow down that growth temporarily. 
Immediately after the war, the growth of the industry regained its impetus, with 
additional pressure of the backlog of demand accumulated during the war period. 

That tremendous growth has been accompanied by a consistent increase in the 
field price of gas in the major fields. The American Gas Association reports 
show that the increase in field prices in the Southwestern States has been from 
an average of 2.1 cents per thousand cubic feet in 1940 to 8.9 cents per thou- 
sand cubic feet in 1954. 

Examination of FPC files of the many applications for gas-rate increases by 
various pipeline companies shows the increases which have been made effective 
in the last 14 years; and, in addition, reveals that at the time of the decision in the 
case of Phillips Petroleum Company v. Wisconsin (347 U. S. 672 (1954) ), there 
were numerous other pending applications for rate increases, all based on pend- 
ing or prospective increases in prices paid to producers. 

In addition, there was clearly reflected in the hearings of at least one case 
(Tennessee Gas Transmission Co., Docket G—2484) the full panorama of the 
impact of the so-called favored nations and various types of escalator clauses 
that had been included in almost all of the gas purchase contracts from the oil- 
producing areas of the Southwest. These clauses vary in some respects, but all 
provide for automatic increases over long periods of time, which are unrelated 
to and often defiant of other trends or the real value of the product involved. 
Their power is founded upon the monopolistic character of the industry and is 
related and dependent upon the public-utility character of the purchasers—the 
pipeline companies. 

There is an additional facet to this problem that requires attention. This is not 
a situation where free competition exists. We must take into consideration the 
fact that the companies in control of the production of gas are also producing and 
selling oil, a competitive fuel. Despite unsupported protestations to the con- 
trary, the fact is that the retail price of gas for industrial consumption has 
reached the point where it is losing its competitive status with coal and fuel oil. 
The full impact of this situation is beginning to be felt seriously by the natural- 
gas industry—that is, by the portion of the natural-gas industry which is sub- 
ject to regulation and which sells to the ultimate consumer. 

This is reflected in its publication release dated March 31, 1955, bearing No. 
7835, by the FPC which reports that the consumption of gas by electric utility 
powerplants in the United States during February 1955 dropped 16 percent below 
the level of February 1954, while the use of coal and fuel oil recorded substantial 
increases for the same period. The Power Commission does not, in its release, 
draw this conclusion, but it seems inescapable that the reason for this drop is 
the increased cost of gas and its loss of competitive position. Examination of 
the record reflects clearly that these increases are almost entirely due to the 
increased field cost of gas. Had it not been for the decision in the Phillips case 
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above referred to, and the intervention of the FPC in limiting further increases 
based on escalator clauses, until hearings had demonstrated their reasonableness 
(as of June 1954), there would have been substantial additional increases and 
undoubtedly a greater drop in the consumption of gas at the industrial level. 

We take no issue with, but support the right of free competition. We do take 
issue with a situation where apparent competition exists, but in which one 
competitor controls the prices and consequently the markets of his competitors. 

We note that the institution of controls over this portion of the industry 
came at a particularly strategic point in the overall development of the natural- 
gas-pipeline industry. It is interesting to speculate whether the controls might 
not have been imposed were it not for the runaway condition which obtained in 
field prices for gas. During the past 5 years, practically all of the major pipeline 
companies transporting gas in interstate commerce have filed and had pending 
before the Power Commission a continuous series of applications for rate 
increases. The major cause attributed to the applications for price increases was 
the increased prices required to be paid in the field for natural gas. The price 
level at the inception of each of these contracts was generally considered reason- 
able. The spiral of the particular types of favored nations and escalator clauses 
created the problems which led to the demand for field-price regulation. 

Some contracts contain the ordinary type of favored-nations clause affected 
directly by the parties to the contract ; other types contain a clause which requires 
the payment of the highest price paid by some unrelated third party to another 
producer for gas in the same area. The incentive for collusion under this type 
of agreement or under other types of escalator clauses in effect in certain areas 
exceeds the possibility of speculation. It is unnecessary to, and we make no 
charge of such collusion. We point out, however, that the opportunity should 
not be made so tempting. 

There are numerous types of escalation clauses in various contracts, The one 
found most often is one requiring the payment of the average of 2 or 3 of the 
highest prices paid by any purchasing company in a given area. 

Since gas is ultimately sold to consumers as an admitted and accepted public- 
utility service at regulated rates, any factor which affects the sale price must 
be consistent with the overall public-utility character of the service. We firmly 
believe that businessmen are entitled to reasonable and proper compensation 
for the devotion of their capital and effort to business. We believe that such 
compensation should be commensurate with the nature of the business and any 
peculiar requirements which it may have. We do not believe that such business 
should have the right to uncontrollable advantage by reason of conditions which 
arise from actions of regulatory bodies, such as the requirement of the Power 
Commission requiring from pipeline companies long-range gas supplies, through 
20-year contracts. Such situations mandatorily extend the area of regulation to 
the affected part of the industry. 

We likewise refute the erroneous approach which accepts as its premise the 
thought that the Power Commission would fix unreasonable rates. Recent deci- 
sions of the Power Commission reflect an attitude of giving every fair considera- 
tion to industry. In a recent Panhandle Eastern Pipe Line Co. decision the 
Commission at great length discussed the matter of reasonable return for pro- 
duced gas, and allowed that pipeline company a substantial increase based 
upon a changed approach to the requirements of the particular industry. 

The attitude of the regulated portion of the industry cannot be overlooked. 
A substantial segment of the pipeline industry and the portion of the natural-gas 
industry devoted to direct sales to ultimate consumers feel there is urgent need 
for continued regulatory control over producers-price contracts. Representa- 
tives of inportant groups of companies have appeared before the committee and 
have indicated the serious need for effective control. They have pointed out that 
Without effective control in this very important area of the gas business, serious 
injustice will be done them. At this time during which the natural-gas industry 
has grow to the position of being one of the giants in the national scene, upon 
Which both the small retail consumer and the large industrial consumer are de- 
pendent, it would seem to be begging for trouble to this vital industry as well as 
for the ultimate consumer to eliminate the regulatory process, and to throw the 
competitive situation open to the merey of groups primarily interested in a com- 
petitive fuel. 

The chairman of the FPC clearly pointed out that the choice is squarely be- 
tween regulation and a laissez faire policy. 

The laissez faire policy would mean automatic and continued increases which 
Would permit any determination of the reasonableness of proposed increases, 








1400 NATURAL GAS 


In a hearing on proposed rulemaking, the Chairman of the FPC also pointed out 
that there was no reason to presume that escalation clauses are needed because 
ihe FPC would not fix reasonable rates. 

Another erroneous concept which has been advanced as a strong argument 
that the field price of gas does not require regulation, is the argument that the 
overall increase in retail prices for natural gas has been comparatively small,, 
and that the dollars per M ec. f. increase in the field price of natural gas have 
been only a small proportion of the ultimate retail price. This is a distorted 
presentation of unrelated statistical data. But for the increased prices of fuel 
in the field, there would have been ultimate reductions in the price of gas to the 
consumer because of economies created by the increased volumes of sales. In 
addition, by what reasoning process does the producing company become entitled 
to the benefits of economies effected by other companies outside their area in the 
chain of marketing? The percentage increase and the actual dollar increase paid 
to the producers has been substantial, and to a large extent of questionable 
justification. Further increases should certainly be demonstrated to be of valid 
foundation and should not be based upon such unrealistic and automatic devices 
as the types of favored-nations and escalation clauses which have been in vogue. 
These clauses have all the detrimental aspects of so-called fair-trading practices 
without having any of their compensatory features. 

We therefore submit that the natural-gas business, in all of its aspects, is his- 
torically an accepted public utility business. The regulation of such business, 
to be effective and meaningful, must relate to all facets and areas of its opera- 
tion, as was demonstrated in the initial need for the Natural Gas Act and again 
in the examination of producers contracts with pipeline companies. 

Such regulation is required to afford open and free competition. 

That such regulation will hamper exploration is and has been demonstrated to 
be fallacious. It is common knowledge that natural-gas production is incidental 
to oil exploration. 

Such regulation is required to maintain the incentive for pipeline companies to 
resist unwarranted increases in field prices. There is no certainty that regulation 
would reduce prices. There is no certainty that regulations would hurt the 
industry, and history belies the fact that regulation would automatically create 
problems that would hurt the industry. Growth of industry under regulation 
has been amply demonstrated by the pipeline industry and its enormous and 
continuing growth in the past 10 years. 

We therefore strongly urge that the Congress of the United States recognize 
the immediate need for continued regulation for the protection of the consuming 
public, and the natural gas distribution industry. In recognition of such need, 
we urge decisive defeat of the proposals to eliminate the jurisdiction of the 
Federal Power Commission over the prices of gas producers. 

Respectfully, 
THE City or ToLepo, 
OLire CzELusTA, Mayor. 





A RESOLUTION OPPOSING PROPOSED FEDERAL LEGISLATION TO AMEND THE NATURAL 
GAs Act BY DEPRIVING THE FEDERAL POWER COMMISSION OF JURISDICTION 10 
REGULATE PrIcEs AT WHICH GAS IS PURCHASED BY PIPELINES IN INTERSTATE 
COMMERCE 


Whereas there is now pending before Congress a bill designated as the Harris 
bill (H. R. 4560), and a number of other similar bills which, if enacted into law, 
would amend the Natural Gas Act by limiting the jurisdiction of the Federal 
Power Commission in regulating the price of gas transported and sold in inter- 
state commerce to sales by pipeline companies, and would deprive the Commission 
of jurisdiction to regulate the price at which gas is sold to pipeline companies in 
interstate commerce; and 

Whereas this council believes that the effect of such proposed legislation would 
seriously cripple the Federal Power Commission in its regulation of rates to be 
charged by interstate pipeline companies and would leave the gas-consuming 
public without adequate protection against the imposition of excessive and 
exorbitant prices for natural gas; and 

Whereas, in Kansas City, Mo., there are some 120,000 users of natural gas 
who have purchased and installed the necessary equipment for the use of natural 
gas for commercial, industrial, and residential uses, including the heating of 4 
very high percentage of the residences in this city, and our citizens are now 
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greatly dependent upon gas transported in interstate commerce and must look 
to the provisions of the Natural Gas Act and to the Federal Power Commission, 
in the exercise of its authority under that act, for protection against the exaction 
of unreasonably high prices for gas : Now, therefore, be it 
Resolved by the Council of Kansas City, That we oppose the enactment into law 
of the Harris bill or similar Federal legislation which would deny to the Federal 
Power Commission jurisdiction to control the price of gas sold to pipelines in 
interstate commerce, and strongly urge the defeat of such proposed legislation ; 
and be it further 
Resolved, That copies of this resolution be furnished to Hon. Stuart Symington 
and Hon. Thomas C. Hennings. Jr., United States Senators from the State of 
Missouri, to Hon. Richard W. Bolling, Representative in Congress from the Fifth 
Congressional District of Missouri, to Hon. George H. Christopher, Representative 
in Congress from the Fouth Congressional District of Missouri, to Hon. W. R. 
Hull, Jr., Representative in Congress from the Sixth Congressional District of 
Missouri, and to such committees of Congress and other public officials as may 
have under consideration said proposed legislation. 
Authenticated as adopted this April 22, 1955. 
H. Roe Barrie, Mayor. 
[SEAL] MARGARET STRAHM, 
City Clerk. 
By Dale M. Gray, 
Deputy City Clerk. 
Stare OF M1Issourr!, 

. ae of Jackson, City of Kansas Ctiy, ss: 

. Margaret Strahm, city clerk of Kansas City, Mo., hereby certify that the 
annexed and foregoing is a true and correct copy of a resolution of said city, 
No. 19008, entitled: “Opposing proposed Federal Legislation To Amend the 
Natural Gas Act by Depriving the Federal Power Commission of Jurisdiction to 
Regulate Prices at Which Gas Is Purchased by Pipelines in Interstate Commerce.” 

Authenticated as adopted this 22d day of April 1955, as the same appears of 
record and on file in my office. 
In testimony whereof, I have hereunto set my hand and affixed the seal of 
Kansas City, aforesaid, this 22d day of April, A. D. 1955. 
SEAL] MARGARET STRAHM, 
City Clerk. 


(Offered by S. S. Phillips) 


Resolution No. 273, 1955, recording the opposition of the city of Akron to any 
change in the Natural Gas Act which would exempt producers of natural gas 
from regulation by the Federal Power Commission, and authorizing and direct- 
ing the director of law and the public utilities commissioner to use all proper 
leans to make known to the Congress of the United States the opposition of 
the city of Akron, and to prevent the enactment of any such legislation 


Whereas more than 106,000 homes in the Greater Akron area are dependent 
upoh a supply of natural gas froin the East Ohio Gas Co. for cooking, and many 
of them for other domestic uses, such as water heating, refrigeration, and space 
heating: and 

Whereas the East Ohio Gas Co. is part of an integrated system of interstate 
natural-gas companies and the East Ohio Gas Co. the sole distributor of gas in 
the city of Akron and said company is dependent in great measure upon a supply 
of gas purchased from so-called independent natural-gas producers who have 
here tobade been free to sell their gas at prices affected by competition between 
natural-gas pipeline companies seeking a supply of natural gas to satisfy their 
respective customer demands; and 

Whereas the Supreme Court of the United States has recently determined in 
the case of Phillips Petroleum Company v. Wisconsin, that independent pro- 
ducers are natural-gas companies within the purview of the Natural Gas Act 
and are subject to regulation by the Federal Power Commission to prevent un‘ust, 
unreasonable, and discriminatory prices for natural gas produced and sold in 
interstate commerce; and 

Whereas the oil and gas interests in the United States have initiated a 
nationwide campaign through the press and other media for enactment of ao 
lation by the Congress of the United States to exempt producers of natural g: 
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from regulations by the Federal Power Commission so that they may exact from 
those who supply gas for ultimate consumption in the homes of Akron and else- 
where the highest price obtainable by the incidence of competition among the 
pipelines for their sources of supply; and 
Whereas such competition and competitive prices will rapidly increase the cost 
of gas for domestic uses in Akron and elsewhere and will inevitably increase 
such cost as to restrict the normal use of gas necessary for the health and com- 
fort of residents of Akron ; Therefore, be it 
Resolved, That the House of Representatives and the Senate of the United 
States be fully informed of the consequences of such legislation and that the 
director of law and the public utilities commissioner be, and they are hereby 
directed to use all proper means and to make such representations to the Con- 
gress of the United States to prevent the enactment of legislation exempting 
producers of natural gas from regulation by the Federal Power Commission. 
Passed March 15, 1955 
R. F. TURNER, 
President of the Council. 
C. M. Butter, 
Clerk of Council, 
Approved Mareh 15, 1955. 
Leo Bere, Mayor 


OFFICE OF CIty CLERK, 
Duluth, Minn. 
I, Bert H. Parson, city clerk of the city of Duluth, in the State of Minnesota, do 
hereby certify that I have compared the annexed copy of resolution passed by 
the city council of the city of Duluth, on the 21st day of March 1955, with the 
original document and record thereof on file and of record in my office, and 
in my custody at city clerk of said city, that the the same is true and correct 
copy thereof, and the whole thereof, and a true and correct transcript therefrom. 
In witness whereof, I have hereunto set my hand and affixed the corporate 
seal of said city of Duluth, this 21st day of March 1955. 
[SEAL] Bert H. Parson, City Clerk. 


(By Commissioner Bodin) 


Whereas under the provisions of the so-called Harris bill (H. R. 4560), it 
is proposed to take away from the regulation of the Federal Power Commission 
all production, gathering, processing, treating, compressing, and delivering 
of natural gas to pipeline companies ; and 

Whereas by the provisions of said bill it is proposed to limit the jurisdiction 
of the Federal Power Commission to regulate natural gas to only such sales 
for resale as occur after the completion of all production, gathering, processing, 
treating, compressing, and delivery of such gas to pipeline companies; and 

Whereas it is proposed by such legislation to limit sales of natural gas for 
resale to such sales in interstate commerce as occur after the commencement 
of the transportation of such gas in interstate commerce but which do not 
include any sales which occur in, or within the vicinity of, the field of fields 
where produced at or prior to the commencement of such transportation of 
natural gas in interstate commerce; and 

Whereas it is further proposed by said H. R. 4560 to require the Federal Power 
Commission to fix a rate based on the fair field price of such natural gas; and 

Whereas it is the opinion of the city council that the passage of this bill, or 
any legislation similar in purpose or effect, will nullify the decision of the 
United States Supreme Court in the case of Phillips Petroleum Co. v. State of 
Wisconsin (347 U. S. 672, 74S. Ct. 794 (1954) ), thereby destroying the benefits 
to be derived from such decision ; and 

Whereas the consumption of natural gas by domestic consumers in the city 
of Duluth would be proportionately greater than most other large urban centers 
because of the long and intensely cold winter season, and, therefore, the city 
of Duluth is vitally interested in any legislation which might tend to increase 
the price of gas to consumers; and 

Whereas it is the opinion of the city council that passage of this bill, or any 
similar legislation which has for its object the removal from the jurisdiction of 
the Federal Power Commission al! production, gathering, processing, treating, 
and compressing in the producing field or in the vicinity of the producing field 
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of natural gas, may well result in increased cost burdens to consumers of gas 
in the city of Duluth for the reason, among others, that the producing States, 
before such gas enters the pipelines may levy substantial attribution and other 
charges, which charges may be included in the cost of gas to the consumers 
thereof; and 

Whereas it is the opinion of the city council that requiring the Commission to 
fix a price according to the fair field formula may result in increased rates to 
consumers of natural gas in the city of Duluth ; and 

Whereas it is the opinion of the city council that the said H. R. 4560 is not in 
the public interest: Now, therefore, be it 

Resolved, That the City Council of the City of Duluth opposes the passage of 
H. R. 4560, or any legislation having a similar object ; and requests the Members 
in Congress from Minnesota to exert their utmost efforts to defeat such bill. 

Resolved further, That the city clerk is hereby directed forthwith to mail a 
certified copy of this resolution to each Member of the United States Congress 
from the State of Minnesota. 

Commissioner Bodin moved the adoption of the resolution and it was declared 
adopted upon the following vote: Yeas, Commissioners Bailess, Bodin, Fiskett, 
Priley, Mayor Johnson-—5. Nays, none. 

Approved: 

EK. A. Bonin, 
Commissioner of Public Utilities. 


RESOLUTION 


Whereas the Congress of the United States has seen fit in the public interest 
to regulate certain utilities and, specifically the purchase and distribution of 
natural gas; and 

Whereas the Supreme Court of the United States has determined that the 
Federal Power Commission has jurisdiction of the rates to be charged for the 
sale and distribution of natural gas, including the wellhead price; and 

Whereas various corporations engaged in the production, distribution, and 
sale of natural gas to retail consumers have encouraged the use of this product 
for domestic purposes, including space heating; and 

Whereas approximately 60 million persons are now consumers of natural gas 
for domestic purposes; and 

Whereas a bill is now pending before the United States Congress proposing to 
eliminate the jurisdiction of the Federal Power Commission over the sale of 
natural gas at the wellhead and it is reported that in excess of one and a half 
million dollars has been raised by interested parties for the purpose of lobbying 
for said measure; and ' 

Whereas the natural gas companies engaged in the distribution and sale of 
natural gas have applied for and put into effect exorbitant increases, both in 
wholesale and retail rates on the Federal and local levels; and 

Whereas such increases for domestic consumption amount, in some instances, 
to an increase over the increase granted by the Public Service Commission of 
Kentucky approximately 1 year ago of 48.6 percent ; and 

Whereas the mayors representing various cities in northern, central, and east- 
ern Kentucky believe that the rates now in effect are unjust, unreasonable, ex- 
orbitant, and impose charges upon the domestic consumers all out of proportion 
to the benefit received from the product consumed, all of which work a hard- 
ship and injustice upon said consumers : Now, therefore, be it 

Resolved by the mayors representing northern, central, and eastern cities in 
the State of Kentucky, assembled at Lexington, Ky., on March 14, 1955, That the 
Senators and Representatives in the Congress of the United States representing 
these areas be urged : 

1. To vote against any measure which would remove from the jurisdiction 
of the Federal Power Commission control of the wellhead price of natural 
gas; and 

2. To take steps to insure a congressional investigation of the corpora- 
tions and/or individuals engaged in the production, distribution, and sale 
of natural gas, so as to determine whether the corporations and/or individ- 
uals so engaged are operating in a manner to protect the public interest 
considering the monopolistic character of such operations. Be it further 

Resolved, That a copy of this resolution be sent to the Senators and Congress- 
ment in the United States Congress representing the State of Kentucky. 


61557—55—pt. 2——30 
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Adopted at Lexington, Ky., by the unanimous vote of the undersigned this 
14th day of March 1955. 
City of Lexington, Ky., by Fred Fugazzi, Mayor; City of Mount Ster- 
ling, Ky., by R. L. Barnard, Mayor; City of Irvine, Ky., by R. W. 
Smith, Jr., Mayor; City of Ravenna, Ky., by R. E. Foley, Mayor; 
City of Georgetown, Ky., by A. P. Prather, Mayor; City of Cyn- 
thiana, Ky., by Sterling P. Owen III, Mayor; City of Winchester, 
Ky., by Thomas A. Nunan, Mayor; City of Paris, Ky., by E. W. 
Glass, Mayor; City of Barbourville, Ky., by W. C. Asher, Mayor; 
City of Corbin, Ky., by Robert Daniel, Mayor; City of Louisa, Ky., 
by J. Howard Queen, Mayor; City of Ashland, Ky., by David Aron- 
berg, Mayor; City of Covington, Ky., by John J. Moloney, Mayor ; 
City of Catlettsburg, Ky., by William Stewart, Mayor. 





RESOLUTION 1914 


Whereas the Harris bill (H. R. 4560) is now pending in the Congress of the 
United States ; and 

Whereas the Harris bill would nullify the Natural Gas Act of 1938, which 
gives the Federal Power Commission the right and duty to regulate a fair 
and reasonable price for natural gas at the wellhead; and 

Whereas if the Harris bill is enacted into law it would destroy consumer pro- 
tection in the price of natural gas and permit the natural-gas producers to charge 
the consumers any arbitrary price they chose to fix and would result in increased 
cost of millions of dollars to the many thousands of natural-gas users and result 
in great harm to the people of this city : Now, therefore, be it 

Resolved by this City Commission, That we do hereby declare our opposition to 
the Harris bill, so-called, and urge upon the President of the United States and 
our Representatives in the Congress that the Harris bill be defeated : Be it further 

Resolved, That if the Harris bill is passed by the Congress, we urge the Presi- 
dent of the United States to veto it: Be it further 

Resolved, That copies of this resolution be forwarded immediately to the Presi- 
dent of the United States, to Senator Charles Potter, to Senator Patrick Me- 
Namara, and to Congressman Gerald R. Ford, Jr., at their respective addresses 
in Washington, D.C. 

Adopted. 


I hereby certify that the foregoing is a true transcript of the action of the 
City Commission of the City of Grand Rapids, Mich., in public session held 
March 29, 1955. 

[SEAL] R. SrANTon KiLPArrick, City Clerk 


RESOLUTION ADOPTED BY THE Crty Council. oF HAMPTON, VA., AT A REGULAR 
MEETING HELD on APRIL 13, 1955 


Whereas the United States Supreme Court on June 7, 1954, held that the 
Federal Power Commission had jurisdiction over the rates of all wholesales of 
natural gas for resale in interstate commerce, whether by a pipeline company or 
not, and whether occurring before, during, or after transmission by an inter- 
state pipeline company ; and 

Whereas the Federal Power Commission now has the authority to decide 
whether increases are just and reasonable and protect consumers against exploit- 
ations at the hands of natural-gas companies ; and 

Whereas a bill has been introduced in the Congress of the United States to 
amend the Natural Gas Act pending before the Committee on Interstate and 
Foreign Commerce; and 

Whereas the proposed legislation would overrule this decision of the United 
States Supreme Court and the effect of the bill would be that the States are 
constitutionally prohibited from regulating sales in interstate commerce; and 

Whereas our State corporation commission after a thorough study of the 
question is opposed to this legislation: Be it 

Resolved by the Council of the City of Hampton: 

1. That the proposed bill pending in Congress is against the best interests of 
the city of Hampton and the citizens of this community and the people of Vir- 
ginia, and contrary to the public welfare. 
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2. That the legislation now pending in Congress would remove from the Fed- 
eral Power Commission the regulatory powers in the fixing of rates for natural 
gas at the wellhead, and should be defeated. 

3. That the removal of the Federal regulations in this particular matter may 
result in substantial increase in the price of gas to consumers over a period of 
time. 

4. That our Congressman and Senators are respectfully urged and requested 
to defeat this legislation. 

5. That a copy of this resolution be forwarded to our Congressman and Sena- 
tors and to the Committee on Interstate and Foreign Commerce of the House of 
Representatives. 

6. That a representative of the city of Hampton be authorized to appear before 
the Committee on Interstate and Foreign Commerce on April 26, 27, 28, 1955, to 
present this resolution and express opposition to the proposed legislation. 

An emergency existing, in the interest of the public welfare, this resolution 
shall be in effect from the date of its passage. 

A copy, teste: 

CLARENCE E. JOHNSON, Clerk. 


RESOLUTION To Oppose ANY LEGISLATIVE CHANGES IN THE NATURAL GAs ACT BY 
THE CONGRESS OF THE UNITED STATES 


Whereas several bills have been proposed in both the Senate and House of 
Representatives of the Congress of the United States to amend the Natural Gas 
Act: and 

Whereas two of such proposals are H. R. 4560 and H. R. 4675, which have been 
introduced into the House of Representatives and are presently under the con- 
sideration of the House Committee on Interstate and Foreign Commerce; and 

Whereas both of these legislative proposals amend the Natural Gas Act by 
excluding from Federal regulation the wellhead prices of the field producers of 
natural gas; and 

Whereas by virtue of the decision of the United States Supreme Court in the 
Phillips case, the entire natural-gas industry, including wellhead prices of the 
field producers, are now being regulated and supervised by the Federal Power 
Commission ; and 

Whereas this council feels that if the people of this community are to receive 
fair, just, and reasonable gas rates in their homes that the entire gas industry 
should be regulated and that no part of it should be excluded from Federal or 
State control: Now, therefore, be it 

Resolved by the Council of the City of Lima, Ohio: 

Section 1. That the Council of the City of Lima, Ohio, acting for and on 
behalf of the people of this community, are opposed to and strongly protest any 
change in the Natural Gas Act which would exclude from Federal regulation 
the wellhead prices of the field producers of natural gas. 

Sec. 2. That the clerk of council forward copies of this resolution to the 
Honorable J. Percy Priest, Representative to Congress and chairman of the 
House Committee on Interstate and Foreign Commerce, Senator George H. 
Bender, Senator John W. Bricker, Representative Oliver P. Bolton, the Ohio 
Public Utilities Commission, and the National Institute of Municipal Law Offi- 
cers, 730 Jackson Place NW., Washington, D. C. 

Sec. 3. That the clerk of the council be, and hereby is, authorized and directed 
to cause publication of this resolution to be made in a summary manner as pro- 
vided by the city charter. 

Sec. 4. That this resolution shall take effect and be in force from and after 
the earliest period allowed by law. 

Adopted April 4, 1955. 

Approved April 5, 1955. 


Criry oF MepForp, Mass., March 29, 1955. 
The committee of the whole, to which was referred paper No. 7714, entitled 
“A Communication From the City Solicitor Relative to Legislation in Regard to 
Cost of Natural Gas,” reports, recommending the city solicitor’s communication 
be referred to the Congressman and two Senators from this district, together 
with the city solicitor, notifying them that the city council opposes H. R. 4560 
how before the Congress. 
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In city council, March 29, 1955: Recommendation adopted and city solicitor’s 
communication referred to the Congressman and two Senators from this dis- 
trict, together with the city solicitor, that the council opposes H. R. 4560 now 
before the Congress. 

A true copy. 

Attest: 

GEORGE P, THLASSETT, 
City Clerk. 

The Cuarrman. Is Mr. Nicholas $. LaCorte, mayor, Elizabeth, 
N. J., present? If not, we will insert his statement at this point. 

(The statement referred to follows :) 


STATEMENT SUBMITTED BY HON, NICHOLAS SYLVESTER LACORTE, MAYOR OF THE 
City OF ELIZABETH, N. J., PROTESTING THE AMENDMENT TO H. R. 4560 on Navr- 
URAL GAS ACT AND REQUESTING THAT SAME BE INCORPORATED IN THE HEARING 
BEFORE THE Housrt COMMITTEE ON THis MEASURE 


My interest in this bill stems from the fact that in Elizabeth, N. J., alone. 
there are upwards of 32,000 gas consumers, and in the immediate vicinity served 
by the Elizabethtown Consolidated Gas Co., which supplies about 21 communi- 
ties, there are upwards of 130,000 gas consumers. Their interest would be 
greatly affected if controls over the natural gas were modified as proposed in 
what appears to be a tailormade bill prompted apparently by the independent 
producers to be exempt from Federal regulations, and all the pipe gasline com- 
panies Who own natural gas reserves and desire higher profits therefrom. 

The bill purportedly intends to provide measures of protection to consumers 
from excessive field prices of gas but actually this purported protection would 
be ineffective, impractical and costly in the application thereof esepecially 
wherein it is clearly in conflict with constitutional limitations on the Public 
Utility ratemaking powers. 

It is, therefore, imperative that the Federal Government maintain exercise 
and control over this phase of the enforcement. 

To eliminate this control would be to strike at the heart and regulatory pro- 
gram. 

The real purpose of the original Gas Act was intended to prevent consumers’ 
exploitation and the Supreme Court of the United States has recognized that the 
purpose of that act was to prevent such exploitation at the hands of the natural- 
gas companies. 

With Federal protection removed the States will be constitutionally help- 
less to protect consumers. 

Within the past 3 years the Public Utility Commission of the State of New 
Jersey has turned down a demand for an increase by the local gas companies. 

The situation with respect to open free market and uncontrolled regula- 
tions of this type of business is entirely different from controls placed on prod- 
ucts that could be purchased in an open market. 

Gas is the only fuel wherein consumers cannot change suppliers if the par- 
ticular company upon whom they become dependent increased the price of its 
product, and for this reason alone it is urgently necessary that the amendment 
of bill H. R. 4560 be defeated. 


STATEMENT OF HON. STEPHEN A. ZONA, MAYOR, PARMA, OHIO 


Mayor Zona. Mr. Chairman, if you please, prior to the formal filing 
of my statement, I would like to ask permission of the chairman and 
the committee for 1 minute to preface the formal filing of my state- 
ment. 

The CHatrMan. Youmay have it. 

Mayor Zona. Iam Stephen A. Zona, mayor, Parma, Ohio. I wrote 
you a letter. 

The Carman. Yes. 

Mayor Zona. And in your letter in reply you gave me permission 
to say a few words. I want about 1 minute. 








NATURAL GAS 1407 


The CHairman. Very well, Mr. Mayor, you may proceed at this 
point. 

Mayor Zona. Mr. Chairman and members of the committee. My 
name is Stephen A. Zona. Iam Mayor of Parma, Ohio, a fast growing 
city with a population of over 62,000. 

I have with me John M. Coyne, mayor of Brooklyn, Ohio, a neigh- 
boring city. He is here also in the capacity of secretary of the Cuya- 
hoga County Mayors’ Association comprising 58 municipalities, not 
including the city of Cleveland. 

Now, these munic ipalities have a total population of over 700,000 
people. 

Mayor Coyne is here and I will ask him to stand up. There he is 
hack there in the back of the room. 

Now, he is secretary of the Cuyahoga County Mayors’ Association. 

He and I also have been authorized to voice the sentiment of the 
Cuyahoga County Mayors’ Association, who are opposed to the pass- 
age of the Harris bill and the related bills. 

I also have with me Harold L. Bejcek, the city solicitor of Parma. 
There he is. And, the next gentleman is the city solicitor of Brooklyn, 
Ohio, in the back of the room. Also, my executive assistant, Kenneth 
F. Stocssner, who is here with me. He is back there next to Mr. Bejcek. 

On behalf of the ¢ ‘uyahoga County Mayors’ Association, Mayor 
Coyne and I want to say that we are very much opposed to the Harris 

bill and other related bills on the ground that they are not necessary. 

The producer and distributors of natural gas are now getting along 
very well under the present law, we believe. At the same time, the con- 
sumers have a reasonable amount of protection under the present law. 

I might say real quickly, that we believe that the producers and the 
distributors are getting along better than the consumers. 

If you take away the 1 regulations from the Federal Power Commis- 
sion, the consumers will be left to the mercy of the producers and dis- 
tributors. 

On behalf of the people of Parma, I am filing my formal statement 
and IT want to thank you Mr. Chairman and Members of the commit- 
tee for your courtesy in permitting us to appear here and voice the 
se ntiments of the people of our hometown and our neighboring cities, 

in Cuyahoga County. 

Th: ink you very much. 

The Cuatrrman. Thank you very much, Mr. Mayor, your statement 
will be included in full in the rec ord. 

(The statement referred to is as follows :) 


STATEMENTS OF STEPHEN A. ZONA, MAYor, AND HArotp L. BesceK, LAW DIREcTOR, 
ON BEHALF OF THE CITy OF PARMA, OHIO 


On behalf of the city of Parma, Ohio, we wish to incorporate herein, by refer- 
ence, the statements made verbally and in writing by Ralph S. Locher, law 
director of the city of Cleveland, Ohio. 

Please permit us to emphasize the fact that the position which the city of 
Parma is taking in this controversy with reference to the pending legislation 
before your committee, is identically the same as the position taken by the city 
of Cleveland. 

for your information, let us cite you some interesting facts and figures 
regarding the consumption of natural gas in the city of Parma. 

According to the Cleveland Electric Illuminating Co., and other authoritative 
sources, the population of the city of Parma is 62,500. It is the fastest growing 
city in the State of Ohio. 
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The number of customers of natural gas in the city of Parma today is 15,165. 

The amount of the increase in consumption in the past few years, the total for 
all consumers, and the total per average customer, are all illustrated in the 
following statistics, namely; 


1948, 4,582 customers: 70,800 cubic feet annually per customer ; 
19538, 15,165 customers: 141,000 cubic feet annually per customer. 


What effect would a price increase of 1 penny per thousand cubic feet mean 
to all Parma consumers—residential, commercial, and industrial? 

The answer is approximately $21.50 annually. 

The percentage of homes heated by natural gas in Parma is 90 percent. 

2arma is now the fourth largest consumer in Ohio of the Ohio Fuel Gas Co. 
Within the next few years, according to authentic sources, Parma will be the 
second largest customer. 

The city of Parma, with approximately 62,500 citizens at the present time, and 
an estimated 100,000 by 1960, are, at the present time, negotiating a contract for 
fuel gas with the Ohio Fuel Gas Co. The basic principle of this contract is the 
escalator Clause. Simplified this means the gas rate for all of these people, who 
are mostly ordinary working people, is definitely tied to the gate price of raw 
gas delivered in our city. Insofar as the great bulk of this gas is purchased from 
the Gulf Interstate Lines at the present time, along with five other lines, the 
price of gas delivered to our city is entirely dependent upon the price the pipe- 
lines pay at the wellhead. Our city council and administration, relying on 
present Federal regulations of gas in interstate commerce, and honestly beliey 
ing that the Interstate and Foreign Commerce Committee has the interests of 
the consuming: public at heart, have placed the financial welfare of the citizens 
of our city under the direct control of the Federal Power Commission. An 
increase of 1 cent in the wellhead cost of gas would result in an annual increase 
to the average consumer in the city of Parma of $21.50. 

The present regulation has been operating in a fair and equitable manner for 
both the produecr and the consumer and the fact that the independent producers 
are constantly seeking new fields and engaging in what is commonly known as 
wild-catting, it would seem to indicate to all reasonable minds that the price 
allowed at wellhead has been adequate and is encouraging the necessary ex- 
ploitation. The city of Parma is intensely interested in an adequate supply of 
natural gas not only for its own citizens, but also for all citizens of other’ 
communities in like situations, but we sincerely feel that if no regulation, or 
a very liberal regulation is allowed to the so-called independent producer, the 
inevitable result will be the exploitation of our natural resources in gas which 
in turn will encourage depletion of the fields at a rate so great as to endanger 
the national economy. There is no serious contention that the production of 
natural gas at the wellhead is diminishing because of any uneconomic approach 
because of FPC regulation. 

It, therefore, must be concluded that no desirable benefit could accrue to anyone 
except the exploiter. 

Following is a resolution passed April 4, 1955, by the Council of the City of 

-arma, Ohio: 


RESOLUTION No. 56—55 ny MINor GEORGE: AN EMERGENCY RESOLUTION MEMORIALIZ- 
ING THE CONGRESS OF THE UNITED STAtES To DeEFE‘tT LEGISLATION 'WHICH 
Proposes To AMEND THE NATURAL GAs AcT so AS To EXEMPT THE PRODUCTION 
OF NATURAL GAs SOLD IN INTERSTATE COMMERCE FROM REGULATION BY THE 
FEDERAL POWER COMMISSION 


Whereas the Natural Gas Act was passed by Congress in 1938 for the primary 
purpose of protecting natural-gas consumers against exploitation at the hands 
of natural-gas companies ; and 

Whereas there is currently underway a heavily financial movement to prevail! 
upon the Congress to amend the Natural Gas Act so as to exempt the production 
of natural gas sold in interstate commerce from Federal Power Commission 
regulation; and 

Whereas the effect of such proposal would be exploitation of natural-gas con- 
sumers throughout the Nation by a handful of large oil companies operating 
in southern oil and gas producing States; and 

Whereas it is in the interest of the natural-gas consumers in the city of 
Parma that the Natural Gas Act be not weakened by an amendment similar fo 
that embodied in the Kerr bill; and 
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Whereas this resolution constitutes an emergency measure in that the same 
provides for the usual daily operation of a municipal department: Now, therefore, 
be it 

Resolved by the Council of the City of Parma: 

SECTION 1. That the Congress of the United States be and it is hereby respect- 
fully memorialized not to enact into law any bill similar to the Kerr bill of 
the 81st Congress, which proposes to amend the Natural Gas Act so as to exempt 
the production of natural gas sold in interstate commerce from regulation by 
the Federal Power Commission. 

Sec. 2. That the clerk of council be and he hereby is directed to transmit a 
certified copy of this resolution immediately upon its adoption thereof and the 
signing by the mayor, to Senators John W. Bricker and George H. Bender and 
Representatives Michael A. Feighan, Charles A. Vanik, Frances P. Bolton, 
William E. Minshall, and J. Percy Priest, chairman of House Interstate and 
loreign Commerce Committee. 

Sec. 3. That this resolution is hereby declared to be an emergency measure 
and, provided it receives the affirmative vote of two-thirds of all the members 
elected to council, it shall take effect and be in force immediately upon its 
adoption and approval by the mayor; otherwise it shall take effect and be in 
force from and after the earliest period allowed by law. 

Passed April 4, 1955. 

(Signed) THomas F. Powers, 
President of Council. 

Approved April 5, 1955. 

Attest: 

(Signed) Joun A. Bopxo, 
Clerk of Council. 

Filed with the mayor April 5, 1955. 

(Signed) STEPHEN A. Zona, 
Mayor, City of Parma, Ohio. 


The Cuarrman. Are there other mayors present who prefer to file 
their statements? If so, the Chair invites such action at this time, if 
there are other mayors who desire to file statements for printing in 
the record. 


STATEMENT OF HON. JOHN M. COYNE, MAYOR OF THE CITY OF 
BROOKLYN, OHIO 


Mayor Corner. Mr. Chairman, on behalf of the city of Brooklyn, 
Ohio, I would like to submit to this honorable body a statement that 
I have prepared. 

The Cuarrman. Thank you, Mr. Coyne. That will be made a part 
of the record. 

Thank you for your statement. 

(The statement referred to is as follows:) 


STATEMENT OF JOHN M. Coyne, MAyor OF THE Ciry oF BroOKLYN, OHIO, IN 
OpposiTIoNn To H. R. 4560, THE Harris BIL 


At this time I desire to voice my objection to the above-mentioned bill, more 
particularly for the reasons set forth in a resolution passed by the council of 
the city of Brooklyn and forwarded to the Representatives representing that 
municipality. 

The objection is founded and substantiated by briefs submitted to this com- 
mittee by various municipalities throughout the United States and the brief 
submitted to this committee by the National Institute of Municipal Law. 

Accordingly and with due respect, I ask this committee to carefully weigh 
the intent and purport of this intended amendment. 

Respectfully submitted. 

JOHN M. CoyNe, 
Mayor, city of Brooklyn, Ohio. 
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The CuarrMAN. Are there any other mayors here who desire to file 
statements following the statements of the mayors who have filed 
statements ? 


STATEMENT OF HON. ANDREW BROADDUS, MAYOR, CITY OF 
LOUISVILLE, KY. 


Mayor Broappus. Mr. Chairman and members of the committee, 
I have a prepared statement which I wish to file for the record. 

The CHatrman. Thank you, Mayor Broaddus. Your statement 
will be made a part of the record. 

(The statement above referred to is as follows:) 


STATEMENT MADE BY ANDREW BroaAppus, Mayor oF THE City oF LOUISVILLE 


I speak to you as mayor of the city of Louisville, the chief elected representa- 
tive of more than 400,000 people. These Louisville citizens are all consumers, 
and as they are unable to speak to you personally, I do so on their behalf. Let 
me make clear in the very beginning that our basic position is that consumers 
are entitled to protection against unreasonable prices. 

In 1950 the Louisville Gas & Electric Co., which services our area, changed 
over from mixed gas to natural gas, and as a result, almost all of the consumers 
in the city of Louisville now use natural gas for cooking and/or space heating. 
These citizens have invested millions of dollars in cooking and heating equip- 
ment in order to take advantage of the just and reasonable rates of the natural- 
gas industry. I have always felt that the need to protect the average citizen 
who depends on gas to run his home and his business was widely recognized, 
and will continue to be. I further believe that it can be said without dispute 
that gas is in the nature of a utility and must be kept available at reasonable 
rates, and this is all the more true when it is in an expanding market where 
the supply shows no sign of catching up with the demand. 

The consumers are not the only group who are interested in the continuance 
of the controls. Our local supplier, the Louisville Gas & Electric Co. is a regu- 
lated utility that must obtain approval from the public service commission before 
its rates can be changed. It would be as interested in controls as are its con- 
sumers, if for no other reason than uncontrolled prices of natural gas would 
cause it additional time, trouble and expense in rate cases. 

If there is to be any effective protection of consumer, producers who bring 
the gas to market (as distinguished from the pipeline operators who are already 
subject to Federal control) must be under Federal control also. If this is not 
done, a serious gap would open in the price-control structure and the protection 
there might be for the consumer would be destroyed. 

The facts of recent history show that the Natural Gas Act of 1938 was passed 
by Congress to protect gas consumers from certain ruthless tactics of the gas 
industry. Further historical facts show that it was impossible for the individ- 
ual States to do anything about the gas coming into their jurisdictions from out- 
of-State sources. Only the Federal Government can control gas moving in inter- 
state commerce and experience has sadly shown that control is necessary. An- 
other fact, that of the price structure of gas producers who charge transmitting 
companies more than local sources, shows the need for control. As a representa- 
tive of the consumers group, I am skeptical when I hear gas producers say 
that no regulation is necessary because “we are not going to hurt anyone if we 
are left alone.” If this is true, why is the gas industry going to great and 
more expensive lengths to try to escape Federal scrutiny and control? 

I know that gas-producing companies state that control will harm and stop 
exploration for new gas fields. This has never happened in the past, and 
with the 21% percent tax exemption I feel it would not happen in the future. 
Since the 1988 Federal act, the industry has grown tremendously under Federal 
control. As long as there is a greater demand for a product than the available 
supply, someone in our free-enterprise system is going to be in the business of 
supplying the demand. FPC control in the past has never stifled the industry, 
and I see no reason why it would do so in the future. 

Gas is a natural resource—which cannot be separated from a strong public 
interest—which I believe is in the nature of a public right. Even the gas indus- 
try does not oppose regulation, but it says that the State should do the regu- 
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lating. However, as I have noted, the States cannot control effectively the neces- 
sary important factors. Control by the Federal Government is necessary to 
protect the otherwise helpless consumers from those in a position to exploit 
them. 


ADDENDUM 


In addition, I am authorized to say that the distributor of gas in the Louis- 
ville area, a very fine private utility—namely, the Louisville Gas & Electric Co.— 
joins with us in saying that controls at the producing well are necessary in order 
to prevent increased costs to the consumers which are not needed and out of line. 

As an example, in the last 3 years the cost of gas to the Louisville Gas & 
Electrie Co. has increased by 26 percent. It is the fear of the Louisville Gas & 
Electric Co. that without controls this cost to them will continue to mount in an 
ever-increasing spiral. 

To be more specific, the annual cost of gas to the Louisville Gas & Electric 
Co. from its wholesale suppliers has increased $1,880,000 since 1951. Because 
of this increased cost, our distributing utility now has a petition before the 
Public Service Commission of Kentucky requesting an increase in their income 
from the gas consumer in the amount of $915,000. This utility feels that if ade- 
quate controls at the well and over the pipeline had been in existence right along, 
no such increases to them would have occurred and they, therefore, would not 
now be seeking a rate raise. The Louisville Gas & Electric Co. has spent much 
time and much money telling Louisvillians of the convenience, cleanliness, and 
economy of gas cooking and heating and have very greatly expanded their plant 
and their financing because of the increased sales of natural gas. The Louis- 
ville Gas & Electric Co. is fearful of further increases because those increases 
would be detrimental to their business and to their volume. Therefore, they, 
with the consumer, hope that the Congress will not remove those controls over 
natural gas sales which now exist. 





MEMORANDUM, CITY OF LOUISVILLE: ANSWERS TO QUESTIONS As TO How LEGISLATION 
AFFEcTts LOUISVILLE 


1. Type of service?—Natural gas. 
2. Source of natural supply to distributing utility? Three sources: 
(a) Tennessee Gas Transmission Co. 
(6b) Kentucky West Virginia Gas Co. 
(c) Texas Gas Transmission Corp. 
How long has city been served with natural gas ?—Natural and artificial 1913- 
oO. Since 1950 straight natural gas. 
3. Annual volume of gas purchased in 1954 by local gas utility? 
M. C. F. (1,000 cubic feet). 
4. Amount paid for such gas and average cost per units?—26.4 cents per 1,000 
cubic feet. 
5. Number, date, and amount of any increase in cost of gas to local gas utility 
in last few years by reason of increases in rates of pipeline supplier ? 


32,357,400 





Louisville Gas & Electric Co. statement showing annual amount of 9 successive 
increases in rate applicable to company’s natural-gas purchases from its 3 
natural-gas suppliers based on volume of such purchases for the 12 months 
ended Oct. 81, 1954 


Effective | Annual 

dateof | Natural-gas supplier amount of 

increases | increase 

| 

Dec. 17,1951 | Tennessee Gas Transmission Co..............-.-------.------------------ -.| $288, 044. 29 
Jan, (2008 |. emery, Wet Viren Gab Ce. nnn cowaeis ci cececee we csc cd-teetas 100, 900. 00 
Jan. 8,1953 | Texas Gas Transmission Corp------ patie gi eta itunes abet eas Ge geranrace 700, 750. 49 
Feb. 15, 1000): Temmeanee Gas Trememse Oiks i in i bs ccs icc 270, 946. 50 
Sept. 1,1953 | Texas Gas Transmission Corp..............-...---.--- i ith ae eae 99, 126. 95 
Mar, "l toee) Fememnee Cae Sree G2 ntl eS 85, 640. 80 


May 1,1954 | Texas Gas Transmission Corp. (decrease) __-...........-.----- pivatieaiwdeGerd (39, 650. 79) 
Atig. 25 FG 1s Teeny, WP Fs Ge OOo sn inn ak ence ccntccscindcens 200, 880. 00 
Nov. 18, 1954 | Tennessee Gas Transmission Co_...._......-.....-.----.-- PE 20, 159. 71 
Dec. 15, 1954 |_.__. TN ge Ase cas ee oe a 153, 213. 79 


Net annual amount of above rate increases -__................----.---.- 1, 880, O11. 74 
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Recapitulation of above increases by suppliers 


Tennessee Gas Transmission Co., since Dec. 16, 1951_._._________- $818, 005. 69 
Kentucky, West Virginia Gas Co., since Dec. 31, 1951_____-_______ 301, 780. 00 
Texas Gas Transmission Corp., since Jan. 7, 1953________--_------ 760, 226. 65 

Total above wks Tete UOCPORONR es cio. etd ce sndeoss once 1, 8SO, 011. 74 


6. Retail rate history. Were any reductions made by reason of reduction in 
rates of pipeline supplier in years 1940 to 1948?—-No, There was no rate reduction 
by supplier to L. G. & E. and no rate reduction by L. G. & E. to consumers. 

Were any promises made of rate reduction after change to natural gas?—No. 

7. Have local retail rates been increased since 1948?—No. No adjustment was 
made as no increase was added after change from mixed to natural gas. 

8. Number of customers of Louisville Gas & Electric Co. and sales to each clas- 
sification in 1954 and revenues received therefrom and number of gas space- 
heating customers in each? 


Sales (1,000 


| Customers cubic feet) Revenue 
Residential... .....-.-.- er sided tapedies otha iebtaien aes 117, 657 13, 108, 000 | $8, 071, 839 
oo" ee ie othe te ae oe Seite s ats 10, 466 | 2, 750, 000 1, 529, 605 
Industrial _... Silent en eawk i osthaneneas Uitshake 227 | 5, 453, 000 2, 051, 307 
eae nied wed test seets sibh tds -nchgadadaeagl 287 1, 313, 000 | 575, 153 





9. Estimate of total investment in gas-burning appliances : 
Total residential: No. 117,657, $20,589,975, at $175 
Commercial space heating: No. 5,891, $3,240,050, at $550 
Industrial: No. 227, $454,000, at $2,000 
Public No. 275, $275,000, at $1,000 
Additional gas used in space heating: No. 72,300, $39,765,000, at $550 
Total residential, $60,354,975 
Grand total, $64,324,025 
10. Do oil dealers advertise locally that oil heat costs less than gas?—No. 


STATEMENT OF HARRY G. SLATER, FIRST ASSISTANT TO THE 
ATTORNEY, MILWAUKEE, WIS. 


Mr. Starer. Mr. Chairman, my name is Harry G. Slater, I am first 
assistant to the attorney of Milwaukee. 

Mr. Chairman, it is our understanding that we would be permitted 
to file our statement without appearing further, and may I do so! 

The CHarrmMan. That is correct, sir. 

Mr. Starer. Mr. Chairman, and members of the committee, we 
represent the city of Milwaukee with a population of 650,000. We 
are in opposition to this Harris bill and other related bills. 

Our common council has gone on record in favor of safeguarding 
the present regulations carried under the Natural Gas Act and | 
should like to make a part of the record my statement, together with 
a certified copy of the council’s regulation; and I would also like to 
say at the same time that I am authorized to appear, and do so, for 
the Wisconsin League of Municipalities, who have gone on record 
in opposition to this legislation. 

We feel that the present regulation is in the best interest of the 
public as far as the consumers are concerned. 

(The statement and resolution above referred to are as follows:) 
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STATEMENT PRESENTED BY HARRY G. SLATER, FIRST ASSISTANT Crry ATTORNEY, IN 
()PPOSITION TO LEGISLATION To AMEND NATURAL GAs Act so As To EXEMPT 
NATURAL GAs SALES IN INTERSTATE COMMERCE (H. R. 4560 ann H. R. 4675 
\Np RELATED LEGISLATION ) 


Mr. Chairman, members of this committee, the city of Milwaukee is a munici- 
pality with a population in excess of 650,000. It is vitally interested and con- 
cerned with the proposed legislation which your committe is now studying. We 
are alarmed by the bills which would exempt from regulation sales of natural 
gas in interstate commerce. If such legislation were enacted, it would consti- 
tute a severe blow to the consumer’s pocketbook. 

Several years ago, like many other municipalities across the Nation, we were 
induced by the natural gas industry to substitute for the use of manufactured 
vas, natural gas. Through represertations we were informed that sources of 
natural gas were very extensive and more than adequate to satisfy the demand. 
Furthermore, we were advised that natural gas would be inexpensive. Predi- 
cated upon those specific representations, our community like others expended 
inillions of dollars in order to convert gas appliance equipment so that natural 
gas could be utilized. We did this in good faith. We did this based upon the 
information that natural gas was an abundant fuel available at a low cost and 
that the public was assured of safeguards with respect to prices. We had no 
indication then that as consumers we would be required to fight in order to pre- 
serve Federal safeguards. 

The sale of natural gas in interstate commerce, as intended by Congress in 
the Natural Gas Act, must be regulated. Without adequate regulation, the con- 
sumer is at the merey of the natural gas supplier as to the price which may be 
charged. There are three steps in the regulatory procedure, and they constitute 
a coordinated effort on the part of the Federal and State governments to protect 
the consumer against unreasonable prices in the purchase of a fuel which we 
submit is sold under monopolistic conditions of marketing. These steps are (1) 
regulation by the Federal Power Commission of sales in interstate commerce 
for resale; (2) regulation by the Federal Power Commmission of the price 
charged by the pipeline company to the local utility; and (3) regulation by the 
State regulatory body of the amount which the local utility can charge to the 
consumer. We maintain that these three steps must all be continued if proper 
sufeguards are to be maintained with respect to regulation of sales of natural 
gas, 

We suggest to this committee that it would be grossly unfair and inequitable 
if sales of natural gas in interstate commerce for resale were exempted. There 
is no competition involved in the sale of natural gas in a community such as 
ours. One pipeline supplies natural gas in our area. The pipeline buys its gas 
directly from Phillips Petroleum Co. under existing contracts. Because of 
existing practical considerations, the pipeline now cannot obtain supplies of nat- 
ural gas elsewhere. <A pipeline is not like a garden hose that can be shifted 
from place to place. The construction of a pipeline involves the expenditure of 
millions and millions of dollars. To be productive and to earn its way, it must 
obtain natural gas in the area in which it is located. 

In our city, the local utility which sells gas to many thousands of consumers 
now buys its gas from one pipeline company. It cannot buy that gas from any 
other source, Consequently, it is apparent that the three successive steps in 
the purchase and sale of natural gas are interrelated, that the consumer is 
dependent upon all three of these steps, and that there must be regulation of 
each step so as to protect the consumer against excessive rates. 

If a producer is able to escape regulation and can determine the charge to be 
made in the sale of its natural gas, limited only by what it considers a fair price, 
then the consumer must be ready to pay whatever the traffic will bear, and he is 
afforded no practical recourse. 

A sharp rise in the field prices of natural gas, which prices are passed on 
directly to the ultimate consumer at his burner tip, is already in evidence. 
Escalator clauses which provide for price increases not based upon increased 
costs carry contract prices ever upward. If you remove regulation, we submit 
the sky may well be the limit, for the supply is not equal to the demand. 

It has been estimated that if FPC’s jurisdiction is abandoned through act of 
‘ongress, users of natural gas will be faced with price increases which could 
aggregate hundreds of millions of dollars. In the light of this, the bold assertion 
that there is no need for regulation to protect the users or consumers of natural 
gas is indeed astounding. 
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Producers claim regulation will tie their hands. It may tie their hands with 
respect to the measure of profits, but it will not tie their hands with respect to 
general operations. Our United States Supreme Court has noted that unreason- 
able charges exacted at the stage when natural gas enters interstate lines become 
perpetuated in large part in fixed item of costs which must be covered by rates 
charged subsequent purchasers of gas, including the ultimate consumer, It was 
to avoid this situation that the Natural Gas Act was passed. 

We respectfully ask that this issue not be decided upon such extraneous argu- 
ments as that regulation is socialism or an attack on free enterprise. Regula- 
tion in the interests of the consumer is neither socialism nor an attack on free 
enterprise. It is a safeguard against monopolistic conditions and the consumer 
is justly entitled to that safeguard. 

In considering this legislation it must be recognized that regulation is now 
a part of the Federal statutes. Congress included such regulation as a part of 
the Natural Gas Act because it found sufficient justification therefor at a time 
when the demand for natural gas was far less than it is today. It just does 
not make sense to say that with the demand for natural gas growing, while the 
supply grows smaller, that this is a proper time to remove the safeguards against 
excessive rates. If there is no danger of unreasonable rates being charged, then 
why does the industry urge exemption from regulation of the sales of natural 
gas in interstate commerce? We submit that the industry is far better able 
to protect itself with regulations continuing as now provided for than is the con- 
sumer with no regulation. This large industry with hundreds of millions of 
dollars of sales annually is adequately equipped to safeguard its interests before 
regulatory bodies. 

If you remove regulation, where will the consumer present his case in the 
event of inequitable treatment of excessive rates? The answer is obvious. The 
consumer will have no place to protest. His cry respecting excessive rates will 
be lost and unheeded. 

We say to members of this committee that this is a matter of grave importance 
to the public purchasing natural gas. We trust that your committee will see fit 
to reject legislation which is designed to provide exemptions from regulation 
with respect to the sales of natural gas in interstate commerce for resale, 


CERTIFIED Copy OF RESOLUTION 
(By Alderman Schimenz—File No. 54-8604) 


Resolution relating to opposition on the part of the city by city attorney's 
office respecting legislation designed to remove present safeguards concerning 
regulation of the sale of natural gas 


Whereas there has been introduced in Congress legislation which would vitally 
affect the interests of the consumers of natural gas with respect to reasonable 
prices thereof; and 

Whereas such legislation is designed to remove present safeguards with 
reference to regulation of the sale of natural gas by independent producers 
in interstate commerce for resale: Now, therefore, be it 

Resolved, By the Common Council of the City of Milwaukee, that the office of 
the city attorney be and it is hereby requested to take all steps available to it 
and in its judgment necessary for the purpose of opposing on the part of the city 
such legislation, as well as other related legislation introduced in Congress 
directed to amending the Natural Gas Act by exempting certain sales of natural 
gas when made by producers; and be it further 

Resolved, That the office of the city attorney be and it hereby is authorized 
to participate in hearings before either branch of Congress, to appear and par- 
ticipate in conferences between other municipal and State officials, and to 
do all that it may be able to do to towards bringing -to the attention of officials 
and Members of Congress the importance of maintaining the present regulatory 
safeguards concerning the sale of natural gas in interstate commerce; and be it 
further 

Resloved, That the mayor, the first assistant city attorney, and two repre- 
sentatives of the council, to be appointed by the president of the council, be and 
they are hereby authorized and requested to appear at congressional hearings 
with respect to legislation designed to remove safeguards respecting the sale of 
natural gas by independent producers in interstate commerce, and to inform 
such congressional bodies at such hearings or otherwise with respect to the city’s 
opposition to the elimination of present safeguards in the Natural Gas Act 
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respecting the sale of natural gas by independent producers in interstate com- 
merece; and be it further 

Resolwed, That all officers and employees of the city, when called upon by the 
city attorney’s office, be and they are hereby requested to assist in whatever 
manner they may be able to do in bringing to the attention of the national 
administration the necessity for maintaining regulatory safeguards concerning 
ihe sale of natural gas in interstate commerce. 


OFFICE OF THE CiTy CLERK, 
Milwaukee, Wis., April 19, 1955. 
I hereby certify that the foregoing is a copy of a resolution adopted by the 
Common Council of the City of Milwaukee on March 4, 1955. 
[ SEAL] STANLEY J. WITOWSKI, 
City Clerk. 


The Cuarrman. May the Chair state that there are some municipal 
attorneys who have requested that they be heard. The Chair has a 
list of a few others who desire to file statements. It is entirely per- 
missible that they be filed at this time, and the Chair would feel, 
perhaps, that in the record the statements of the city attorneys should 
follow the mayors’ statements, and there will be no confusion in 
that way. 

Are there other city solicitors who desire to file statements at this 
time ¢ 


STATEMENT OF GERALD J. WEBER, CITY SOLICITOR, ERIE, PA. 


Mr. Weser. Mr. Chairman, my name is Gerald J. Weber, city 
solicitor of Erie, Pa. Pursuant to a unanimous resolution of the 
mayor and council of the city of Erie, I wish to file a resolution and 
statement opposing the Harris bill. 

The Cuamman. That may be done. 

(The statement referred to is as follows :) 


STATEMENT OF THE CITY OF ERIE, PA., ON THE EFFECTS OF NATURAL-GAsg RATE 
REGULATION, RE H. R. 4560 AND SIMILAR LEGISLATION 


The city of Erie, Pa., with a city population of in excess of 130,000 and the 
center of a county with a 225,000 population, receives gas service from the 
Pennsylvania Gas Co., a Pennsylvania public utility corporation, which serves 
over 50,000 customers in the northwestern Pennsylvania area. The vast ma- 
jority of these customers are residential users, and over three-fourths of these 
use gas for home heating. 

It may seem surprising that in a gas-producing State like Pennsylvania, we 
are dependent for the majority of our gas supply upon gas received from out- 
side the State by interstate pipeline transmission. Twenty years ago all of our 
sas consumed was produced within the State of Pennsylvania, and gas was used 
for home heating in only a small percentage of homes. 

As of the year ending October 31, 1952, the Pennsylvania Gas Co. drew the 
total gas in its distribution system from the following sourees (as reported in 
the Pennsylvania Gas Co. rate increase case before the Pennsylvania Public 
Utility Commission in 1953) : 

Percent 


Pro@oced Srom company's loom) welts — 58a) 6b kph eck tet eens 14.9 
Withdrawn from storage in local wells__._____--------------------_- +, Ae 
PR SLE CRG SOUS, NURS NT DRER ane. BORD nn eee ce onan 9.7 
Manufactured gas purchased locally____._-_---------------------_-_-- 13. 0 
Vaporiaed: Meuid petroleem :gas.. 2.25.0... ~~. 1 ees x 
Gas purchased from interstate transmission : Tennessee Gas Transmission 

Co., New York State Natural Gas Co., United Natural Gas Co._________ 51.8 


Total gas sold, 14,156,556 M e. f. 
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Since the time that the above figures were submitted to the Pennsylvania Public 
Utility Commission, the trend to larger and larger percentages of gas from out- 
of-State sources has been even more sharply noted. At the time of the aboye- 
mentioned rate case, the supplies of out-of-State gas available to the Pennsy|- 
vania Gas Co. were limited, but in the past 2 years these have become more 
readily available so that today a substantial majority of our gas supply comes 
from without the State of Pennsylvania. Severe restrictions during the war and 
postwar period prevented the company from filling the large demands for gas 
for residential space heating. With the easing of those restrictions and the 
availability of additional supplies of gas, a very substantial increase in gas use 
has occurred in the past 2 years. 

In Erie and the surrounding area, gas has become the principal source of 
space-heating fuel. In the past few years in this area, during an unprecedented 
period of activity in residential building, gas-burning furnaces for residentia! 
heating have been the almost exclusive type of installation. 

As of the October 1952 data presented to the Pennsylvania Public Utility 
Commission, 72.8 percent of all residential customers of the Pennsylvania Gas Co. 
used gas for residential heating. This was still during a period when new gas 
installations for space heating were severely restricted because of limitations on 
supply. During this restricted period, preference in granting gas-heating instal- 
lation permits was given to residential users who installed heating equipment 
designed exclusively for gas use. Since that period, with the easing of restric- 
tions, practically all new home construction in the Erie area is provided with 
heating equipment exclusively for gas use. 

We may say that today more than 50,000 residential users of gas in this area 
have an investment in gas-heating equipment of from $300 for conversion burn- 
ers to an average of $1,000 for gas furnaces. This estimate does not include 
any estimate of the use of gas and the value of home equipment designed for 
such use for other household purposes, such as cooking and heating water. 
Competition from other types of fuel for heating and other uses means little as ua 
practical matter to the householder who has such an investment in gas-burning 
equipment. 

Iu its application for approval of an increase in rates before the Pennsylvania 
Public Utility Commission in 1953 (Complaint Docket No. C-15877), the utility 
company cited among its reasons in support of its request for an average 15- 
percent increase in its rates, the following: Costs of gas purchased increased, 
purchases of large quantities of gas, principally from the Southwest, and highe: 
prices paid for purchased gas, for example, increased charges by the Tennesse: 
Gas Transmission Co. on December 17, 1951, and February 15, 1953, and by tlie 
United Natural Gas Co. (an affiliate) on April 10, 1953. The total of these 
increases in costs of pipeline gas over the 1952 costs was $515,667 in relation 
to a total cost of gas purchased from all sources in 1952 of $4,245,264. The 
Pennsylvania Public Utility Commission recognized these increases of costs in 
allowing the Pennsylvania Gas Co. a rate increase of 15 percent in 1953. 

From the point of view of a municipality, which must represent the con 
suming public in utility rate matters, there is no source of guaranty of reasonable 
rates without effective Federal control. State regulatory commissions are pow- 
erless where the bulk of the supply of the commodity comes from out-of-State 
sources. We feel that the protection of the local consumer must come from 
effective Federal regulation of the sale of this natural resource. 


GERALD J. WEBER, 
City Solicitor. 


STATEMENT OF DALE H. FILLMORE, CORPORATION COUNSEL, 
DEARBORN, MICH. 


The Cuarrman. Is Mr. Dale H. Fillmore, corporation counsel for 
the city of Dearborn, Mich., present ? 
Mr. Fitumore. Yes, Mr. Chairman. 
_ The Cuatrman. Mr. Fillmore, the Chair understands that you de- 
sire to file a statement on behalf of the city of Dearborn, Mich.; is 
that correct ? . 


sec 


an 
to 
re 


ta 





NATURAL GAS 1417 


Mr. Fittmore. That is correct. I would like to submit a statement. 
I have filed with the clerk five copies and, if more are needed, I will 
see that they are made available to the committee. 

We want to go on record—lI represent the city of Dearborn, Mich., 
and I am authorized by the mayor and council of our city to state 
to this committee that we are opposed to the Harris bill and to the 
related bills pertaining to the changing of the statute as it now exists. 

We feel that it is in the public interest that the present law be main- 
tained without change. 

The Cuairman. Thank you very much, Mr. Fillmore. 

(The statement referred to is as follows:) 


STATEMENT BY DALE H. FILLMORE, CORPORATION COUNSEL FOR THE City OF DEAR- 
BORN, MICH., ON BEHALF OF THE CITY OF DEARBORN, MICH. 


My name is Dale H. Fillmore. I am the corporation counsel of the city of 
Dearborn, Mich., which at the present time has an estimated population of 
120,000 persons, most of Whom are consumers of natural gas. 

I have been authorized by the unanimous approval of Mayor Orville L. 
Hubbard and the city council of the city of Dearborn to appear before the 
Committee on Interstate and Foreign Commerce of the House of Representatives 
and oppose H. R. 4560, commonly known as the Harris bill, as well as all similar 
legislation, on behalf of said city. 

In support of and as reasons for such opposition, I will incorporate herein 
by reference and make a part hereof the exhaustive statement including the 11 
reasons being made by James H. Lee of Detroit on behalf of the National 
Institute of Municipal Law Officers and the city of Detroit in opposition to 
hearing. 


STATEMENT OF JOHN R. COOK, JR., CITY ATTORNEY, 
LEXINGTON, KY. 


The Cuatrman. Is Mr. John R. Cook, of Lexington, Ky., present? 

Mr. Coox. Yes, Mr. Chairman. 

The CHAmrMAN. Do you desire to file a statement ? 

Mr. Coox. Mr. Chairman, I have with me copies of a resolution 
passed by our board and also a resolution passed by mayors of north- 
ern, eastern, and central Kentucky cities protesting the passage of 
the Harris bill and related bills, and also represent the Kentucky 
Municipal League, a group of cities in Kentucky who oppose this 
legislation, and I will file that with the committee. 

The Cuarrman. Thank you very much, Mr. Cook. 

(The resolution referred to is as follows :) 


A RESOLUTION ADOPTING A RESOLUTION PASSED BY MAYorS REPRESENTING VARIOUS 
CITIES IN NORTHERN, CENTRAL, AND EASTERN KENTUCKY AND REQUESTING THAT 
'HE HONORABLE JOHN C. WATTS PRESENT COPIES OF THIS RESOLUTION TO THE 
COMMITTEE HOLDING HEARINGS ON THE Harris BILL 


Whereas, on March 14, 1955, a group of mayors representing Northern, 
Central, and Eastern Kentucky cities unanimously adopted a resolution urging 
the Senators and Representatives in the United States Congress representing 
these areas to vote against any measure which would remove from the juris- 
diction of the Federal Power Commission control of the wellhead price of 
natural gas and asking for a congressional investigation as outlined in said 
resolution ; and 

Ww hereas the Board of Commissioners of the City of Lexington is unequivocably 
opposed to the passage of any bill which would eliminate control of the wellhead 
price of natural gas; and 
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Whereas it is the desire of this board of commissioners that this fact be 
made known to the committe holding hearings on the Harris bill; Now, therefore, 
be it 

Resolved by the Board of Commissioners of the City of Lexington, Ky.: 

Section 1. That the resolution unanimously adopted by the aforementioned 
mayors on March 14, 1955, is hereby adopted and approved by this board. 

See. 2. That the Honorable John C. Watts, Representative of the Sixth Dis- 
trict of Kentucky in the United States Congress, be requested to place copies of 
both of these resolutions in the hands of the committee holding hearings on the 
Harris bill. 

Sec. 3. This resolution shall take effect when it is signed, published, and 
recorded as required by law. 

Passed board of commissioners : 

FrReD FuGAzzi1, Mayor. 

Attest : 

FLORENCE CLARK Topp, City Clerk. 


STATEMENT OF BENSON TRIMBLE, SPECIAL COUNSEL, 
NASHVILLE, TENN. 


The CuairmMan. The Chair notes that Mr. Benson Trimble, special 
counsel, city of Nashville, is present. 

Mr. Trimble, do you desire to file a statement ? 

Mr. Trimpie. Yes, Mr. Chairman. 

The CuHarrMan. Before you do so, may I welcome you as a fellow 
townsman before this committee and assure you that we will give ev ery 
attention to the statement that you file, as we will all others. 

Mr. Trimpie. Thank you, Mr. Chairman. 

My name is Benson Trimble. I am special counsel, Nashville, Tenn. 

The statement for Mayor West whom I represent has not been com- 
pleted as of this moment. With your indulgence, and your permission, 
I would like to file it later, possibly tomorrow, if satisfactory. 

The CuatrMan. Very well, you may do so. 

Mr. Trrmpie. Mine will probably not be a very long discourse as I 
understand that you have gone through quite a bit as of right now. 

The CuatrmMan. Thank you for your cooperation. 

Mr. Harris. May I say, Mr. Trimble, that you and your fellow 
citizens of Nashville, Tenn., and the entire country, can be proud of 
the fine representation you have in this Congress by the chairman of 
this committee, Mr. Priest. 

Mr. Trrupie. Thank you, Mr. Harris. The voters have shown that, 
very much. 

The CuatrmMan. Thank you very much, Mr. Trimble. 

(The statement of Mayor West follows:) 


STATEMENT OF BEN WEST, MAYOR OF THE CITY OF NASHVILLE, TENN. 


My name is Ben West, and I now serve as mayor of Nashville, the capital city 
of the State of Tennessee. I am equally honored and pleased to be granted 
an opportunity to express to the gentlemen of this committee, my most heartfelt, 
sincere, and considered opinion in regard to the effect of the Harris bill, or any 
Similar bill, upon the consumers of natural gas who as mayor, I represent. 

I am fully aware of the fact that this hearing has now entered its final 
series of sessions. I am also aware that many witnesses have appeared before 
you, and many views have been ably presented both for and against this type 
of legislation. I will therefore be brief and to the point in order that the interests 
of the ultimate consumers whom I represent may be succinctly put before you. 

From 1851 to 1946, the city of Nashville was furnished manufactured gas. 
The sole supplier of natural gas to our city now, however, is the Tennessee Gas 
Transmission Co., which supplies the Tennessee Natural Gas Lines, Inc., which 
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in turn supplies the Nashville Gas Co., which is the sole distributor for the 
commodity in our community. The Nashville Gas Co. is not a municipally owned 
and operated company, but is a privately owned public utility corporation. 

The city of Nashville, in its corporate capacity, is a larger consumer of natural 
gas, using gas for heating and other purposes at some 13 public schools, 3 recrea- 
tion buildings in public parks, 9 fire department headquarters buildings, 4 wel- 
fare department buildings, 2 public libraries, and many other miscellaneous 
public institutions and buildings including Nashville’s Municipal Airport, located 
at Berry Field. 

Natural-gas installations, as well as conversion units, have been quite costly 
to our city and to our citizens. 

Within the city of Nashville and its environs, there are now some 35,000 indus- 
trial, commercial, and residential consumers of natural gas. 

It is therefore, in a sense, a dual interest, which I represent here, the city of 
Nashville directly and just as important the natural-gas consumers of our city 
as it is on behalf of both, that I make this statement and ask that it be placed 
in the record of this hearing. 

During 1954, the Nashville Gas Co. distributed 9,195,517 cubic feet of natural 
gas at a total cost to the ultimate consumer of $2,808,909. 42. 

Increases in the cost of natural gas from the supplier to the Nashville Gas Co. 
have been numerous, and have heretofore taken place on the following dates: 
April 1, 1952; March 27, 1953; March 1, 1954; March 18, 1954; and finally 
on December 15, 1954. As of this date, there has not been a single reduction in 
rates charged the ultimate consumer since natural gas came to Nashville in 1946, 
nearly a decade ago. 

Since that date, however, there have been two rate increases to the ultimate 
consumers of gas, the first on April 1, 1953, and the second February 23, 1955, 
both of Which were brought about solely because of increases in the cost of gas 
charged the Nashville Gas Co. by its supplier. 

In our section of the country, there is sharp competition between coal and 
natural gas. In the residential, space-heating field, the price of coal varies, 
depending on the type and grade used. The present average price of domestic coal 
is approximately $13.50 per ton. An average size home in Nashville, purchasing 
coal at the above price, with an operating efficiency of 58 percent, and a heat 
content of 12,500 British thermal units per pound of coal would use approximately 
6.75 tons per heating season at a cost of $91.12. This same home, if heated by 
natural gas, would use about 1,300 therms per heating season at an average cost 
of $8.47 per therm, or an annual heating cost of $110. By comparison, these 
figures readily show that the cost of gas is, even now, 21 percent higher than coal 
for this residential use. 

Also, as I previously said, many thousands of dollars have been expended by 
residential an’ other consumers of natural gas either for gas installations or 
conversion unit installations in order to take advantage of what was once held 
out to them to be a more economical fuel. It is now financially impossible for 
many of these consumers to return to any other fuel for heating and other uses, 
and it would be grossly unfair to these consumers to be burdened with additional 
increases in the cost of natural gas if it is at all possible to keep the cost of 
natural gas within reasonable limits. 


CONCLUSION 


It is my considered opinion that unless the commodity of natural gas is 
regulated from its first sale in interstate commerce, the sale by the producer 
or gatherer to the pipeline company all the way to the burner tip, then the 
entire scheme and the entire design and purpose of regulation will fail. It is 
impossible for my mind to see how price regulation of this commodity can 
Statistically be attempted, much less actually perfected, when only a part or 
portion of the utilities producing, transporting, and distributing the commodity 
is under regulation. 

It is further my opinion that fair and impartial regulation by the Federal 
Power Commission of all sales of natural gas, for resale in interstate commerce, 
including the above-mentioned sale by the gatherer or producer to a pipeline 
company will result in an equitable, fair and just rate for the commodity, insofar 
as the ultimate consumer is concerned. 

Therefore, being well aware that the Harris bill seeks to relieve or attempt 
the so-called independent producer and the gatherer of natural gas from 
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the jurisdiction of the Federal Power Commission, I am therefore opposed to any 
such legislation on behalf of the ultimate consumers whom I represent as mayor 
of the city of Nashville. 

I once again wish to express to the entire committee, my sincere appreciation 
for being granted the right to place this statement in the record of this hearing, 


STATEMENT OF FRANK J. BATTISTI, ASSISTANT DIRECTOR OF LAW, 
YOUNGSTOWN, OHIO 


The Cuarrman. Is Mr. Frank J. Battisti, Assistant Director of 
Law, Youngstown, Ohio, present ? 

Mr. Barristt. Yes, Mr. Chairman. I am appearing on behalf of 
Hon. Frank X. Kryzan, mayor, city of Youngstown, Ohio, and I 
wish to submit his statement. I must apologize also for not having 25 
or 50 copies, which I understand are required. I will leave for Youngs- 
town today and send those copies immediately if it will be permissible 
by the Chair. 

The Cuarrman. May the Chair state that if you have not done that, 
since your statement will appear in the record, that you need not 
comply with that requirement in this particular instance. 

We are very happy to have your statement. 

Mr. Battisti. Thank you, Mr. Chairman. 

(The statement above referred to is as follows:) 


Ciry OF YOUNGSTOWN, OHIO, 
April 22, 1955. 
Hon. J. PERCY PRIEST, 
Chairman, Interstate and Foreign Commerce Committee, 
House of Representatives, Washington, D. C. 

Dear Sir: The city of Youngstown, Ohio, on behalf of its citizens who con- 
sume natural gas for heating, cooking, and industrial production, wishes to 
certify that it is vital to the interests of the general public, and particularly 
Youngstown, Ohio, that H. R. 4560 be defeated. 

The city of Youngstown is informed that its local supplier, the East Ohio Gas 
Co., is continuing to invest additional capital, bringing about greater sales, but 
at less profit, due to the upswinging of prices at the wellheads. Two years ago, 
when the East Ohio Gas Co. renewed its franchise, a 10 percent increase was 
provided and taken up by the consumers in this city to absorb the increases at 
the wellheads which were reflected locally. 

All new housing developments, consisting of hundreds of family dwellings in 
the Youngstown area, are serviced exclusively by gas furnaces; and many with 
gas cooking units. The furnaces in the new developments are not convertible. 
This situation, together with a smoke abatement program in Youngstown, has 
brought about a considerable increase in the use of natural gas by the inhabi- 
tants of this city. 

The Federal Power Commission is now empowered to regulate prices at the 
wellhead to the end that they be just and reasonable. This standard seems 
equitable both to the consumers and to those engaged in the production and 
sale of natural resources essential to meet the necessities of life. 

The free fluctuation of prices could result in the unscrupulous taking advantage 
of the men, children, and housewives in Youngstown who depend upon natural 
gas for protection from the cold, and for the cooking of their meals. These 
children, men, and women are entitled to fair regulation construed and admin- 
istered by a fair and impartial tribunal. The city of Youngstown believes that 
the passage of H. R. 4560 will not be in its best interests of those of the general 
public. 

Youngstown, therefore, respectfully requests that H. R. 4560 be defeated. 

Respectfully submitted. 

FRANK X. Kryzan, Mayor. 
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STATEMENT OF JOHN L. WALLACE, CITY ATTORNEY, 
LEWISBURG, TENN. 


The Cuarrman. Mr. John L. Wallace, city attorney, Lewisburg, 
Tenn. 

Mr. Watiace. Yes, Mr. Chairman. 

The CuairMan. We are mighty happy to have you, another fel- 
low Tennessean, from a nearby neighboring town appear before the 
committee. Do you desire to file a st atement ¢ 

Mr. Watiace. Yes, Mr. Chairman, but it has not been completed 
and I request that I be given the right to file it at least by tomorrow. 

The Cuamman. You may do so, and we are very happy to welcome 


you. 

Mr. Watuace. I might say that I represent the smallest munici- 
pality in this room. 

(The statement referred to follows :) 


TESTIMONY OF JOHN L. WALLACE, CITY ATTORNEY OF LEWISBURG, TENN., IN OPPOSI- 
TION TO H. R. 4560, AND SIMILAR BILLs TERMINATING FEDERAL JURISDICTION OVER 
THE FIELD PRICE OF NATURAL GAS SOLD FOR RESALE IN INTERSTATE COMMERCE 


Iam John L. Wallace, attorney for the city of Lewisburg, Tenn., and make this 
statement with approval and by authority of the mayor and commissioners and 
members of the Lewisburg Gas Board of the city of Lewisburg, Tenn. 

I am here to register strong opposition to the matters and things as referred 
to in the premises of this testimony. 

The city of Lewisburg owns and operates its natural-gas system, serving this 
commodity to some 950 customers. 

For the past 3 years, it seems that we have done nothing but contest rate in- 
creases before the Federal Power Commission. Furthermore, this utility serv- 
ice to the citizens of Lewisburg is only 3 years old and the city has been fighting 
increased rates since our system was constructed. 

The Lewisburg Gas Board has received rate increases so fast and furious that 
we have been unable to establish any reliable rate structure for our system— 
and this is due to so many rate increases. The FPC, by orders and inferences, 
has in substance said—well, that’s your hard luck—but the citizens of my city 
just can’t quite see it that way. We have been taught, through court rulings 
and the act itself, that it is the legal duty of the FPC to protect the consuming 
public from the exploitation by the big oil and gas industries. 

Every time we receive a rate increase in this commodity, it is the contention 
and also the proof of our supplier that such increase cost is based upon the 
increase cost of gas to it in the field by the producers—over which the FPC main- 
tained it had no jurisdiction. 

Since 1938, when the Natural Gas Act was enacted and became law, it (the 
act) gave the right to the FPC to control the cost of gas at the wellhead. How- 
ever, the FPC declined to exercise its legal duty to control such costs and as a 
result Cur customers have suffered irreparable damages in a liquidated form. 

It took a ruling by the Supreme Court of the United States to impress oo 
the FPC their legal duty as to jurisdiction of this commodity at the field level. 

There are rate increases now pending before the FPC which will cause our 
customers more damages in the form of increased gas rates. And still the 
FPC is not taking a positive stand on these pending rate cases because the 
majority of.the members of the FPC favor the passage of the Harris bill (H. R. 
4560), which would cause them a great deal less work to consider in respect to 
field regulations. 

The history heretofore related has its importance in this respect. 

Now, and since the ruling in the Phillips case, the big gas and oil industries 
are now seeking, by a legislative act, to destroy the ruling, effect and protection 
as was afforded the gas-consuming public, by the ruling in the Phillips case. 

The oil and gas industry will succeed in their efforts by the passage of the 
Harris bill (H. R. 4560) which they (industry) have settled upon as their piece 
of legislation best suited to fulfill their purposes. 
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The city of Lewisburg, therefore, strongly and unmistakably opposes the 
passage of this bill or any bill similar in design and purpose. 

_Release the cost of gas at the wellhead from regulation and it will increase 
twofold—and this percentage passed down the line from field to transmission 
company, to ultimate consumer, and it will reach consumers at a price which 
they cannot afford. It boils down to the question—How much cost can the 
traffic stand—and I’m here to say that in my hometown the traffic is carrying 
all the load it can stand. 

There is no reason for the passage of this bill, it is unnecessary and unreason- 
able, and not in the interest of the public. 

And, in conclusion, I submit that this bill should not pass and that the FPC 
should exercise the authority given to it by the Natural Gas Act of 1938, as 
recently interpreted by the Supreme Court of the United States. If the consumer 
interest is to be protected this regulation must include adequate control of the 
prices paid for natural gas in the field. 


The Cuarrman. Now, at this point the Chair will inquire whether 
there are other city attorneys, municipal attorneys, who might desire 
to file a statement. 

If there are no others present, we will proceed with our next wit- 
ness. 

Mr. Beamer. Mr. Chairman. 

The Cuatrman. Mr. Beamer. 

Mr. Beamer. Mr. Chairman, I have been requested by the mayor 
of Indianapolis to please read a letter to this committee and ask that 
it be included also in the record, if I may have permission. 

The Cuarrman. You may do that at the present time. 

Mr. Beamer. The letter reads: 

CITY OF INDIANAPOLIS, 
April 7, 1955. 
Hon. JOHN BEAMER, 


House of Representatives, 
Washington, D. C. 

Dear Joun: Attached hereto is a copy of a telegram I sent to Mayor Joseph 
Clark in answer to a telegram from him asking me, as mayor of Indianapolis, to 
participate in opposing H. R. 4560, joining with him, Mayor David Lawrence of 
Pittsburgh and Robert Wagner of New York. 

My reason for sending this is so that if opposition in the form of any Mayors’ 
Committee or any American Municipal Association Committee is voiced to you, 
you may be sure that this is not the unanimous feeling of this association. 

I am, also, sending a similar letter to Representative Kuykendall. 

Very truly yours, 
ALEx M. CLARK, Mayor. 

The telegram reads: 

APRIL 7, 1955. 
Hon. JosEPH CLARK, 
Mayor, Philadelphia, Pa.: 

In answer to your telegram of April 6, as mayor of Indianapolis I am in favor 
of House bill 4560; therefore, would not care to participate in testifying or 
meeting relative to opposing the same. 

ALEX M. CLARK, 
Mayor, Indianapolis, Ind. 

I request that the letter and telegram be included in the record. 

The CuHarrMAN. Without objection, it is so ordered. 

Mr. Scuenck. Mr. Chairman. 

The CHarrmMan. Mr. Schenck. 

Mr. Scuenck. Mr. Chairman, the Ohio Municipal League, an or- 
ganization consisting of municipal officials of the State of Ohio has 
sent me a resolution which I would also like to insert in the record 4s 
representing the Ohio Municipal League’s views. 

The CHarrMan. Very well, that may be done, Mr. Schenck. 
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(The resolution referred to is as follows :) 


A RESOLUTION OF THE BoaRD oF TRUSTEES OF THE OHIO MUNICIPAL LEAGUE, 
ADOPTED Aprit 13, 1955 


Whereas natural gas is one of the most important resources of the United 
States, the production and conservation of which is a matter of national interest 
and properly subject to regulation for the public good ; and 

Whereas the distributors of natural gas to Ohio consumers and the trans- 
mission companies from which said distributors purchase natural gas are pres- 
ently regulated by the Federal Power Commission under the Natural Gas Act 
of 1938 to the end that the natural resources of our great country may be effec- 
tively safeguarded and to the end that the consumers of that product may be 
protected from the evils of monopoly inherent in control of a great natural 
resource ; and 

Whereas the Natural Gas Act of 1938 invests the Federal Power Commission 
with the power and duty to regulate the producers of natural gas who sell said 
gas for use in interstate commerce, which power and duty has been recently af- 
firmed by the Supreme Court of the United States; and 

Whereas by reason of constitutional limitations, it is impossible for State 
regulatory bodies to assert effective jurisdiction over the production of natural 
gas used in interstate commerce so that only regulation on the Federal level can 
protect and conserve this valuable natural resource both for this generation and 
posterity ; and 

Whereas the powers of the Federal Power Commission under the Natural 
Gas Act will be emasculated and the purposes of that act largely thwarted 
unless the independent gas producers selling natural gas for use in interstate 
commerce be regulated by the Commission in accordance with the decision of 
the Supreme Court of the United States: Now, therefore be it 

Resolved, That the Board of Trustees of the Ohio Municipal League record, 
and it hereby does record, its complete accord with the principle of regulation of 
independent producers of natural gas by the Federal Power Commission and en- 
joins said Commission and its staff to promulgate effective regulatory procedures 
with all possible speed ; and be it further 

Resolved, That the Board of Trustees of the Ohio Municipal League oppose 
any and all attempts to induce the Congress of the United States to pass legisla- 
tion which may exempt producers of natural gas from regulation by the Federal 
Power Commission. 


STATEMENT OF JAMES H. LEE, ASSISTANT CORPORATION COUNSEL, 
PUBLIC UTILITIES, DETROIT, MICH., REPRESENTING NATIONAL 
INSTITUTE OF MUNICIPAL LAW OFFICERS 


The CHarrMAN. Our next witness will be Mr. James H. Lee, assist- 
ant corporation counsel, Detroit, Mich. 

I understand that you not only speak for the city of Detroit, but 
also you are representing the National Institute of Municipal Law 
Officers. Is that correct? 

Mr. Ler. Yes, Your Honor. 

The Cuatrman. I note that your statement which has been handed 
to me is rather voluminous. And, it consists of exhibits, and I won- 
der, for the sake of arranging our schedule, if you could indicate to 
the Chair how much of this you intend to read, Mr. Lee. 

Mr. Ler. Well, Your Honor, the exhibits attached to the state- 
ment I do not contemplate reading, of course. They will be filed as 
exhibits. But, I do feel that inasmuch as this is the presentation in 
chief of the viewpoint of the consumers of natural gas as represented 
in our community and other communities, affiliated with the National 
Institute of Municipal Law Officers, that I should be given the 
privilege of reading all of the statement and, of course, not the ex- 
hibits attached. 
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I have no intention of reading those. 

Now, as Your Honor stated at the opening of these proceedings, 
they have been in hearing for several weeks and up until this week, 
the proponents of this legislation have been heard. And I under- 
stand 

The CuarrMan. May the Chair make this correction there, Mr. Lee, 
Actually the proponents were heard, all proponents except two, who 
did not appear, were heard before the Easter recess. We have heard 
opponents ever since the 14th, when we reconvened, and we heard 2 
days of opposition testimony before we adjourned. So actually, the 
proponents have had far less time. 

I wanted that made clear for the record, because all of the witnesses 
since we reconvened have been opposition witnesses. 

Mr. Lee. Yes, Your Honor, the statement you made is undoubtedly 
correct, but when I say what I am about to say, I am not speaking for 
the distribution companies. They have been heard as opponents, 
many of them. I am not speaking for them, or any faction or group, 
except the ultimate consumers in our community and other communi- 
ties of the National Institute of Municipal Law Officers, which con- 
stitute over 900 cities in the United States, Canada, Hawaii, and other 
sections of our country. 

The Cuatrman. Well, Mr. Lee, the Chair has no intention of trying 
to cut off your testimony. I simply wanted to know how much of this 
document you planned to read so that we can gage our time. You 
may proceed. 

Mr. Ler. Thank you, sir. 

My name is James H. Lee. I am assistant corporation counsel of 
the city of Detroit, Mich., in charge of public utility matters and 
appear here on behalf of the Honorable Albert F. Cobo, mayor of 
Detroit, Mich., the Corporation Counsel Paul T. Dwyer, and the 
common council of my city. I am also chairman of the committee on 
electric, gas, and telephone rates of the National Institute of Municipal 
Law Officers (NIMLO). City Attorney Henry B. Curtis, of New 
Orleans, president of NIMLO, has authorized me to present the posi- 
tion of that organization to this committee. 

I would like to digress a minute to say that my activities as a 
lawyer—I am in my 44th year as one of the city attorneys of the city 
of Detroit, and I have been practicing previous to that, and 45 years 
ago I was a member of the Michigan State Senate for 2 years, rep- 
resenting the west side of the city of Detroit. 

Your Honors, the reasons we oppose the Harris bill (H. R. 4560), 
and all the similar bills now before this committee, may be summarized 
as follows: oe 

(1) The Harris bill in effect takes an estimated $200 million to 
$800 million per year out of the pockets of approximately 60 million 
consumers and funnels these millions chiefly into the coffers of approx- 
imately 100 big oil and gas companies. This would be a congressional 
giveaway—not of public funds but to these consumers’ money. Oil and 
gas companies are not here pleading need, or lack of profits, under the 
existing provisions of the National Gas Act. They are rich and grow- 
ing richer, in part due to their congressionally granted 271 percent 
depletion tax exemption. The additional exemption or windfall pro- 
posed by the Harris bill at consumer expense is inequitable, unjust, 
and not in the public interest. 
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(2) The business of selling natural gas in interstate commerce is 
affected with a public interest which requires the regulation now 
provided by the Natural Gas Act. Such gas is unique in that it can 
only be transported economically through a pipeline. Natural-gas 
consumers are “captive” customers, dependent entirely upon Federal 
producer price regulations for protection against price gouging. The 
producer, transporter, distributor, and ultimate customer are linked 
together and the freedom of action, or choice of several suppliers, 
found in the buying and selling of commodities and goods in the open 
market is not found in the sale of natural gas in the field, at the city 
gate or at the consumer's meter. 

(3) Natural-gas consumers are helpless to protect themselves 
against price exploitation by the giant oil and gas companies who 
dominate the natural-gas market—too few control too much of the 
market for it to be competitive—and the Supreme Court of the United 
States has found that the primary purpose of the Natural Gas Act 
(which the Harris bill would effectively scuttle) is “to protect con- 
sumers against exploitation at the hands of natural-gas companies.” 
When properly interpreted and administered, this act has provided just 
and reasonable rates and Congress should not now oo such ex- 
ploitation. 

(4) If the Harris bill is adopted, prices will be raised to exorbitant 
levels by use of escalator clauses, most-favored-nation clauses, spiral 
clauses, and unjust and unreasonable field price formulas. And no 
effective power to protect the public interest will exist. 

(5) The Harris bill recreates the very evils, to wit—the exploita- 
tion of consumers—which the present act is intended to eliminate, as 


it allows big oil and gas companies who so dominate the field as to have 
monopoly powers, to extort unreasonable and exorbitant prices for 


- 


an essential public service by revoking the power under the N 
Gas Act to require just and reasonable prices. 

(6) Under the Natural Gas Act the industry has prospered greatly, 
is now gigantic in size, serving millions of consumers in several hun- 
dred cities. The effect of natural gas on the national economy is tre- 
mendous. The unique characteristic of the business, the scarcity and 
monopoly of supply, along with monopoly of transportation and abso- 
lute dependence of consumers upon one source, cause the natural gas 
industry to be affected with a compelling public interest which Fed- 
eral regulation must protect or no protection exists. The “few pen- 
nies’—and we have heard that time and time again—for producers 
argument advanced by proponents of the Harris bill is unsound, illogi- 
cal, and contrary to every basic principle of regulation of business 
affected with a public interest under our system of free enterprise. 

(7) The Natural Gas Act was passed to close, and did in fact close 
the constitutional regulatory “gap” which denied the States the right 
to regulate sales of natural gas when made in interstate commerce. No 
one can dispute that such sales will continue to be interstate sales. 
And it is unchallengable that such sales can only be regulated under 
the Federal Constitution by the Federal Government. Should the 
Harris bill be passed, no regulation of such sales will exist, this 
“gap”—the gap that the Congress closed—will be reopened and a 
“twilight zone” re-created wherein consumers will be at the mercy of 
— producers with runaway, uncheckable prices certain to 
result. 


atural 
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8. Emasculation of the Natural Gas Act as provided by the Harris 
bill thus means no effective protection at all for natural gas con- 
sumers and that for the reason that the States are constitutionally 
rohibited from protecting consumers on interstate sales prices and 
intrastate controls are impractical, ineffective and futile as the States 
must force onto consumers without question every producer price 
increase no matter how exorbitant and unreasonable it may be. 

9. Due to the lack of producer competition in the field, there is a 
monopoly “sellers” market, today competition is only between 
buyers—not sellers with buyers outbidding each other for this scarce 
and much needed product. As illustrative of what the elimination 
of the “just and reasonable” rate requirement of the Natural Gas 
Act by the Harris bill means, one need only consider the tremendous 
increase in producer prices which has occurred in recent years while 
the Federal Power Commission has stood idly by, under its self- 
denial of jurisdiction which the Phillips decision reversed—and by 
the way, the Supreme Court said it had always been the law since 
1938, since the Natural Gas Act was passed; it had always been the 
law that there was such jurisdiction. 

The producer price to pipelines has increased an average of 84 
percent since 1947 with some recent contracts jumping from 200 to 
300 percent in the past 2 years (above 5 cents in 1947-49, 9 cents in 
1953, and recently 20 cents in Louisiana). As another example, one 
Te under the “field price” formula espoused by the Harris bill 
1as “written-up” the value of its natural gas reserves 15,000 percent. 

Now, I would like to read you the annual report at this point of 
the Panhandle Eastern Pipeline Co. for 1953, and as you know, that 
is extremely large and fine organization and a tremendous owner 
of gas reserves, and I read from page 11 of that report to the stock- 
holders: 

Estimated recoverable proven natural gas reserves available to your com- 
pany as of December 31, 1953, is 8,300 billion cubic feet of which 3,500 billion 
cubic feet are owned by our company in fact. In addition the Trunkline Gas 
Co. has under gas purchase contracts a natural gas reserve of 2,300 billion 
cubic feet which is committed to the company. 

And by the way, Panhandle, I understand, owns 90 percent of 
Trunkline. 

The company has total natural gas reserves available amounting to over 10,600 
billion cubic feet. 

The volume produced and purchased during 1953 amounted to 339,500 million 
eubic feet of which 72,400 million comes from company-owned leases. 

Now then, one of the principal issues involved in the rate provi- 
sions is the price—they are talking about the most recent Panhandle 
case before the Federal Power Commission. 

One of the principal issues involved in the rate provision is the 
price to be allowed the company for the very substantial quantities 
of gas it produces from its own wells. 

The company believes that it is entitled to recover the full com- 
modity value of the gas which it produces rather than merely the 
production cost and the small return, if any, on the investment in 
production costs. 

This difference between the value of this gas and the almost negli- 
gible amount heretofore attributed to its is in the order of 13 cents 
per thousand cubic feet. 
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Recognition by the Commission of the commodity value of the 
company’s gas will contribute materially to the growth of our 
company. 

And, if you take 13 cents and multiply it by the figures I have given 
you as to Panhandle reserves, you will see that overnight there are 
<3 million invested in reserves as set forth in their report can jump 
to $440 million. 

And here—and I recognize the situation—the purpose of the Harris 
bill—or pardon me—under the present Natural Gas Act, the Commis- 
sion up until the decision in the Phillips case has disclaimed juris- 
diction over the so-called independent producers, but there has never 
heen any claim of lack of jurisdiction over the reserves owned by the 
pipelines and in all of these years in rate cases the Commission has 
taken jurisdiction over those reserves owned by the pipelines. 

In 1942 I started the case before the Power Commission with ref- 
erence to Panhandle’s rates, and there was not any question about the 
jurisdiction and it had been true ever since until the present time; 
but the ironic matter I want to refer to is this: The Harris bill would 
eliminate the so-called independent producer and I have heard some 
ventlemen say, “And that should be done, because they should not be 
put in the category of a public utility.” 

But notice this Harris bill turns right around and eliminates what 
confessedly is a utility and also has been under the jurisdiction of 
the FPC, gas owned by the pipelines. 

10. The Natural Gas Act’s provisions requiring the Federal Power 
Commission to fix “just and reasonable” rates is fair to both producer 
and consumer and should not be eliminated so as to permit producers 
and gatherers to charge unjust and unreasonable prices. 

11. Consumers relying upon the congressional promise contained 
in the Natural Gas Act of 1938 of “just and reasonable” rates have 
spent millions for gas burning equipment, thus supporting the nation- 
wide expansion of the natural gas industry in recent years. Now that 
consumers have acted in reliance upon this congressional promise to 
wit, “just and reasonable rates” it would be highly inequitable for 
the Congress to withdraw that promise by adopting the Harris bill, 
thus causing millions of dlolars of producer rate increases to descend 
upon them. If the consumer protections are scuttled by the Congress, 
no effective—remember no asi anemuidian will exist and pro- 
ducer price increases, already totalling millions, will automatically 
go into effect. 

[ now would like to present the official NIMLO resolution and 
report, and our detailed statement supporting the above summary. 
This is in effect our brief in chief on behalf of consumers. The pro- 
ducers, pipelines and distributors have all been heard at great length 
for many days, with their statements in the main supporting the 
Harris bill. Herein I present our side—the consumers’ side to this 
controversy and our answers to the chief arguments advanced by them 
for the Harris bill. 5 


NIMLO’S OFFICIAL RESOLUTION AND REPORT 


The National Institute of Municipal Law Officers (NIMLO) has 
a membership of over 900 cities located in each of the 48 States, the 
District of Columbia, and in the Territories of Hawaii, Alaska, and 
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Puerto Rico. NIMLO is supported entirely by tax funds of its mem- 
ber cities. Last September in San Francisco NIMLO adopted a reso- 
lution providing as follows: 


Whereas the primary purpose of the Congress in adopting the Natural Gas 
Act of 1938 was to protect consumers from exploitation by suppliers of natural 
gas, while at the same time assuring the suppliers of a fair and reasonable price 
for their product. 

Whereas the means whereby the Congress accomplished this purpose was to 
confer jurisdiction upon the FPC to fix reasonable rates for sales of natural 
gas in interstate commerce for resale to consumers. 

Whereas NIMLO has since the adoption of this act taken the clear and con- 
sistent position that this purpose of the Congress should be carried out and that 
the jurisdiction of the Federal Power Commission thus conferred should remain 
unimpaired: Now, therefore be it 

Resolved, That NIMLO hereby reaffirms its prior position and opposes the 
enactment of Federal legislation which would weaken or impair the jurisdiction 
and functioning of the Federal Power Commission under the Natural Gas Act 
as now written; and be it further 

Resolved, That a copy of this resolution be forwarded to the Cabinet Com- 
mittee on Engery Supplies and Resources Policy which is now considering natural 
resources, 


This resolution was based upon a report which stated: 


This subject was the only one upon which there was controversy at the open 
hearing conducted by your committee— 


that was the committee on resolutions— 


Your committee was urged to recommend no action upon this subject until a 
newly created Cabinet Committee has completed a study of natural resources 
and reported, with NIMLO appointing a committee thereafter to recommend a 
position for this organization. We were also urged to recommend that NIMLO 
adhere to and reaffirm the prior position consistently taken by NIMLO since 
adoption of the Natural Gas Act in 1938 that this act should be carried out as 
originally written. 

It was suggested that two States, Kansas and Oklahoma, prescribe minimum 
prices for intrastate sales of natural gas at the wellhead whereas the FPC only 
passes upon the reasonableness of maximum prices of sales in interstate com- 
merce for resale and that some conflict in Federal and State jurisdiction exists 
in reaffirming NIMLO’s prior position taken not only by resolution but in the brief 
amicus curiae filed in the United States Supreme Court in the recently decided 
Phillips case. Your committee fails to find such conflict and notes that such 
conflict was urged upon the Supreme Court of the United States in the Phillips 
case and found to be nonexistent. In fact, your committee is impressed with 
the fact that since the States are constitutionally unable to control the reason- 
ableness of sales in interstate commerce no conflict with FPC jurisdiction can 
arise. And no producing State fixes maximum prices for natural gas for the 
protection of consumers. They fix only minimum prices to protect producers. 

Upon checking with NIMLO’s staff, your committee was informed that while 
a copy was mailed to each one of NIMLO’s 881 member municipalities— 


at that time, last September— 


the brief amicus curiae filed in the Phillips case not one member wrote in protest 
against or in disagreement with the position taken therein, i. e., the position 
urged in the foregoing resolution. 

Under these circumstances, your committee finds no reason whatever to 
depart from the prior position of NIMLO on this matter. The proponents of 
a change of position frankly informed your committee that legislation to remove 
FPC jurisdiction to pass upon the reasonableness of rates charged by Phillips 
Petroleum Co. for sales in interstate commerce is certain to be introduced in 
Congress in January— 


of course, that has happened— 


NIMLO has not wavered down through the years in opposing such legislation 
and no valid reason was advanced to your committee why NIMLO should change 
its position now. We were urged to recommend a change in NIMLO’s position 
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to one of “no position” that we cannot do when no valid reasons were pre- 
sented for such action. 

Your committee was also informed that unless the Natural Gas Act is amended 
so as to nullify the decision in the Phillips case— 


that is, of course, what the Harris bill would do— 


the suppliers of natural gas would not sell their gas in interstate commerce, 
thus depriving thousands of users of this commodity and making the price 
higher because pipelines will not operate at full capacity. This argument in 
the nature of a threat by oil companies to deny themselves profitable interstate 
markets is one to which your committee cannot give credence. The FPC re- 
quires reserves to be dedicated for the use of each pipeline before the line can 
be constructed. The millions in cities who have changed over to the use of 
natural gas should not thus suddenly find their supply cut off due to this 
Supreme Court decision against Phillips Petroleum Co. 

In NIMLO’s brief amicus curiae it was pointed out that some 40 million con- 
sumers are now dependent upon natural gas. Nearly every large city—and 
many of the smaller cities—now have pipelines bringing this valuable com- 
modity to them. Your committee is impressed by the argument urged upon it 
that we as city attorneys represent not oil companies, but the consumers who 
reside in our cities. To here adopt the position of Phillips Petroleum Co. and 
depart from our representation of the consumers who pay us to represent their 
interests seems wholly inconsistent. We who represent consumers cannot be 
put in the position of urging higher prices for consumers of natural gas. In the 
Phillips case the Supreme Court noted that a scuttling of FPC jurisdiction 
meant an increase in price for these consumers—an increase estimated from 
authoritative sources in NIMLO’s amicus curiae brief there at $200 million per 
year. Action to support such a result your committee cannot recommend. 

Consistent with our position as a representative of the consumers who reside 
within municipal corporate limits, your committee therefore, recommends that 
NIMLO reaffirm its position in this matter. 

The NIMLO resolution was adopted in democratic fashion after a 
lengthy debate at which both sides of this important question were 
fully presented and represented. I have attached to my statement a 
copy of the transcript of this very comprehensive debate. Each side 
was allowed to present its views but the vote in favor of the resolu- 
tion was almost unanimous. Approximately 500 municipal attorneys 
from all over the Nation participated in this vote. 

Based upon my more than 40 years of public service as a municipal 
attorney—for the past 15 representing consumers in utility matters— 
I have set forth in the remainder of this statement my analysis of the 
issues presented by the Harris bill and my answers to the arguments 
advanced for that proposed legislation. 


I, CITIES FAVORED PASSAGE OF THE NATURAL GAS ACT OF 1938 AND URGE 
THAT THE PUBLIC INTEREST DICTATES ITS RETENTION AS NOW 
WRITTEN 


And I will add, interpreted by the Phillips case. 

This is not the first appaearance or comment of cities on this matter. 
Member cities representing consumers of gas residing within their 
corporate limits were among the sponsors of the Natural Gas Act 
of 1938 when it was adopted. (Hearings before Committee on Inter- 
state and Foreign Commerce, House of Representatives, 75th Cong., 
Ist sess., on H. R. 4008, March 24-25, 1937, pp. 46, 58, 59.) 

In fact, the case of Phillips Petroleum Company v. State of Wiscon- 
sin, City of Detroit, et al. (347 U.S. 672), was instituted by the city 
of Detroit before the FPC in a motion filed October 11, 1946, in the 
a7) of Michigan-Wisconsin Pipeline Company (67 P. U. R. (NS) 
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Likewise, all legislative attempts to amend the Natural Gas Act have 
been vigorously opposed by cities. (Moore-Rizley bills, S. 734 and 
H. R. 4051, 70th Cong., 1st session; Kerr bill, S. 1498, 81st Cong., 1st 
session, Lyle bill, H. R. 3285, 82d Cong., 1st session.) 

In short, cities take the position that the Natural Gas Act of 1938 
should stand as written, and that it should not be amended in any 
respect. 

As so aptly stated by the courts— 

The primary aim of this legislation was to protect consumers against exploita- 
tion at the hands of natural gas companies. (Federal Power Commission v. 
Hope Natural Gas Company (320 U. S. 591, 610.) 

Only in its present form can this aim of the act be attained and 
should the present attempts to emasculate the act by freeing producers 
from regulation prevail, it will result, in effect, in no regulation at 
all. Such a result would be a major disaster for consumers. 


II. CONGRESS INTENDED TO REGULATE SALES MADE BY PRODUCERS WHEN 
THEY CLOSED THE “GAP” OF STATE INCAPACITY TO REGULATE SALES IN 
INTERSTATE COMMERCE 


1. Legislative history proves intent: Should Congress enact the 
Harris bill, H. R. 4560, then the intent of the previous Congress will 
be overridden and the hiatus existing between non-State regulation of 
sales made in interstate commerce and the lack of effective Federal 
control over such sales will be reopened. 

Under the doctrines of Missouri v. Kansas Natural Gas Company 
(265 U. S. 298), and Public Utilities Commission v. Attleboro Steam 
and Electric Company (273 U.S. 83), the States are constiutionally 
unable to protect. consumers by regulating any sales of interstate com- 
merce. Either Congress retains the present Federal protection or 
none will exist. Consumers must and do depend entirely upon the 
Congress not to leave them without this protection. 

It was “* * * to fill the gap in regulation that now exists by reason 
of the lack of authority of the State Commissions” that the Natural 
Gas Act of 1938 was passed. (See H. Rept. 709, 75th Cong., Ist 
sess., p. 3.) 

This fact was recognized by the Supreme Court not only in the 
recent case of Phillips Petroleum Co. v. State of Wisconsm, et al. 
(347 U.S. 672), but in the much earlier case of /nterstate Natural Gas 
Co. v. Federal Power Commission (331 U. S. 682, 690), wherein the 
Supreme Court said: 

In denying the Federal Power Commission jurisdiction to regulate the pro- 
duction or gathering of natural gas, it was not the purpose of the Congress 
to free companies such as petitioner from effective public control. The purpose 
of the restriction was, rather, to preserve to the States powers of regulation 
in areas in which the States are constitutionally competent to act * * *. 

Since the States may not constitutionally regulate sales in inter- 
state commerce for resale, it is clear that the purpose of Congress 
in adopting the Natural Gas Act of 1938 was to confer jurisdiction 
upon FPC over any such sales transactions. As the congressional 
report at that time also said: 

The basic purpose of the present legislation is to oceupy this field in which 


the Supreme Court has held that the States may not act. H. Rept. 709, S. 
Rept. 1162, 75th Cong., 1st sess., p. 3.) 
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As in the briefs and arguments in both the Interstate and Phillips 
cases, statements made by the then FPC Solicitor General, Dozier A. 
DeVane, have been put into the record of this hearing. His remarks, 
however, and this is very significant, Your Honors, referred to an 
earlier bill (H. R. 11662, 74th Cong.) in which jurisdiction was pro- 
vided only over “transportation in high pressure mains in interstate 
commerce,” sales during production and gathering were not covered. 
I mean by that statement, the bill which Congress actually enacted 
into law, however, was*H. R. 6586 of the 75th Congress. This bill, 
which became the Natural Gas Act of 1938, covered all transportation 
and all sales for resale in interstate commerce—a very different bill. 

Significantly, no one testified on H. R. 6586 as did Mr. DeVane on 
H. R. 11662 of the earlier Congress. Nor could they have done so 
because of the broader jurisdiction in the later bill and here is some- 
thing very important. And Senator Wheeler who was in charge 
in the Senate of the bill adopted by the Congress made it crystal clear 
in his explanation thereof that producers selling in interstate com- 
merce “would have to sell it (gas) at the price fixed by the Commission” 
(Sist Congressional Record, 9314). 

Mr. Sprincer. Mr. Chairman, I want to object to that statement 
made there because I read from the Congressional Record of that 
day in which Senator Austin asked that very question. It was post- 
poned twice. 

Mr. Ler. I am quoting from the 81st Congressional Record, page 
9514. 

Mr. Sprincer. I think it is quite clear that the Senators who voted 
on that question, and Senator Wheeler’s answer unequivocably was 
that the producers and gatherers of natural gas are not covered. 

Mr. Ler. Your Honor, I do not doubt but what that is your idea 
of it. It is easily settled. I can give you the citation, I give you the 
quotation. If I am wrong, I am wrong. If you are right, you are 
right. 

Mr. Sprrncer. I did not want to let that pass unobserved because 
I read the Record. 

Mr. Lee. Why should it pass unobserved? We have made diligent 
research. We claim this is the truth. Is there anything wrong if 
we disagree? It is easy to check. 

Mr. Sprincer. I just call this to the attention of the committee, 
what I read the other day and what you read. 

The Cuatrman. You may proceed with your statement, Mr. Lee. 

Mr. Ler. I will proceed, Your Honor. 

Further, any possible ambiguity was removed and any contrary 
inference overriden at a later date by Senator Wheeler, chairman 
of the committee in charge of the bill (H. R. 6586) when he expressed 
the view (83d Congressional Record, 2422) that, and quoting Senator 
Wheeler again: 


The courts have held that sales for resale, or so-called wholesale sales in 
interstate commerce, are not subject to State regulations. 

Neither the sending nor receiving State may regulate the wholesale rates. 
The consumption of natural gas in the States is secured for the most part 
through interstate transmission, and the cost thereof is a very material element 
in determining the price the local consumers must pay for their gas. 
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And on page 2424, the Senator said, speaking again, Your Honor, 
of Senator W heeler: 

Federal jurisdiction plus the jurisdiction of the several States should be so 
utilized and coordinated as to produce effective regulation and the termination of 
existing abuses to the end that there should be no unregulated twilight zone. 
Otherwise, our system fails in a very crucial situation. 

If a man should produce gas in my State and ship it in interstate commerce, 
then he would have to sell it at the price fixed by the Commission? 

In the debates on the bill, Senator Connally,asked Senator Wheeler 
(8ist Congressional Record, p. 9314) : 


I take it he had in mind the Federal Power Commission, of course. 
Senator Wheeler replied to Senator Connally, also of Texas: 
Exactly ; at the wholesale price fixed by the Commission. 


Indeed, one of the statements of Senator Wheeler relied upon by 
Mr. David T. Searls in support of his argument before this committee 
for nonregulation of producers in actuality strongly disproves his 
thesis, At page 13 of Mr. Searls’ statement he quotes: 

Mr. WHEELER. It does not attempt to regulate the producers of natural gas 
or the distributors of natural gas; only those who sell it wholesale in interstate 
commerce. 

This statement is precisely in keeping with the Supreme Court’s 
decision in the Phillips case. The producer’s manner, methods, et 
cetera, of production and gathering are not regulated, not at all. But 
as soon as the producer makes his wholesale sale for resale in inter- 
state commerce, that price is regulated. No language could have 
clearer meaning. 

The Supreme Court likewise recognized this when it stated in the 
Interstate case, which came before, as you know, the Phillips case: 

Unreasonable charges exacted at this stage of the interstate movement be- 
come perpetuated in large part in fixed items of cost which must be covered by 
rates charged subsequent purchasers of gas, including the ultimate consumer. 
It was to avoid such situations that the Natural Gas Act was passed (Interna- 
state Natural Gas Company v. Federal Power Commission (331 U. S. 682, 692- 
693) ). 

The final pronouncement of the Supreme Court on this matter was 
handed down in a per curiam opinion as recently as April 12, 1955. 
The Court stated: 

In these cases Oklahoma has attempted to fix a minimum price to be paid for 
natural gas, after its production and gathering has ended, by a company which 
transports the gas for resale in interstate commerce. We held in Phillips Pet- 
roleum Company v. Wisconsin (347 U. 8. 672), that such a sale and transporta- 
tion cannot be regulated by a State but are subject to the exclusive regulation 
of the Federal Power Commission. The Phillips case therefore controls this 
one (Natural Gas Pipeline Company of America v. Corporation Commission of 
Oklahoma et al. (23 L. W. 3250) ). 

From the foregoing, there can be no doubt as to the intent of Congress. 
Should this Congress override that intent, pass the Harris bill, and 
reinstitute the “twilight zone” (see testimony of Mr. Don Emery, 
general counsel for Phillips Petroleum Co. on Moore- Rizley bill in 
support of a twilight zone, hearings on H. R. 4051, note 3, at pp. 67- 
74) referred to by Senator Wheeler, supra, then it will indeed be 
legislating away the only protection presently afforded the consumer 
and scuttling the only means by which exploitation can be controlled. 
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(Cf. Minton J., protection of consumers against exploitation at the 
hands of natural gas companies was the primary aim of the Natural 
Gas. Act. Phillips Petroleum Company v. State of Wisconsin et al. 
(347 U.S. 672 "685). 

And it is immaterial whether the sale be made at the wellhead or 
in the well or 50 or 1,000 miles from the well as it is the sale in inter- 
state commerce for resale, regardless of where it takes place, that the 
statute reaches out and attaches. 

The Federal Power Commission’s lack of uniformity of opinion 
is insufficient to prove producers should not be regulated: Senator 
O’Mahoney adequately summed up the position in which the Federal 
Power Commission has placed itself by its vacillations through the 
years when he stated at 96 Congressional Record 4171: 

The Federal Power Commission has wobbled all over the face of the earth 

with respect to this problem. 
However, even with this wobbling, it has never—that is, the Federal 
Power Commission, and this is tremendously important—categori- 
cally stated that it did not have jurisdiction over these producer s sales. 
A quick summation of FPC history proves this‘ 

The first case in point is the Columbian Fuel Corp. case, 2 FPC 200 
(1940). There the FPC stated that it was not the intent of Congress 
to regulate companies whose only sales of natural gas in interstate 
commerce are made as an incident to, and immediately upon comple- 
tion of such persons’ production and gathering of said natural gas, 
it was not the intention, if these persons are not otherwise subject 
to the jurisdiction of the Commission. It further stated, however, 
that if experience revealed that through affiliation, field agreement 
or dominant position in a field, an unreasonable price might ‘be main- 
ts — the Commission will decide whether it can assume jurisdiction 

208). 

Ingasiiately after this case, Peoples Natural Gas Co. et al. v. 
Federal Power Commission (127 F. (2d) 153 (App. D. C. 1942) ) 
arose. Peoples relied on the Columbian case and asserted that FPC 
lacked jurisdiction. Peoples was the distribution company. The 
United States Court of Appeals for the District of Columbia Circuit 
ignored Columbian and stated : 

We cannot disregard the plain Janguage of the act because the Commission— 
at one time interpreted it narrowly. 

The Commission then began to regulate natural gas sales of the 
Interstate Natural Gas Co., in the field to three interstate pipeline 
companies, one of which was affiliated with Interstate. 

On April 10, 1947, the FPC submitted a report to the committee 
holding hearings on the then Rizley bill. It felt that the outcome 
of the pending ‘Interstate Natural Gas Co., then pending case should 
be awaited (hearings before the Committee on Interstate and For- 
eign Commerce, House of Representatives, 80th Cong., 1st sess. on 
H. R. 2185, H. R. 2235, H. R. 2212, H. R. 2569, and H. R. 2956, p- 10). 

The Supreme Court then held Interstate—that is, the Interstate 

Pipeline Co.—subject to regulation by the FPC /nterstate Natural 
Gas Suanen v. Federal Power Commission (331 U.S. 682). 

Next, FPC Order No. 189 was issued on August 7, 1947, Commis- 
sioner Draper dissenting, which in effect repudiated the Interstate 
decision, supra. It construed section 1 (b) as including arms length 
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sales of natural gas by independent producers and gatherers made 
during the course or upon completion of processing and gathering. 

The FPC likewise appeared in April of 1949 before this House 
committee opposing the Lyle-Harris bills, H. R. 79 and H. R. 1758, 
on the grounds that they would deprive the Commission of its juris- 
diction. 

The majority (Commissioners Buchanan, Draper, and Olds; Com- 
missioners Smith and Wimberly submitting a minority report) took 
a like position before the Senate Committee on Interstate and Foreign 
Commerce on the Kerr bill, S. 1498, 80th Congress, 1st session (p. 500). 

Then on July 11, 1950, the FPC issued order No. 154 which re- 
scinded order No, 139, stating it was inconsistent with the require- 
ments of the Natural Gas Act. 

Finally, the Phillips decision by the FPC in 1951 restored the 
Commission to its 1940 position—which position the courts have ade- 
quately demonstrated is grossly erroneous. 

From the foregoing, it is crystal clear that the FPC was never cer- 
tain about its jurisdiction. It seemed to differ as its membership 
changed. However, it never definitely stated that it did not have 
jurisdiction, per se. Even order No, 139 never went that far. The 
Commission merely declined to exercise the jurisdiction that was 
delegated to it by Congress. Now that the FPC is at long last about 
to embark on this program of producer-pipeline rate regulation the 
Congress should not remove the only means of insuring that a “just 
and reasonable” rate in keeping with the mandate of the Natural 
Gas Act, is charged consumers. 


Ill. LACK OF PRODUCER COMPETITION RESULTS IN A MONOPOLY MARKET 
SINCE COMPETITION IS ONLY BETWEEN BUYERS-——-NOT SELLERS 


Remember that, buyers. 

There has been much testimony given at this hearing on the number 
of gas producers so as to imply that intense competition exists in the 
field among these producers. Nothing could be further from the 
truth. In Wisconsin one producer—Phillips Petroleum Co.—supplies 
all of the gas sold in that market. And elsewhere the competition 
which exists is competition between buyers—the very reverse of the 
true competitive situation that protects consumers by competition be- 
tween sellers. According to data furnished by the FPC in the 81st 
Congress, 70 producers sold in 1947 84 percent of all of the gas sold 
in the Southwest to interstate pipelines. (Hearing on S. 1498, 81st 
Cong., Ist sess. p. 495.) Of this 51 percent was sold to 12 companies. 
And FPC has inserted in the record of this hearing (p. 1404) a 
statement that 42 producers sold 70 percent of all gas purchased by 
pipeline companies in 1953. And 19 companies own 43 percent of 
the total reserves in the United States today. Whether there are 
2,300 producers, 4,000 producers—or, according to the industry’s latest 
figure—8,000, is indeed of little consequence since the small producers 
own so little of the existing gas reserves. 

According to the 1952 statistics of the Texas comptroller (brief 
of Mid-Continent Oily and Gas Association, FPC Docket R. 137 re 
Escalation Clauses, p. 35, appendix A.), more than 80 percent of the 
gas production in the Texas Panhandle area; more than 65 percent 
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of the production in the west Texas area, and 69 percent of the pro- 
duction in the east Texas area came from 15 large producers in each 
urea. Thirty-five large companies were responsible for about three- 
fourths of the combined preduction of 2,158 billion cubic feet of gas 
from these three great producing areas. 

Furthermore, 50 percent of Panhandle area production was carried 
out by 4 pipeline companies; and 50 percent by 8 companies in the 
west Texas and east Texas areas. 

Even more compelling figures were published in the Wall Street 
Journal of November 2, 1954. Therein it was shown that two com- 
panies, the Phillips Petroleum Co. and Humble Oil, lead all other 
producers in estimated reserves of natural gas. Humble, which is a 
subsidiary of Standard Oil Co. of New Jersey, estimated its reserves 
at 16 trillion cubic feet. This fantastic amount of gas is topped only 
by the gas reserves of the Phillips Petroleum Co. whose hheldines 
exceed 18 trillion cubic feet. Thus, 2 companies control 34 trillion 
cubic feet, or one-sixth of the total natural-gas reserves of the entire 
industry in the United States. 

Each 5 cents per M c. f. added to field prices increased the value of 
their combined reserves by $1,700 million. Is it any wonder they 
oppose regulation? If the Harris bill causes an increase of 15 cents 
per M ec. f., these 2 companies alone, Humble and Phillips, stand to 
profit by $5,100 million. 

The great Hugoton field in Kansas and Oklahoma is dominated 
by 6 pipeline companies and 16 independent producers who control 
75 percent of the acreage. Phillips Petroleum, Stanolind Oil & Gas— 
by the way, that is a subsidiary of Standard of Indiana—Panhandle 
Eastern Pipeline Co., Republic Natural Gas Co., Cities Service, North- 
ern Natural Gas Co., Skelly Oil Co., Magnolia Petroleum Co.. and 
Peerless Oil & Gas own two-thirds of the total natural-gas acreage. 

The producers of gas are in the driver’s seat. Chairman Kuyken- 
dall himself stated at these hearings that we have a “seller’s market.” 
lt is common knowledge that there has been a fabulous i increase in 
the use of natural gas since 1946. This has resulted in increased de- 
mand and, of course, in increased reliance upon the producer to fur- 
nish that gas. Thus, the producers dictate terms and prices to the 
pipeline companies. Average field prices have increased 100 per- 
cent since 1946. This has been done not only by direct bargaining, 
but by use of escalator clauses, most-favored-nation’s clauses and 
I might add spiral clauses, and the like. By these means, the producer 
even assures himself of a price increase when another producer or 
pipeline obtains one. 

Therefore, the small producer can be of no consequence upon prices 
that these giants set. 

Just to divert from my statement, if one man gets $5 for a hat and 
the other get $10, the $5 man should get $10. 

Further, the purchasers of gas cannot be protected from exorbi- 

tant prices by any free play of “seller competition since there is none. 

The producer operates in a monopoly market. A small percentage 
of the industry controls more than the lion’s share of a valuable com- 
modity which is in great demand. The price of sales in interstate 
commerce, for resale, whether at the wellhead, in the well, or far 
from the well is, therefore, of prime importance. It must be regu- 
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lated or chaos will result. The Harris bill seeks to restore the very 
“consumer exploitation” which the Supreme Court of the United 
States has said the Natural Gas Act prevents. (Phillips Petroleum 
Company v. Wisconsin (347 U. S. 672, 685)). What chance does a 
small consumer have competing against giant oil and gas companies ! 
Either Congress retains the present act’s protection of “just and 
reasonable rates” or the consumer really has no chance. 

Parenthetically, for the reasons stated above, I do not believe that 
all producers should be regulated. I stated to the Federal Power 
Commission in docket No. R-142 that I do not believe it is either desir- 
able or necessary for the Commission to undertake the task of investi- 
gating and determining reasonable rates for each of the small pro- 
ducers. It is believed that with minor exceptions, effective regula- 
tion in the public interest can be secured through concentration of 
the regulatory effort on the approximately 100, or even up to 125, 
big companies who dominate this field. Therefore, I believe it appro- 
priate for the Federal Power Commission to classify the independent 
producers and gatherers by size and to relieve the small producers 
from as many obligations and requirements as it is possible under the 
ac t todoso. Such exemption of the small producers would not affect 

he domination of the big oil and gas companies in this field and 
it is these large companies who primarily require full regulation in 
the public interest. 

Mr. Hesevron. Might I ask, Mr. Chairman, what our program is? 

The Cuairman. It was our intention to allow Mr. Lee to read his 
statement before we adjourned, if possible. He is one page over half 
through. I am not sure whether that can be done. It is the inten- 
tion of the Chair to adjourn at 12:30 unless Mr. Lee is pretty close 
to finished at that time, and to reconvene at 2 this afternoon. 

Mr. Lee. Thank you, Your Honor. 

1. Consumers have been made dependent upon these producers 
under a congressional promise of “just and reasonable” rates: The 
testimony already presented at this hearing shows the tremendous 
erowth of the natural- -gas industry under the Natural Gas Act of 193 
A few cities were served in 1938 but now hundreds of cities and nearly 
all major cities have natural gas as pipelines cover the Nation. Just 
since World War II there has been a terrific increase in the sale of 
natural gas. In city after city teams of men have converted con- 
sumer’s existing gas stoves, hot-water heaters, and other utilities to 
the use of natural gas. 

The gas companies have obtained thousands of new consumers by 
extolling the virtues of this clean, efficient, and cheap fuel. ‘These peo- 
ple have now ae ‘ome dependent upon this fuel to have a warm meal, a 
warm house, or adequate hot water. Their investment in these fa- 
cilities ania the investment of the gas companies themselves. 
Gas is now the only product that can be utilized by this equipment. 
The user or local distribution company cannot change products or be 
supplied by another seller if the particular company upon which he is 
dependent increases the price. These pipelines cannot be moved like 
a garden hose. They are wedded to the source of supply and must 
buy gas from the pipeline which serves them and pay the price exacted 
by these en s. Unless FPC has jurisdiction to control the fair- 
ness of that price, then we say, Your Honors, no control exists. 
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It is highly inequitable to have led these millions of consumers 
into spending hundreds of dollars for natural-gas-burning equipment 
upon a representation of just and reasonable rates and now to scuttle 
that guaranty and subject consumers to unlimited exploitation at the 
hands of producers. A consumer cannot turn to another fuel without 
suffering the great loss of this gas-burning equipment investment. In 
many mstances houses are built to burn only gas. A homeowner 
must continue to use it regardless of price. The claim made by some 
that consumers will have freedom to choose between fuels is therefore 
completely in hens instances, wrong. 

Producers are not here telling you 1 they are not making money. No. 
They admit, as they must, that they are making millions in tax-exempt 
money due to their 2714 percent depletion allowance. And they have 
a guaranty of a just and reasonable rate of return under the act as 
now written. But they want more than that. These producers want 
to make more and more money at the expense of consumers, now that 
consumers are stuck with expensive gas-heating equipment—bought 
under a congressional promise of just ‘and reasonable rates. Here the 
producers ask you to nullify your promise to consumers and the Harris 
bill is their vehicle to do exactly that. 

2. If producer-pipeline prices are unregulated, the Natural Gas Act 
of 19388 is voided, rates will skyrocket and consumer protection will 
die: The regulation of the price of gas as it enters the interstate 
stream is obviously the most important price in the movement from 
field to burner tip. Should that price be raised, then like a rock 
tossed into a pool, the ripple caused thereby arrives finally at the 
consumer’s door. Increases are eventually passed on to the consumer. 
On that there can be no dispute. 

There has been much testimony to date that there is a relationship 
between field price and the prices paid by the ultimate consumer. As 
shown by Mr. J. French Robinson, president of Consolidated Natural 
Gas Co., a 1-cent increase per thousand cubic feet results in a $4 million 
yearly increase to his company’s customers and is a $2,700,000 yearly 
increase to his customers according to the testimony in these hearings 
of Mr. John F. Merriam, president of Northern Natural Gas Co. 

Now, I come to this propaganda term, “It is only pennies.” 


“DENNIES” MEAN MILLIONS 


There has been much talk at these hearings by proponents of the 
Harris bill that any price incre: ises for gas in the field are really only 
“pennies,” and that these “pennies” are so insignificant that it makes 
no difference whether there are producer increases or not. As will be 
shown later these “few pennaes for producers will in actuality be 
$20 billion to $80 billion or $200 million to $800 million annually. 
That is a lot of pennies. 
This “few pennies” argument flies in the face of all the great regula- 
tory philosophy of our free- enterprise system. It isa well-imbedded 
principle of that system that the purpose of any price regulation is to 
protect the person who cannot protect himself against monopoly, ex- 
ploitation or price gouging. Otherwise, there would be no need for 
regulation whatsoever. 
Streetcar concerns, telephone companies, bus companies, electric 
companies—all deal in a “few pennies.” But, when all these “pennies” 
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are totaled the result is billions of dollars. The real question is not 
whether a small price increase will cost consumers “pennies” or 
dollars—the question is why should consumers be forced, by means of 
a price increase, to contribute money to a large gas company which 
operates in a business affected with the public interest when this price 
increase is not needed? As already stated, these big oil and gas com- 
panies are making millions now—they do not and cannot contend they 
need a “few” more consumer “pennies” to meet losses or even to insure 
a reasonable profit. Whether it be 1 cent or $1 which is paid, the 
principle, and that is what counts, remains the same. Such a wind- 
fall is unwarranted for those controlling scarce natural-gas supplies. 

Should legislation be premised upon this “few pennies” principle, 
then the ultimate consumer is in dire trouble. Under the “few pennies” 
floctrine, the Michigan Bell Telephone Co. sought a rate increase of 
$22,229,000 per annum, insisting such increase was only 3 cents per 
customer per day. But it was over $22 million per annum and, thank 
the Lord, they did not get a penny after that case. 

Streetcars in Detroit enlee the same theory might charge a cash 
fare of 25 cents since that is only a 25 percent increase and really 
amounts to only 5 “pennies”—further illustrations are unnecessary as 
to this “few pennies” theory. 

The danger and sophistry involved in this argument is adequately 
seen from these examples. In the final analysis, should this “few 
pennies” or de minimis argument prevail, then all regulation should 
be abolished because if a consumer is forced to pay a price, which 
though not actually deserved, is only a “few pennies” and, therefore, 
of little consequence, then the entire rate aadilehies structure topples. 

It is for this reason that cities have vigorously championed the 
Natural Gas Act and we will continue to do so. 

There is a further consideration here, however. As testified to at 
great length, many concerns have reached the situation where their 
sales of natural gas for industrial use has already reached the level of 
competitive fuels for most industrial uses and also for space heating 
purposes. Further increases in gas rates cannot be added to these lat- 
ter classifications without the loss of some portion of the existing busi- 
ness and the destruction of the opportunity for further expansion of 
natural gas markets. Thus, future increases in gas costs to distribut- 
ing companies will make it necessary to add such increases to the resi- 
dential cooking and water heating customers’ rates, which classes of 
business are principally competitive with electricity. If, for example, 
such classification constitutes 30 percent of the distributing utilities 
annual gas sales volume, an increase in the city gas rate of only 5 cents 
per thousand cubic feet would mean an increase of approximately 17 
cents per thousand cubic feet in the rates for the reaphontia’ cooking 
and water heating customers. Also, if there is a loss of industrial and 
other business, the distribution company’s load factor will decline and 
the remaining customers must shoulder a greater portion of the fixed 
charges which in the utility business constitutes the principal cost of 
doing business, as your honors well know. 

To say that the producer price does not need regulation since it is 
insignificant in the ultimate price paid by consumers is certainly 
grossly erroneous. This Harris bill is not a “poor” man’s bill in aid 
of needy oil and gas companies. It is a bill whereby the rich seek to 
get richer at the “poor” consumer's expense. 
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Vv. 60 MILLION CONSUMERS WILL BE PLACED AT THE MERCY OF THE 
BIG OIL AND GAS COMPANIES—THE MONOPOLISTIC PRODUCERS—W HO 
CAN RAISE PRICES $200 MILLION TO $800 MILLION ANNUALLY OR HIGHER 


In other words, if this bill goes throu 

The Harris bill removes prices to be in ‘oducers from effective— 
remember, effective—regulation. In effect that bill condones the rais- 
ing of prices to unlimited levels. If the FPC is not allowed to effec- 

tiv vely 1 ‘egulate the price to be charged by these producers on wholesale 
interstate sales to the pipelines, the consumers are absolutely without 
protection against price gouging because the States are constitution- 
ally prohibited from acting in this area, 

As shown by the record to date, there w as 8.7 trillion cubic feet of 
natural gas (8.7 billion M e. f.) consumed in 1954. Contract prices 
since 1949 have more than doubled for gas sold wholesale in interstate 
commerce at the point of initial sale in interstate commerce, that is, the 
wellhead, in the well, or 50 miles from the well. In many instances 
producers have already received 3 to 5 price increases. And due chiefly 
to such increases, $106 million in yearly rate increases were gr: anted 
in 1954 by FPC. ‘And $286 million in additional rate increases were 
pending before FPC at the end of that fiscal year. (34th Annual Re- 
port of FPC, p. 108.) If there is any “free competition” which will 
stop field prices from their rapid rise in recent years it has not been 
in evidence in this hearing so far. 

And as FPC Chairman Kuykendall testified at these hearings, all 
pending rate increases due to producer price increases will “auto- 
matically go into effect if the Harris bill is adopted. 

Just think of that and look how many are pending and what they 
are asking, and yet this bill will automatically place the O. K. on those 
increases and the regulatory authority would not have a word to say 
about it. 

In other words, the Congress will be legislating into effect these vast 
rate increases—those now pending and all future producer increases— 
if it adopts the Harris bill. It is not amiss to assume that because 
of the monopoly in production control, and lack of competition be- 
tween sellers in the field, prices will rise 2 cents to 5 cents per thousand 
cubie feet annually hereafter. And these prices, of course, will be 
paid by the ultimate consumer. Over the estimated 20-year life of 
the existing reserves, even these modest increases would amount to 
from $4.5 billion to $17.6 billion. 

And a 2 cents to 5 cents per thousand cubic feet increase is generally 
considered too low. Mr. Thomas D. Bailey, a petroleum engineering 
consultant, in a letter submitted to the Federal Power Commission in 
docket No. R-142 suggested that natural gas to become competitive 
with other fuels will rise to 25 cents per thousand cubic feet at the 
wellhead. This would result in a 15-cent increase in average field 
price and would result in an annual price increase of about $800 
million based upon present consumption trends. (The FPC in testi- 
mony on the Kerr bill, S. 1498, 81st Cong., 1st sess., at p. 16, table 10 
and p. 283 estimated that in 1949-50 a 5 cents per thousand cubic feet 
increase in field prices would be $200 million per year. The rapid 
rise of field prices and use of natural gas since has far outstripped the 
expectasions at that time.) And current industry tame among the 

gas industry indicates an expectation of an eventual 25 cents per 
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thousand cubic feet field price if the Harris bill passes. This $800 
million estimated annual rise may eventually be far too conservative. 

The clause in the Harris bill (new subsec. (b) of section 5 of the 
act) which purportedly covers FPC jurisdiction over new contracts 
would not only be ineffective in regulating rates but raises serious 
constitutional problems. Suffice it to say for now that if FPC is to 
consider whether or not any new contract prices are the “reasonable 
market value,” rather than “just and reasonable” as under the pres- 
ent act, then it will merely be ascertaining whether the price paid 
is that which the market will bear Further, under all principles of 
rate regulation and consibakinnal due process, should the FPC deny 
a pipeline company the recovery of a price which it is actually paying 
to a producer and which is a bona fide item of its cost of service, there 
is no doubt that it would be reversed by the courts as engaging in 
confiscatory practices, if this bill passes. Therefore, there is no ef- 
fective regulation whatsoever in the Harris bill. 

Attached hereto is a detailed analysis of the Harris bill discussing 
its other defects. 

1. Escalator clauses, spiral clauses, most-favored-nation clauses, 
and reengotiation clauses coupled with use of a “reasonable market 
rice” or “field price” will result in exorbitant rates for consumers: 

Much has been said at this hearing concerning escalator clauses, spiral 
clauses, favored-nation clauses, and renegotiation clauses. Mr. Rob- 
inson’s statement, referred to above, defines such clauses and outlines 
the basic reasons why they are unjust and unreasonable. Other wit- 
nesses have likewise leveled such unanswerable attacks on such clauses 
and I will not repeat their arguments here. The interrelationship of 
such clauses to the use of the so-called reasonable market price or 
field-price provisions of the Harris bill, in lieu of the present cost 
method and the “just and reasonable” criterion of regulation con- 
tained in the present act warrants deep consideration and your care- 
ful scrutiny. 

(a) Field price and its relation to a pipeline company’s own pro- 
duced gas: Under the recent FPC Opinion No. 269, In the matter of 
Panhandle Eastern Pipeline Co., the FPC departed from the basic 
principles of 15 years of rate regulation and, among other things, 
changed its court-sanctioned policy of allowing a company to recover 
in rates only the actual cost of gas plus a re: sonable rate of return on 
gas which it either purchases ‘from its own producing company or 
which it produces itself and allowed a so-called weighted average 
price as a field price for the gas. 

The best way to describe ‘the result is that Panhandle, if this bill 
goes through on its own affiliate gas, was permitted to “write up” the 
cost of its own produced gas. Some indication of the extent of this 
“writeup” is shown in the annual report of Panhandle Eastern for 
the year 1953. In that report Panhandle pointed out that it owned 
3.5 trillion cubic feet of gas which cost approximately $3 million. In 
that same report Panhandle said that it believed the commodity value 
of its gas should be at least 13 cents per thousand cubic feet or about 
$450 million. 

The result of the order in FPC Opinion 269, supra, is that the rate- 
payers in Michigan, Ohio, Indiana, Illinois, and Missouri must pay, 
by Panhandle’s own figures, some $450 million for the gas which cost 
$3 million, this « astronomical w riteup. 
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Even this huge figure is not a real measure of the cost of this FPC 
decision to the public, for Panhandle now apparently thinks that they 
will be able to increas the price to even more than a $450 million 
“windfall” for the gas which was bought and paid for by the gas 
consumers. 

I base this statement upon the fact that Panhandle said it would 
dedicate some of its gas reserves to the use of the gas consumers 
who so greatly need additional supplies, if the Feder al Power Com- 
mission gave it the “field price” for its gas. Shortly after the decision, 
in this case, was announced by the Ce ommission, ‘that pipeline com- 
pany filed an application with the Commission to expand its facilities, 
but recently it withdrew its request for about 60 percent of its pro- 
posed expansion with its own gas. Apparently that company now 
believes it can get even more for its gas if this bill is passed, and it 
is withholding ‘the gas from market ‘in an effort to force this com- 
mittee and the Congress of the United States we say to further 
increase its profits. 

Think of it, the idea, a new formula for propaganda purposes 
called fair field value, nothing fair, nothing field, about it, that will 
do such a tremendous increase overnight. 

The staff of the FPC vigorously opposed this principle of the 
“field price” of gas and in its brief to the FPC the staff said that 
such a decision would cost the people of the country “billion of 
dollars.” This figure seems tremendous, but I assure you that it 
is not exaggerated. The FPC staff is expert in this field and knows 
the facts support its assertion. 

I have cited just a single example in which one pipeline company 
under this Harris bill would be able to write up the value of its 
own gas reserves by more than 15,000 percent. That is so fantastic 
it is hard to believe. 

That example should illustrate to you just what you Members 
of the Congress are asked to take from consumers and hand to gas 
companies by adopting this bill. 

FPC Opinion 269 is presently on appeal to the United States Court 
of Appeals for the District of Columbia Circuit by the city of De- 
troit, Mich., and others. Congress should not legislatively condone 
this Kgive eaway” of consumer’s money to Panhandle by passing the 
Harris Act. Just think, if you pass this bill, you nullify our appeal 
and you place the stamp of approval on suc +h a method of i increasing 
the price, the so-called fair field price 

A gr: :phic example of the results of this decision upon rate payers 
was placed i in this very record at page 1403—-A by the FPC. Therein 
it is shown that the difference in price between the actual cost of 
gas to six pipeline companies and the use of a fictitious “field price’ 
amounts to about $20 million; that would be annual. This 20 million 
will be given as a “windfall” to these six companies presently seeking 
increases since, of course, they do not actually pay this money—the 
FPC merely allows this “field price” as though it were being paid. 
The result is exorbitant profits to the pipeline companies. Is this, 
and I quote from the act, “protection of the ultimate consumer from 
exploitation” in keeping with the act? Your Honors, to state the 
proposition is to answer it. 

If the Harris bill is passed, “reasonable market price” is to be 
used for determining the value of pipeline produced gas and also for 
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new contract prices between pipelines and producers. This term 
would seem to mean “field price.” There is a serious question with 
respect to the meaning of this term since different methods of 
ascertaining field price are used. 

If the definition, a “weighted average field price” is used, then 
contracts in a field between producers and pipeline companies wherein 
various prices are listed would be averaged and a figure obtained. 
This is the method used by the FPC in the Panhandle case in setting 
the field price presently under attack in the court of appeals. 

Also a “prevailing field price” might be used under the Harris bill 
and that, of course, would merely be the highest price obtainable in 
the field, or that price which the market will bear. That is the regu- 
lation some of our proponents of this bill say is in the public interest. 

There are also other methods of obtaining a “field price,” but irre- 
spective of which one is used, they result in a price which is completely 
out of line with the costs incurred plus a reasonable profit, and cer- 
tainly do not result in a price which is “just and reasonable” to the 
ultimate consumer in keeping with the present provisions of the Nat- 
ural Gas Act. No “field price” can come within the confines of the 
Natural Gas Act as being “just and reasonable.” 

An illustration of the inherent dangers and “built-in inflation” in 
the Harris bill is helpful. Suppose the present so-called “reasonable 
market price” or “field price” is 10 cents per thousand cubic feet in a 
certain field. A pipeline purchases a new supply of gas in this field 
from an independent producer. Since there is no FPC regulation, it 
must pay 12 cents per thousand cubic feet to the producer because 
prices are constantly increasing for new gas. This, in the parlance of 
the industry—-and here is an unusual word “triggers” which puts in 
effect the bullet that is going to hit consumers—“triggers” all escala- 
tion clauses of existing contracts in that field and any producers re- 
ceiving less than 12 cents per thousand cubic feet will now likewise 
receive the 12 cents per thousand cubic feet price. 

This, of course, raises the reasonable market price or field price from 
10 cents per thousand cubic feet to 12 cents per thousand cubic feet or 
somewhere in between, taking into account the fact that there are some 
contracts with no escalation provisions. Pipeline companies which 
have their own produced gas in this field will be able then to seek a 
rate increase from FPC because of the increase in this reasonable mar- 
ket price or field price. Under the Harris bill they would be entitled 
to receive this price, even though they are not actually paying that 
price. And even though it is many times the amount it actually costs 
to produce their own gas. The pipeline company’s own gas, in other 
words. Every time someone buys at an increased price in the field. 
the entire field is “triggered” which results in increased purchase 
prices and the reasonable market price or field price thus advances 
accordingly. 

Further, when any contract, subsequent to this “triggering” effect, 
is made, no producer would even discuss anything less than 12 cents 
per thousand cubic feet and undoubtedly would seek at least 15 cents 
as a basic price. If 15 cents is the price which is finally paid, all the 
contracts will “trigger” again and the field price will be raised to 
around 15 cents. The potentialities of this procedure are really 
frightening to contemplate. As the purchase price rises—existing 
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contract prices escalate to meet it; as existing contracts escalate, the 
asking price for purchased gas rises—ad infinitum. Indeed, the con- 
sumer will find himself on a treadmill wherein he either must leap to 
another fuel or pay the exorbitant prices forecast and lose his invest- 
ment in gas heating equipment. 

(6) Field Price and New Contracts Between Pipelines and Pro- 
ducers: The Harris bill purports to give some protection to the con- 
sumer by allowing FPC to pass upon the reasonableness of the price 
set forth in new contracts by considering whether it conforms to a 
reasonable market price. Aside from the constitutional aspect of due 
process in disallowing a valid cost, there is no criterion set down by 
which the FPC can ascertain this price. The cycle of increased con- 
tracts and “triggered” contracts discussed previously with regard to 
pipeline produced gas also applies to any new contracts for gas. 
When the pipeline company tenders a contract at this price for FPC 
approval, what basis is FPC to use to arrive at the reasonable market 
value? That is set up in quotations from the bill. It really will be 
the so-called field price, i. e. the average price which is being obtained 
in the field in current transactions. It is arrived at, of course, by use 
of “triggered” escalations which have no relation either to the value 
of the gas to the producer or its worth on the market. It is more 
properly labeled the “unjust and unreasonable” price as compared 
with the “just and reasonable” standard laid down by the act. 

The ultimate consumer will merely be paying the highest price that 
the market will bear and prices which the producers have forced up 
beyond all reason. This certainly was not intended by the Natural 
Gas Act and Members of the Congress should insure that only a just 
and reasonable price will be paid by consumers. This is easily accom- 
plished by allowing the act to stand as it is at present, particularly 
with the Phillips decision. 


Vv. STATE COMMISSIONS CAN NEITHER PRACTICALLY NOR CONSTITUTION ALLY 
AID IN KEEPING PRODUCER PRICES JUST AND REASONABLE 


There have been discussions at this hearing with respect to State 
commissions and their role in the rate regulation picture. Also, some 
statements have been made regarding their capacity, such State com- 
missions, of insuring that only just and reasonable rates are charged 
consumers. However, such talk is wishful thinking when regulation 
of price increases for gas sold in interstate commerce by producers is 
discussed. The constitutional prohibition which prevents States from 
regulating prices charged in such sales have already been discussed 
herein. 

When the producer increases his price for gas to the pipeline this 
results in an increase in price by the pipeline to the ultimate distrib- 
uting company. This latter company is generally under control of 
a State commission regulatory body. If this company is being charged 
more for the gas it purchases from its pipeline supplier (because of 
an increased price by the producer) then it either must absorb this 
increase itself or seek relief from the State commission by means of 
a rate increase case, which ultimately increases the price to the con- 
sumer. Since the distributing company is a public utility, it is en- 
titled to recover its costs plus a fair return upon its investment in 
facilities dedicated to the public service. I quote from the famous 
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Bluefield case (Bluefield Water Works and Improvement Co. vy. Pub- 
lic Service Commission, 262 U.S. 679). This is a basic rate regula- 
tion principle. 

Thus, no State commission could deny a distributing company a 
rate increase based upon a bona fide price increase which it was 
paying for purchased gas from the pipeline. If it did deny the 
increase, the courts would never allow such regulation to stand. 
Thus, the State commission would be bound to grant a rate increase 
to the distributor and it is at this point that the consumer begins 
paying for the increase in producer prices. As already shown, supra, 
the consumer would generally pay at least an amount equal to the 
increase at the point of sale in interstate commerce for resale and 
maybe even more, depending on system loads, industrial sales, and 
other factors. 

Further, the FPC cannot have any power over these retail sales 
since this is an intrastate operation, not an interstate operation. 
Therefore, no faith can be put in the premise that State commissions 
can keep down producer price increases. They can neither consti- 
tutionally nor practically attain such an objective. The only possible 
way to do it is by FPC jurisdiction over producers’ sales since Federal 
Power alone under our Constitution can be used in regulating such 
sales. The Harris bill will, of course, remove the effectiveness of this 
jurisdiction and leave consumers to producer exploitation by assuring 
the producers that they may increase prices for this essential public 
service to whatever level the market will bear. 

Recently, it was my privilege to participate in a conference with 
the President of the United States at which representatives of con- 
sumers presented oral and written statements of their reasons for 
opposing the Harris bill. I have attached to my statement a copy 
of the written statement there presented as some of the basic facts 
showing how beneficial the Natural Gas Act has been to both con- 
sumers and producers are not repeated in my statement to this 
committee. 

CONCLUSIONS 


For the foregoing reasons, the Harris bill is clearly not in the public 
interest. It allows oil and gas companies to gouge the ultimate con- 
sumer by charging exorbitant prices through elimination of present 
legislative power to require producers and gatherers to charge just 
and reasonable rates. 

The provisions of the Natural Gas Act of 1938 as now written are 
in the public interest and should be allowed to stand. 

I am not going to read these exhibits attached to this statement, 
but they are a part of the statement. 

The Cuamrman. They will be included in the record, Mr. Lee. 

(The information referred to follows :) 


Protect UNITED STATES CONSUMERS OF NATURAL GAS 
THE CASE AGAINST EXEMPTION BILLS 


Remarks of Hon. Alexander Wiley of Wisconsin in the Senate of the United States 
Friday, March 18, 1955 


Mr. Witey. Mr. President, earlier today it was my privilege to introduce to 
President Eisenhower an outstanding delegation of State and municipal law 
officers from all over the country who had come to present to the President the 
case fer protection of consumers as regards natural gas rates, 
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In the course of our visit, we submitted to the Chief Executive a statement 
signed by all the members of the delegation for this objective. 

I ask unanimous consent that the text of this statement containing the sig- 
natures of those present be printed at this point in the body of the Record. 


STATEMENT BY REPRESENTATIVES OF CONSUMERS TO PRESIDENT EISENHOWER OpP- 
POSING DESTRUCTION OF CONSUMER PROTECTIONS UNDER THE NATURAL GAS 
ACT 


We are pleased and honored to have this opportunity as representatives of 
natural gas consumers to present certain facts on their behalf. We are here 
to urge you not to approve proposed legislation * which will destroy the Natural 
Gas Act’s protections for consumers. 

We do not speak for any special interest, or group. We do speak for millions 
of consumers—little people who are unable to speak to you personally on their 
own behalf. We ask no special favor or exemption. Our plea is limited to a 
request that you do not approve any bill which allows any seller of natural gas 
in interstate commerce, for resale, to exploit consumers by charging unreason- 
able prices. It is our basic position that consumers are entitled to protection 
against unreasonable prices. 

There were 19,959,200 natural gas customers connections in the United States 
in 1953.2 Of these, 18,386,200 were residential. In round numbers there are 
approximately 60 million residential natural gas users affected.’ 

We report to you that our people are tremendously alarmed at this legislative 
drive to scuttle effective regulation of natural gas rates. Most consumers have 
experienced one or more natural gas rate increases already in the past 3 years. 
And we estimate that increases from $200 million to $400 million yearly will 
eventually flow from this proposed congressional action, 


NATURAL GAS ACT AIMED PRIMARILY AT PREVENTING CONSUMER EXPLOITATION 


In several cases the Supreme Court of the United States has recognized that 
“the primary aim of this legislation (the Natural Gas Act of 1938) was to pro- 
tect consumers against exploitation at the hands of natural gas companies.” * 

Under this act, the Federal Power Commission has jurisdiction to determine 
whether rates charged in all sales of natural gas in interstate commerce for 
resale by producers, gatherers, pipelines, or any other person are just and rea- 
sonable. The act requires that the FPC allow natural gas companies a just 
and reasonable rate of return; these companies may compel the granting of such 
a return by appeal to the courts. 

The Natural Gas Act grew out of an investigation by the Federal Trade Com- 
mission which revealed price gouging and exploitation of consumers by sellers 
of natural gas in interstate commerce. The Supreme Court of the United 
States had previously held in two landmark decisions® that neither the State 
of origin nor the State of destination could control the rates charged by these 
sellers in interstate commerce. The Court held that under the Constitution, 
the Federal Government has exclusive jurisdiction in this field. The act was 
thus adopted to bridge this gap in Federal-State jurisdiction by providing Fed- 
eral protections for consumers which the States may not constitutionally pro- 
vide.” If the act is amended as proposed in pending bills, then the price at which 
gas enters the pipelines will not be subject to any real regulation and all con- 
sumer protection will be effectively destroyed. With Federal protection removed, 
and the States constitutionally helpless to protect consumers, an unregulated— 
and unprotected—twilight zone would result. 


1The major bill is the Harris bill (H. R. 4560). Other pending bills of similar purpose 
are H. R. 3703, 3902, 3940, 3941, 4168, 4214, and 4675. 

2Gas Facts (1953), p. 91 (published by American Gas Association, Bureau of Statistics). 
These are the latest available figures. 

8 This is computed by estimating three persons per residential connection. 

4 Federal Power Commission v. Hope Natural Gas Co. (320 U. S. 591, 610); Phillips 
Petroleum Company v. State of Wisconsin (347 U. S. 672). 

5 Public Utilities Commission v. Attleboro Steam and Electric Co. (273 U. S. 83); Mis- 
souri v. Kansas Natural Gas Co. (265 U. S. 258). ; 

6 In its official reports Congress said the act was “to fill the gap in regulations that now 
exists by reason of the lack of authority of the State commissions” (H. Rept. 709, 75th 
Cong., 1st sess., p. 3; S. Rept. 1162, 75th Cong., 1st sess., p. 3). 
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CONSUMER PROTECTION UNDER ACT 


A Federal Power Commission study shows that from 1938, when the Natural 
Gas Act went into effect, until 1946 the Commission conducted numerous rate 
investigations resulting in rate reductions to consumers aggregating in excess 
of $157 million in such cities as Detroit, Kansas City, Cleveland, Fort Wayne, 
Dallas, and other cities located in Illinois, Kansas, Nebraska, Ohio, Pennsylvania, 
Michigan, and other States.’ This experience demonstrates that the consumers 
needed protection and that the act provided such protection. 

However, large and continuing increases in field prices and the general infla- 
tionary trend caused the FPC to grant higher rates. Some half billion dollars 
of gas rate increases have been filed at the FPC in the past 544 years. During 
the fiscal year 1954, gas rate increase applications in the amount of $286,800,000 
were under consideration. Of this total, $106,900,000 has already been allowed.’ 

A tremendous network of pipelines now bring natural gas to nearly all the 
major cities in the Nation. The pipelines were built for the most part under 
the present act and under the representation that natural gas would be made 
available to consumers at a reasonable rate. Municipalities and consumers 
supported this pipeline development in reliance on these representations . Local 
distribution companies have instituted, city by city, a changeover in equipment 
as natural gas became available. Consumers are now absolutely dependent upon 
those who sell gas in interstate commerce for resale. Natural gas is now a 
public service commodity just as are water, electricity, and other historically 
regulated public service commodities. Stoves, heating units, and hot water 
heaters have been converted to this fuel at an expense of millions of dollars. 
Consumers have invested $10 billion in this gas-burning equipment—an invest- 
ment which we believe exceeds the value of all other investments in the natural 
gas industry. Gas is the only fuel that can be utilized by this equipment. Con- 
sumers cannot change suppliers if the particular company upon whom they 
have become dependent increases the price. Distributors are committed under 
long-term contracts to buy gas from the pipeline which serves them at a price 
fixed by the FPC. Interstate pipelines in turn are bound to sellers in a given 
field or fields by the physical location of their pipelines, which cannot readily 
be moved to a new field in search of a better price. Unless the FPC has juris- 
diction to control that initial price in the field no effective control exists.’ Pro- 
ceedings before the FPC show that there is no competition between sellers and 
that the only competition is between buyers; who are bidding against each 
other for gas supplies. 

Should the gasoline for his automobile prove unsatisfactory, or should his 
cigarettes disagree with him, there is the simple expedient open to the user of 
changing brands. But the only choice open to the person who is serviced by 
a natural gas company, which furnishes the wherewithal to enjoy a warm 
home, or a hot meal, is to endure whatever the particular inconvenience is or 
to use another fuel. 

This, patently, is no choice at all. Once a person has installed costly gas- 
burning equipment with which to heat and cook, then the cost of changing to 
another fuel, measured in terms of time, inconvenience, and most important 
of all, money, is absolutely prohibitive. Congress was fully aware of these 
facts when it provided that the Federal Power Commission should regulate 
all sales in interstate commerce for resale. To limit the act to sales by pipe- 
lines, as the pending bills propose, eliminating sales to pipelines in interstate 
commerce would be to ignore obvious evils which the present act eliminates. 


FABULOUS NATURAL GAS EXPANSION UNDER ACT 


That the act as now written is beneficial to sellers of gas in interstate com- 
merce, for resale, is amply demonstrated by the record of the past 17 years. 


7 Hearings on H. R. 2185 et al., 80th Cong., 1st sess., p. 463 et seq. 

834th Annual Report, FPC fay OS 108. 

® That all of this increase would paid by consumers is beyond question. In Interstate 
Natural Gas Co. v. Federal Power Commission (331 U. 8S. 682, 692-693), the Supreme 
Court said of prices at the origin or producing and gathering stage: ‘Unreasonable 
charges exacted at this stage of the interstate movement become perpetuated in large part 
in fixed items of costs which must be covered by rates charged subsequent purchasers of 
gas, including the ultimate consumer. It was to avoid such situations that the Natural 
Gas Act was passed.” 
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Sales of natural gas have increased from 1,200 billion cubic feet in 1938 to 
5,319 billion cubie feet in 1953.° The number of customer connections increased 
from 6,742,000 in 1938 to 19,959,200 in 1953." Pipeline mileage increased from 
184,000 in 1938 to 393,890 in 1953.% Revenues increased from $406,352,000 in 
1938 to $2,250,120,000 in 1953." 

Based upon the number of consumers dependent upon natural gas for heating 
and cooking, the natural-gas industry has increased some 300 percent since 1938. 
This industry is gigantic in size and tremendous in its effect upon the national 
economy. It must be subject to the closest scrutiny and regulation to insure 
equal justice both to sellers of gas in interstate commerce and consumers. Con- 
sumers definitely are on an unequal footing with the natural-gas industry. If 
the act is amended so that the FPC cannot protect them, then no one can.“ 


EFFECT OF THE PROPOSED LEGISLATION—A $200 MILLION TO $400 MILLION YEARLY 
BOOST IN CONSUMER GAS BILLS 


All of the proposed bills in Congress in effect prohibit the FPC from fixing 
reasonable rates to be charged by sellers of natural gas in interstate commerce 
in sales taking place prior to the time the gas enters the large interstate pipelines. 

In addition, the Harris bill (H. R. 4560) would compel the Federal Power 
Commission to allow pipeline companies for their produced gas the prevailing 
market price for the gas in the field where the gas is produced. 

The effect of such a basic change in consumer protection is dramatically 
illustrated in a pending rate increase case involving the city of Denver.” In 
that case Colorado Interstate Pipeline Co. has asked that this field price theory 
be substituted for the established method of regulation which bases prices on 
cost plus a reasonable rate of return. According to the figures presented there, 
this change means an increase in rates to consumers in the Denver area of ap- 
proximately $4 million per year—and the company claims its field rate there is 
not as high as it should be. Many other cities will be similarly affected if the 
proposed legislation is enacted by Congress. 

When the Kerr bill was considered by the Congress in 1949-50, the FPC esti- 
mated conservatively that a 5 cents per thousand cubic feet increase would flow 
from its adoption, resulting in a $200 million per year increase to consumers.” 
That an increase of $400 million per year, for consumers is probably now a con- 
servative estimate of the effect of the pending bills is amply demonstrated by 
the great increase in reserves, markets, sales, and natural gas prices since 1950. 
Regardless of amount, the result of the adoption of the proposed legislation 
would certainly be unregulated and unreasonable prices—as witness the Denver 
case already mentioned. 


REASONS ADVANCED FOR BILLS TO REMOVE CONSUMER PROTECTION ARE UNSOUND 


The major reason advanced in support of the bills to remove existing consumer 
protections from the Natural Gas Act is that sellers of natural gas in interstate 
commerce need the removal of these consumer protections to eneourage them to 
produce the needed natural gas. This is a familiar scare technique. It is re- 
spectfully submitted that the 2714 percent tax exemption now enjoyed by these 
natural gas sellers and the prices received are sufficient encouragement without 
this additional exemption allowing the charging of any price the traffic will bear. 
The tremendous growth of the industry under the existing law proves this. 

In urging passage of this legislation, the industry lays great stress on the 
4.000 small producers of natural gas but fails to mention that 85 percent of all 
the natural gas sold in interstate commerce for resale is produced by less than 
100 companies—most of them oil companies—and that one-third of the supply 
is furnished by 7 companies. The fact is that a few big oil companies make most 
of the sales; it is these companies which have fought against FPC regulation 


1° Gas Facts (1953), p. 107. 

11 Tbid., p. 86. 

2 Tbid., p. 58. 

18 Ibid., p. 128. 

144The Cabinet committee in its Report on Energy Supplies and Resources Policy states 
in part that “We believe the problem of natural-gas regulation should be approached from 
the viewpoint of assuring reasonable prices to consumers.” But the proposed legislation 
removes all power to assure reasonable prices to consumers. 

% FPC Docket Nos. G—2260 and G—2576. 

1° Hearings on S. 1498, 8ist Cong., 1st sess., p. 16, table 10, and p. 283. 
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since 1938 by litigation, legislative efforts, and other methods. The repeated 
mention of 4,000 small producers is a smokescreen intended to obscure the true 
situation. 

Despite claims to the contrary, FYPC regulation of rates charged for sales 
in interstate commerce for resale does not result in interference with State 
conservation powers.” The Supreme Court considered hundreds of pages of 
testimony, briefs, and argument on this exact issue and then expressly so held 
in the Phillips case. Since the States cannot constitutionally control sales for 
resale—even at the wellhead—if they are in interstate commerce, there can be 
no conflict of State-Federal power. Some States fix minimum prices to protect 
landowners, producers, and royalty owners. No States does fix, or can constitu- 
tionally fix, rates for sales in interstate commerce to protect consumers. 


REGULATION TO PROTECT HELPLESS LITTLE PEOPLE UNDER FREE-ENTERPRISE SYSTEM 


It is a basie tenet of our free-enterprise system that the helpless little fellow 
must be protected from those in a position to exploit him. We have antitrust 
laws, laws requiring fair and truthful advertising, a minimum wage law, and 
a whole series of other regulatory acts designed for this express purpose. The 
Natural Gas Act, with its “primary aim of preventing exploitation of consumers,” 
fits clearly within the basic tenets of our free-enterprise system and should not 
be changed so as to place these helpless little people at the mercy of sellers of 
natural gas in interstate commerce. It must be kept in mind that this is regula- 
tion of an essential public service and not an unreasonable interference with 
private business or privathe ownership of business. 

It is contrary to the traditions of our free-enterprise system, whereby Govern- 
ment regulations are designed to protect the weak who cannot protect themselves, 
to subject these thousands of helpless consumers to exploitation by the great 
and small gas companies—the real sponsors of this proposed legislation. These 
companies are seeking a congressional edict freeing them from all possible con- 
trols whereby consumer can be protected against their exploitations. 

Finally, no practical difficulties are involved requiring passage of the pending 
legislation. That argument was likewise presented in the Phillips case to the 
Supreme Court of the United States and rejected, the Court stating: 

“Regulation of the sales in interstate commerce for resale made by a so-called 
independent natural-gas producer is not essentially different from regulation 
of such sales when made by an affiliate of an interstate pipeline company. In 
both cases, the rates charged may have a direct and substantial effect on the 
price paid by the ultimate consumers. Protection of consumers against exploita- 
tion at the hands of natural-gas companies was the primary aim of the Natural 
Gas Act.” 

Respectfully submitted. 

Alexander Wiley; William G. Gallow, City Attorney, Waukesha, Wis. ; 
Peter Campbell Brown, Corporation Counsel, New York, N. Y.; 
Abraham L. Freedman, City Solicitor, Philadelphia, Pa.; Ralph S. 
Locher, Director of Law, Cleveland, Ohio: James H. Lee, Special 
Corporation Counsel (utilities), Detroit, Mich.; John J. Mortimer, 
Corporation Counsel, Chicago, Ill.; Harry G. Slater, First As- 
sistant Citv Attorney, Milwaukee, Wis.; David M. Proctor, City 
Counselor, Kansas City, Mo.; John C. Banks, City Attorney, Den- 
ver, Colo.; Charles 8S. Rhyne, General Counsel, NIMLO, Washing- 
ton, D. C.; Andrew Broaddus, Mayor, Louisville, Ky.; Vernon W. 
Thompson, Attorney General, State of Wisconsin; Stewart G. 
Honeck, Deputy Attorney General, State of Wisconsin; Benson 
Trible, Nashville, Tenn.; H. J. O’Leary, Public Service Commis- 
sion, Madison, Wis. 


March 18, 1955. 





17 The act prohibits FPC regulation of production and gathering. 





NATURAL GAS 1449 


PARTIAL TRANSCRIPT OF PROCEEDINGS OF NATIONAL INSTITUTE OF MUNICIPAL LAW 
OFFICERS ANNUAL CONFERENCE, SEPTEMBER 14, 1954, SAN FRANCISCO, CALIF. 


Containing resolution on jurisdiction of the Federal Power Commission over 
rates of natural gas sold in interstate commerce for resale, the debate thereon 
at the conference, and the report of Mr. James H. Lee, chairman of the com- 
mittee on electric, gas, and telephone rates 


Mr. JOHN J. MorRTIMER (corporation counsel of Chicago, Ill., chairman, NIMLO 
resolutions committee). Mr. President and members, the remaining resolution 
presented by your committee is that appearing on page 1 of the mimeographed 
report. I believe you have all received copies. It is lengthy. I would be happy 
to read it if you desire but I think by now you are probably all familiar with it. 

President VAN SOELEN. I think it would be well to read it, Mr. Chairman. 

Mr. Mortimer. I will read it. 

“Whereas the primary purpose of the Congress in adopting the Natural Gas Act 
of 1938 was to protect consumers from exploitation by suppliers of natural gas, 
while at the same time assuring the suppliers of a fair and reasonable price for 
their product, 

“Whereas the means whereby the Congress accomplished this purpose was to 
confer jurisdiction upon the FPC to fix reasonable rates for sales of natural gas 
in interstate commerce for resale to consumers, 

“Whereas NIMLO has since the adoption of this act taken the clear and con- 
sistent position that this purpose of the Congress should be carried out and that 
the jurisdiction of the Federal Power Commission thus conferred shou!d remain 
unimpaired : Now, therefore, be it 

“Resolved, That NIMLO hereby reaffirms its prior position and opposes the en- 
actment of Federal legislation which would weaken or impair the jurisdiction and 
functioning of the Federal Power Commission under the Natural Gas Act as now 
written ; and be it further 

“Resolved, That a copy of this resolution be forwarded to the Cabinet Com- 
mittee on Energy Supplies and Resources Policy which is now considering 
natural resources.” * 

By way of explanation our committee has stated in its report upon this reso- 
lution as follows: 

“This subject was the only one upon which there was controversy at the open 
hearing conducted by your committee. Your committee was urged to recom- 
mend no action upon this subject until a newly created Cabinet Committee has 
completed a study of natural resources and reported, wtih NIMLO appointing a 
committee thereafter to recommend a position for this organization. We were 


a ge 


1The White House announcement of this committee reads : 

“Formation of a Cabinet Committee on Energy Supplies and Resources Policy was an- 
nounced today at the White House. The committee will be composed of the heads of the 
following agencies : 

Department of State 

Department of Defense 

Department of Justice 

Department of the Interior 

Department of Commerce 

Department of Labor 

Office of Defense Mobilization—Chairman 

“The defense of the Nation in wartime and the continued expansion of the United States 
economy in peacetime require an abundant supply of energy. The industrial progress of 
the United States has been marked by rapidly increasing annual and per capita utilization 
of energy resources. 

“At the direction of the President the committee will undertake a study to evaluate all 
factors pertaining to the continued development of energy supplies and resources and fuels 
in the United States, with the aim of strengthening the national defense, providing orderly 
industrial growth, and assuring supplies for our expanding national economy and for any 
future emergency. 

“The committee will review factors affecting the requirements and supplies of the major 
sources of energy including : 

Coal (nathracite, bituminous, and lignite, as well as coke, coal tars, and synthetic 
liquid fuels) 
Petroleum and natural gas 

“The chairman of the committee, after consultation with the members of the committee, 
will appoint from outside of the Government experts in each one of the areas to be studied 
to serve, under his direction, as members of a task force or forces. 

“The committee will submit, not later than December 1, 1954, its recommendations to 
the President.” 
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also urged to recommend that NIMLO adhere to and reaffirm the prior position 
consistently taken by NIMLO since adoption of the Natural Gas Act in 1988 that 
this act should be carried out as originally written. 

“It was suggested that two States, Kansas and Oklahoma, prescribe minimum 
prices for intrastate sales of natural gas at the wellhead whereas the FPC only 
passes upon the reasonableness of maximum prices of sales in interstate com- 
merce for resale and that some conflict in Federal and State jurisdiction exists 
in reaffirming NIMLO’s prior position taken not only in resolution but in the 
brief amicus curiae filed in the United States Supreme Court in the recently 
decided Phillips case. Your committee fails to find such conflict and notes that 
such conflict was urged upon the Supreme Court of the United States in the 
Phillips case and found to be nonexistent. In fact, your committee is impressed 
with the fact that since the States are constitutionally unable to control the 
reasonableness of sales in interstate commerce no conflict with FPC jurisdiction 
can arise. And no producing State fixes maximum prices for natural gas for 
the protection of consumers. They fix only minimum prices to protect producers. 

“Upon checking with NIMLO’s staff, your committee was informed that while 
a copy was mailed to each one of NIMLO’s 881 member municipalities of the 
brief amicus curiae filed in the Phillips case, not one member wrote in protest 
against or in disagreement with the position taken therein; i. e., the position 
urged in the foregoing resolution. 

“Under these circumstances, your committee finds no reason whatever to de- 
part from the prior position of NIMLO on this matter. The proponents of a 
change of position frankly informed your committee that legislation to remove 
IPC jurisdiction to pass upon the reasonableness of rates charged by Phillips 
Petroleum Co. for sales in interstate commerce is certain to be introduced in 
Congress in January. NIMLO has not wavered down through the years in 
opposing such legislation and no valid reason was advanced to your committee 
why NIMLO should change its position now. We were urged to recommend a 
change in NIMLO’s position to one of ‘no position’ and that we cannot do when 
no valid reasons were presented for such action. 

“Your committee was also informed that unless the Natural Gas Act 
is amended so as to nullify the decision in the Phillips case, the suppliers 
of natural gas would not sell their gas in interstate commerce, thus de- 
priving thousands of users in this commodity and making the price higher 
because pipelines will not operate at full capacity. This argument in the 
nature of a threat by oil companies to deny themselves profitable interstate 
markets is one to which your committee cannot give credence. The FPC 
requires reserves to be dedicated for the use of each pipeline before the 
line can be constructed. The millions in cities who have changed over to 
the use of natural gas should not thus suddenly find their supply cut off 
due to this Supreme Court decision against Phillips Petroleum Co. 

“In NIMLO’s brief amicus curiae it was pointed out that some 40 million 
consumers are now dependent upon natural gas. Nearly every large city— 
and many of the smaller cities—now have pipelines bringing this valuable 
commodity to them. Your committee is impressed by the argument urged 
upon it that we as city attorneys represent not oil companies but the con- 
sumers who reside in our cities. To here adopt the position of Phillips 
Petroleum Co. and depart from our representation of the consumers who 
pay us to represent their interests seems wholly inconsistent. We who 
represent consumers cannot be in the position of urging higher prices for 
consumers of natural gas. In the Phillips case the Supreme Court 
noted that a scuttling of FPC jurisdiction meant an increase in price for 
these consumers—an increase estimated from authoritative sources in 
NIMLO’s amicus curiae brief there at $200 million per year. Action to 
support such a result your committee cannot recommend. 

“Consistent with our position as a representative of the consumers who 
reside within municipal corporate limits, your committee, therefore, recom- 
mends that NIMLO reaffirm its position in this matter.” 


Therefore, Mr. President, I move the adoption of the resolution as read. 
President VAN SorLen. Do I hear a second? 


Voice. Second. 

President VAN SoELEN. It has been moved and seconded that this resolution 
be adopted. The matter is open for discussion. 

I might say that Mr. Will Sears of Houston, Tex., has asked for the privilege 
of expressing opposition. Now, I want to reaffirm again that each representa- 
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tive who is discussing this question will be limited to expressing it in behalf of 
his city and will be allowed the 10 minutes that the constitution provides. 

In view of Mr. Sears’ request and hoping that it would save time, I will recog- 
nize Mr. Sears first. 

Mr. Wit Sears (city attorney, Houston Tex.). Members of the conference, 
we have a difference of opinion from the distinguished members of this com- 
mittee and from Mr. Lee, who spoke to you this morning.’ Such a difference 
exists in several of our minds. 

This difference is something that I haven’t heard urged one way or the 
other in connection with this particular legislation and with this assump- 
tion of jurisdiction on the part of the Federal Power Commission. That is, 
that no such result will flow 

Voice. Mr. Chairman, can he speak in the microphone so we can hear him 
back here? 

President VAN SoEeLeN. All right. Mr. Sears, will you come up here? (Mr. 
Sears went up to the microphone. ) 

Mr. Sears. I cannot feel the same assurance that Mr. Lee feels that the result 
that he anticipates will flow from this assumption of jurisdiction. I can see 
nothing in this particular field but a repetition of what we are already experi- 
encing under the Federal Communications Commission. 

That Commission has never regulated the telephone industry. It is not doing 
so now. You heard Mr. Lee tell you this morning that since its creation in 
1934 it has not held a rate hearing on the matter of interstate telephone rates. It 
has had open and temporary dockets in connection with various matters such 
as the Separations Manual. For over 12 or 14 years there have remained interim 
orders. Nothing is done permanently nor is it done upon any basis that we 
consider normal regulatory process. And we know what the result has been in 
the eommunications field. 

The result has been that the Bell System has gotten pretty nearly what it 
wanted in the way of interstate rates, to the detriment of he local exchange and 
intrastate toll fares. 

Now, I submit, Mr. Chairman, that we are not likely, under this suddenly 
found jurisdiction of the Federal Power Commission, to arrive at any great sav- 
ings to any consumer immediately. What I would fear worse is peacemeal 
temporary docket regulation that will result in nothing except the harrassment 
of smaller companies. 

I said “harassment’ deliverately. I mean the word. Harassment of smaller 
companies by regulatory orders they cannot comply with and stay in business. 

You are going to wind up with monopoly in this particular field. That mon- 
opoly will be forced by the type of regulation that you are going to get from the 
Federal Government. 

Understand me clearly, please, gentlemen. I believe in the proper regulation 
of public utilities. I have been engaged in a 2-year fight with the Bell System 
in Houston. On tax matters I have had some words with the Bell System and 
the pipeline companies—particularly, on another occasion, the pipeline case 
just decided by the United States Supreme Court. I had something to do with 
drawing that bill. 

I believe in regulation firmly. I do not believe that it should be carried to 
the point where it merely becomes a medium for price fixing that is not needed 
in the public interest or in any case where the remedy is worse than the ailment. 
And I am afraid, gentlemen, of this extension of Federal jurisdiction. 

I particularly fear this: That if this jurisdiction is assumed and persisted in 
by the Federal Power Commission, the ghost of Smyth v. Ames will return in all 
fields of regulation. There will be an overwhelming and overpowering de- 
mand for return to fair value standards to judge constitutional depreciation of 
property. You are aware that that is already afoot. 

If you read the Public Utilities Fortnightly, you will find a constant stream of 
propaganda for the return to fair value. There have been decisions recently 
showing that the present well-marked, well-charted course of regulation, mostly 
adhering to original cost, is already being weakened by this attack. 

I tell you, gentlemen, that this assumption of jurisdiction by the Federal Power 
Commission will give the utilities their strongest argument for the return to 
fair value—either as a statutory standard to be sought at the hands of the 


7 See pp. 18-29 for text of Mr. Lee’s remarks. 
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Congress or as a constitutional measure to be sought at the hands of the courts. 
One or the other is going to result from it because the Federal Power Commission 
will not have enough funds, will not be given funds, to do this tremendous job 
in the sense that Mr. Lee sees it done. 

The result will be nothing but temporary dockets, temporary orders, and an 
appeal to Congress to remedy the situation by passing fair value standards for 
all rate matters: not for just this one, but for all rate matters. 

I urge you to consider carefully, gentlemen, whether this resolution is really 
in the interest of your consumers. Again I repeat, I think the remedy is worse 
than the particular ailment. I see no improvement. In any field in which you 
look for Federal regulation, you find the same conditions. The Civil <Aero- 
nautics Board will keep cases upon the docket for years and years and years. I 
get mail all the time addressed to a former city attorney who is the third city 
attorney back in time from me because he was the man who filed the original 
brief in this particular docket. It has been there 12, 14, 15 years. 

The Interstate Commerce Commission, with their regulation of the railroads, 
has carried on the perpetual bankruptcy case of the Missouri Pacific for 20 years. 

Do you really think that you are going to improve the situation by letting the 
Federal Power Commission regulate these prices? I don’t think so, gentlemen. 
I don’t think so for a moment. There has to be at the Federal level a major 
improvement in the matter of regulating utilities before I can see this regulation 
as effective or useful. 

Now, I have one other word I would like to say, Mr. President, in closing, and 
it may be a little bit off my subject but I think it well to be said. 

Yesterday some mention was made to me—and it is not important who said 
it or under what circumstances—that Mr. Lee was just crusading and that was 
all there was to his particular presentation. That word and the connation in 
which it was used is very distasteful to me. I do not like that particular ap- 
proach. I have seen it used before. It has been used in connection with me. 
If Mr. Lee feels it his duty to represent his client, the public, in the manner he 
has done, then he should crusade as he has done, and everyone admire him for it. 

He has done a magnificent job of handling a piece of litigation. I don’t agree 
with what he forecasts the results will be. I do think that he has done what he 
felt that he should do. He has represented the public fully and there should 
not be the slightest implied criticism of him for doing so. And that applies to 
any other city attorney honestly representing his clients, the public, and speaking 
his views here on the matter, in my opinion. 

Thank you, Mr. President. [Applause.] 

President VAN SorLEN. Thank, you, Mr. Sears (city attorney of Houston, Tex.) 
Does anyone else wish to comment on this? 

Mr. C. A. Brewer (city attorney, Bartlesville, Okla.). Mr. President—— 

President VAN SogeLen. Mr. Brewer from Bartlesville, Okla. 

Mr. Brewer. Mr. President, Mr. Chairman of the resolutions committee, Mr. 
Rhyne, gentlemen, this is my first meeting with this organization. My city has 
helonged to the organization for some time. I have enjoyed the services of this 
organization very much and I regret that I must appear here in order to support, 
to the best of my ability, my convictions in opposition to this resolution. 

I would like to say at the outset that I am city attorney of Bartlesville, Okla., 
on the Caney River. I am engaged in the private practice of the law. I am 
not employed by any corporation, except on occasion, like most lawyers in private 
practice, I get some business from corporations. I would like to have more, but 
I don’t have any corporations as regular clients. 

I would like to say to you, gentlemen, that I first heard of this resolution 
after I came to San Francisco for this meeting. I didn’t know any such resolu- 
tion was to be presented prior to that time. I do not feel fully capable of dis- 
cussing this matter because it is an involved economic and political question. 
I do not purport to be an authority on the oil and gas business, but having 
practiced law in the oil and gas country for a period of 25 years, some of it 
has rubbed off on me. 

I believe that Mr. Sears, city attorney of Houston, Tex., who preceded me in 
opposition to this resolution, being from the greatest gas-producing State in 
the United States, is in a better position to know something about the gas 
business than the members of the resolutions committee, and I do not intend 
to depreciate the ability of the members of this committee. These gentlemen 
are from Chicago, New York, Denver, Baltimore, Md., Oregon, Tennessee, 
North Carolina, and Michigan. None of those States are gas-producing States. 
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The gas-producing States, gentlemen, are Texas, Kansas, Oklahoma, Louisi- 
ana, and New Mexico. I feel that we should be well informed on this very 
important proposition before we support this resolution. I feel this very 
sincerely, gentlemen. 

My primary reason for appearing here is that I am bitterly opposed to Gov- 
ernment regulation. I endorse wholeheartedly the speech made before this 
organization at the luncheon yesterday by Mr. Loyd Wright, the president of the 
American Bar Association. 

I say to you, gentlemen, that when you encourage and seek regulation and 
regimentation of private business by the Federal Government that you are 
bartering away your own freedom and I believe that if this country continues 
along this line that we may be ina sad plight. 

I am very, very sincere about that, gentlemen. Now, I don’t know what is 
going to happen and I won’t attempt to tell you what will happen with refer- 
ence to this particular decision. I might say, and I want to say in all fairness 
to you, that the home office of Phillips Petroleum Co. is located in Bartles- 
ville, Okla., and further that the offices of Cities Service Co., which company is 
engaged in the oil and gas business, are located in Bartlesville, Okla. 

As I said, I can’t tell you what is going to happen if these regulations of the 
Federal Power Commission are enforced but I will tell you what could happen. 

Take your own situation; take the business of any businessman. Say the 
price of his commodity is reduced if he sells his product in interstate com- 
merce. What is he going to do? If he can sell that same product in intra- 
state commerce and get a better price for it, that is where he is going to sell 
that product, gentlemen. 

I don’t know that that will occur but I say to you that could occur and in the 
event it does occur it is going to cut down the volume of gas from the gas- 
producing States which is sold to other nonproducing States. It is going to 
cut down the supply of gas to the ultimate consumer in nonproducing States. 

Now, gentlemen, as I stated at the outset, I feel this to be a very, very 
serious question and as I stated to you, I did not know anything about this 
resolution until I arrived in San Francisco. 

I did not receive a copy of the amicus curiae brief, which was filed in the 
Supreme Court of the United States. In all fairness to Mr. Rhyne, I want to 
state that I have been city attorney for 34% years and it may be that the amicus 
curiae brief was sent out prior to that time, but I did not receive a copy of it. 

I do not feel myself sufficiently advised to memorialize Congress not to take 
any action on this matter and I have attempted to inform myself concerning 
this matter since I learned that this resolution was to be presented at this 
meeting. 

I submit to you, gentlemen, that in my opinion study should be made of 
this matter, that no hasty steps should be taken in endorsing and approving 
this resolution, memorializing Congress not to take any action on the 1938 
Gas Act. It is entirely posssible, gentlemen—and I don’t believe we know; I 
am sure I don’t know and I don’t believe you do— but it might be necessary and 
advantageous and desirable, so far as the ultimate consumer is concerned, 
that some amendment of this act be passed. 

I state to you, gentlemen, that no action should be taken by this organiza- 
tion or any other organization until we are fully advised as to what we are 
doing. [Applause. ] 

President VAN SoELEN. Thank you, Mr. Brewer. Anyone else? 

Mr. THOMAS N. Bipptson (city solicitor, Baltimore, Md.). Mr. President. 

President VAN SogLEeN. I recognize Mr. Biddison. 

Mr. THOMAS N. Brpprson. Mr. President, members of NIMLO, it is with a bit 
of reluctance that I arise to address my good friends of NIMLO on a matter 
which to me appears to be so positive and so crystal clear as to the course 
we should follow. 

There is no occasion for being heated or excited. The thing really strikes me 
as being an occasion when we can break out into great big, happy smiles because 
this type of fight indicates that we have finally become of age. We mean some- 
thing in this country. It would be a shame right when we are asserting our- 
selves, when we have established ourselves over the years as finally representing 
something and accomplishing something for the people we represent, to take a 
pathetic step backward. 

I am sure all of you here fundamentally are interested in representing the 
people of your great cities and that certainly is my interest. 
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Iam a member of the committee which recommended this resolution. I am also 
a member of a city which has over a million inhabitants who consume natural 
gas. I would be really derelict I feel, in my duty to the consumers, were I not 
just to briefly express to you the absolute need of regulation of this great industry 
on behalf of the consumers, some 40 million or so people throughout the Nation. 
We should not let them down. We would certainly be letting them down if we 
changed our position. With regard to the remarks of the last speaker this is 
not hasty action. 

This is action that we have pursued for years. We have been successful. We 
have fought against the Honorable Senator Robert Kerr from Oklahoma in the 
Senate of the United States, who has been waging a bitter battle to release from 
regulation the natural gas at source. 

Now, I am not going to belabor you. I am not going to further prolong my 
remarks. Ido want to say that I feel confident and urge all of my fellow members 
with whom it has been such a pleasure to be associated, who have worked through- 
out all these years to keep our course straight, don’t let us at this stage lose our 
fangs. We have done a great job in fighting for our people on the question of 
rates on telephones, on public utilities, of our public transportation systems, on 
our gas and electric rates, and they mean something. They are real. This is 
just another phase of that total picture of a real job, fellows, that we have been 
doing. 

Thank you, very much. [Applause.] 

President VAN SoELEN. Thank you, Mr. Biddison. 

Mr. J. E. DrrnArp (city attorney, Richmond, Va.). Mr. President. 

President VAN SorLen. Yes. Mr. Drinard from Richmond, Va. 

Mr. DriInaArp. Mr. President, ladies and gentlemen. I want to say “Amen” to 
what my friend Tom Biddison has just said to you but I want to point out to you. 
a very peculiar situation that exists in my community of Richmond, Va. 

It has the oldest municipally owned gas utility in the country. It is over 100 
vears old. Under our charter our council is required to keep that utility operating 
on at least a break-even basis. In other words, where the gas rates are such that 
at the end of any fiscal year a deficit is shown, the council is under a mandate 
from the legislature to increase the rates so that the utility will be on at least 
a break-even operating basis. 

Now, if we take this backward step and do not allow the Federal Power Com- 
mission to exercise complete jurisdiction over the interstate sales rates of sales 
after production of natural gas after we take it out of the ground until we put 
it in the gas stove or the gas heater, then that lack of jurisdiction is going to have 
a tremendous impact on the people in my community because, as I said to you, 
we must operate our utility on at least a break-even basis. I hope that this 
Institute will not take this backward step. 

Thank you, gentlemen. 

President VAN SorLEN. Thank you, Mr. Drinard. 

Mr. Banks of Denver. 

Mr. JoHn C. BANKS (city attorney, Denver, Colo). Mr. Chairman, gentlemen, 
the State of Colorado is both a consuming State and a producing State of natural 
gas. The gas which we consume comes in from the State of Texas and Kansas. 
The gas which we produce will be transported into the Pacific Northwest. Under 
those conditions neither our public utilities commission nor our conservation 
commission would have any control at all over the rates charged to the consumers 
of gas. Those are the people we represent as city attorneys, the consumers of 
natural gas. 

Denver has also had, and Colorado has had experience with regulation by the 
Federal Power Commission. That experience has been good. 

In 1947 the city of Denver applied for a rebate upon the rates which were then 
in existence and by fighting the matter through the courts obtained a large 
reduction of over $10 million which was returned to the consumers. That is the 
same type of experience which Mr. Lee spoke to you about and which Mr. Pardee 
spoke to you about. 

We have at present at least three applications for rate increases pending 
before the Federal Power Commission. They have pyramided on us so that 
we can hardly keep up with them. Last November we had an application for a 
rate increase of $6 million per year. The matter has not been disposed of. About 
a month ago we had an application filed with the Federal Power Commission for 
another $10 million a year rate increase. 

We need the control which the Federal Power Commission gives us over 
these rates charged for natural gas. If we do not have any control we would 
be at the mercy of the companies. 
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Some reference has been made to our extending the regulation. That isn’t 
the way I interpreted it at all. We already have the law. We have its interpre- 
tation by the United States Supreme Court. We are not trying to extend that. 
We are just not trying to weaken it either. 

There has been mention made by one of the persons here that he had not 
heard of this proposed resolution before coming to the present convention. I had 
not either, except as it has been presented successively over a period of years. 

I first heard of it by a long distance call, calling me out of this meeting, from 
an attorney at home who represents several oil companies. He hold me about 
this resolution. I did not hear any protest at all from any city attorneys or 
persons who represent consumers. 

I feel that this resolution is properly in order, that it is no change in the 
position of NIMLO, that we should continue with our position which we have 
previously stated, and do nothing which would weaken the control of the Federal 
Power Commission. [Applause. ] 

President VAN SorLeEN. Thank you, Mr. Banks. 

I recognize Mr. Brown of Oregon. 

Mr. A. G. Brown (city attorney, Portland, Oreg.). Mr. President and gentle- 
men, I come from a State which is neither a producer nor a user of natural gas. 
However, there is a line projected for which permit has been granted which will 
bring natural gas into the State of Oregon and I am therefore interested in this 
subject. 

I was on the brief in the Phillips case and that was my first opportunity to get 
into this picture and I did do some review. I feel that the people that we rep- 
resent in the communities throughout this country are the people that we are 
interested in and I feel that we owe them an obligation, that obligation is to 
exert every effort to insure that for those services which the people in the 
various communities must have, they may get them at the most reasonable 
prices. 

I feel quite sure that if the decision in the Phillips case is put into effect— 
and I am sure it will be—there will be no abandonment of the project to bring 
gas into the Pacific Northwest, because the customers are there. 

Now, I have attended all of the meetings of NIMLO since 1938, with the excep- 
tion of the war years. I have seen this organization grow and I have seen it 
achieve its present prominence and its present authority. It didn’t get that by 
taking a “no position.” We got it by affirmative and dynamic action starting 
out when we had only 100 members. We made an awful lot of noise for 100 
people 10 or 15 years ago. 

It seems to me that this resolution is the only thing that we can do inasmuch 
as the position has been taken year after year and was reemphasized in the brief. 

As a prospective consumer of natural gas we are of course in the same position 
as Mr. Banks who reported for the city of Denver. If FPC jurisdiction is re- 
moved there will be no opportunity of regulation as far as we are concerned. 

I hesitated somewhat in speaking on this matter because I more or less prom- 
ised myself after I served as president a few years ago that I was going to 
keep my mouth shut when I came to future meetings. 

In my opinion, this resolution is just good horse sense. I have a definition 
for the phrase which I like to use and use a good deal. 

“Horse sense” is that degree of intelligence possessed by a horse which keeps 
him from betting on people. [Laughter. ] 

I think that the “horse sense” of this convention is in this resolution and I 
strongly urge its adoption. 

Thank you. [Applause.] 

President VAN SorLeEN. Thank you, Mr. Brown. 

The Chair recognizes Mr. Woodward of El Dorado, Kans. 

Mr. Woopwarp (city attorney, El] Dorado, Kans). Mr. President, Mr. Rhyne, 
and members of this association, it is with considerable temerity that I appear 
before this august body because I represent a small town of only 14,000 people. 
We have two refineries there, which are our principal sources of employment 
in that area. Both of these refineries use gas which is produced in Oklahoma. 
We are not a gas producing area of Kansas. We are just on the edge of the 
fields, but of course we are a large consumer of gas. 

Now, Kansas has no source of fuel but gas. We just don’t have anything. 
We don’t have any coal except a small amount in the eastern part of the State. 
As a city attorney of El Dorado I am vitally interested in the fact that gas is 
available and at reasonable rates. 
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Now, I don’t know that I am opposed to this resolution. I want to encourage 
and get behind anything that will assure my city of a plentiful supply of gas at 
reasonable rates. I am not convinced yet that this is the way we are going to 
get it. 

I think maybe we ought to analyze the situation. The Natural Gas Act has 
been in effect for many years and the Federal Power Commission has regulated 
a large segment of the gas industry. It wasn’t until June of this year that the 
Supreme Court reversed the Federal Power Commission who had theretofore 
consistently taken the position that they were not, under the terms of the act, 
authorized to regulate the production end of it in intrastate commerce. 

Now, the Supreme Court by a 5 to 3 decision—and I believe it was Justice 
Jackson who did not participate—held the Natural Gas Act did contemplate 
that the Federal Power Commission should regulate the production of gas by an 
independent producer. 

Now, that decision just came down in June. It hasn't been fully implemented 
vet. We don't know what the effect of it is going to be or whether it is going 
to be good or bad. It hasn't been in operation long enough for that fact to be 
determined. 

The problem is so acute that the President has appointed a Cabinet Committee 
on Energy, Supplies and Resources Policy which is charged with the duty and 
responsibility of re_orting back to him by December 1 on this whole problem 
and it just appears to me that at this particular stage of the game I would 
like to have a little more information; I would like to have the information 
which I believe the President's Cabinet Committee will make available, and 
when we have that information it may well be that this is the resolution we 
want to adopt. 

Now, I would like to see this Institute appoint a committee of its own member- 
ship to study this, to evaluate the report and make a recommendation to this 
association. 

Thank you. 

President VAN SorLeN, Any further discussion? 

Mr. Frep ALEyY (city attorney, Wichita, Kans.). Mr. President. 

President VAN SoELEN. Mr. Aley of Wichita, Kans., will be heard from next. 

Mr. Atry. I first attended a NIMLO convention in the year 1941. I have 
attended most conventions since that particular time. We have many problems 
in the city of Wichita by reason of our aircraft industry, which you know 
produced approximately 95 per cent of the B—29's flown in combat in World War 
II, is now producing most of the B-47 jet bombers, and at present we are in 
production on the B—52’s, the superjet bomber. 

With the tremendous growth of the city we have had water problems, trans- 
portation problems and all types of problems. On this occasion, coming to San 
Francisco, as I had had no vacation, I came with the only thought of obtaining 
2 little knowledge and relaxing. I had not been here 15 minutes when I get a 
eall from my good friend Senator Woodward, who just addressed you—and I 
may say that the Senator is highly esteemed in Kansas, having served in our 
legislature for some 20 years—and he asked me if I had read a particular resolu- 
tion involving the regulation of gas at the wellhead, and I had not. And I make 
this statement to the Convention: 

I represent no oil companies and I know nothing about the technical matters 
pertaining to the oil industry, but it seemed to me rather strange that this 
particular resolution should be in every man’s envelope prior to the time any 
resolutions committee had been appointed. 

Now, I notice it is also said in the present explanation of the proposed resolu- 
tion, which explanation is entirely different from that contained in the first 
proposed resolution on this subject, that all the city attorneys have been sent 
a brief amicus curiae on the subject, but that not one had filed a protest. Well, 
gentlemen, it seems to me a little late to protest after the brief had been filed. 

Now, I am not going to be sarcastic. I enjoy this Institute and I concur with 
all the remarks that Herman Wilson made on the opening day, but I resent the 
statement made from this rostrum today that this association should look with 
a jaundiced eye on anybody opposing this particular resolution; I don’t like it. 
I want to say this as to my position here: I need no defense but if I did need one, 
I will say this, that my own State of Kansas, through its State corporation 
commission, actively opposed the present ruling of the United States Supreme 
Court, and I am quite sure that if the member cities had been sent a question- 
naire, “Should we or should we not intervene?” there might have been quite a 
few dissents. That is neither here nor there. 
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As I say, I am not going to discuss this matter from a technical point of view, 
which I know nothing of, but here is the way I feel about it; I have been on 
the staff of the city of Wichita since 1941. I try to keep fairly well informed 
and if I am as ignorant as [ am about this particular deal, I don't believe this 
membership, outside of maybe 10 men on one side or 15 men on the other, can 
know enough to pass on this particular resolution. 

Now, you will note if you will read this Phillips case, and again this is in 
criticism, that most of the members of the resolutions committee were also on 
the brief, so I am quite sure or was quite sure, although I opposed it in Com- 
mittee, that the results would be the same. 

Now, to me, it is not a question for this body to determine whether or not the 
regulation of gas at the wellhead is good or bad. I don’t know. Nobody knows. 
I know that we do have a State corporation commission that does regulate 
and I know that the State corporation commission does not represent oil and 
gas companies. 

I know my legal staff does not represent oil and gas companies. So I think 
you are getting a little red herring when he (Lee) keeps talking about protecting 
the consumer. We all have that in mind or we wouldn't be in public office. 

So, therefore, I move this body to amend the resolution of the resolutions 
committee by deleting paragraphs 1, 2, 3, 4 and the resolution contained there- 
under and substitute therefor the following: 

“Whereas the Supreme Court of the United States has recently ruled that sales 
of natural gas by independent producers and gatherers made in the field in 
which the gas is produced are subject to regulation by the Federal Power Com- 
mission under the terms of the Natural Gas Act when the gas is ultimately 
transported to and sold in other States; 

“Whereas the subject of Federal regulations or nonregulation of field sales 
of natural gas is of such national importance that it has been referred by the 
President of the United States to the Cabinet Committee on Energy Supplies 
and resources Policy for study and report by December 1, 1954: Now, therefore, 
be it 

“Resolved by the National Institute of Municipal Law Officers in convention 
assembled at San Francinsco, Calif., That the President of this institute be 
authorized and directed to appoint a representative committee to make an in- 
dependent study of this matter and report thereon to the membership of this 
institute for its consideration; said report to include an evaluation and appraisal 
of the facts disclosed by the report to be made by the aforesaid Cabinet com- 
inittee to the President of the United States.” 

In closing, I wish to contradict that if we defeat the motion of the resolutions 
committe it is a backward step. Everyone well. knows how this institute has 
stood for years in reference to the Federal Power Commission and if we didn’t 
stand that way, how come Charlie Rhyne personally represents us in the United 
States Supreme Court? Why then, without obtaining any additional informa- 
tion—our position already having been made clear with the filing of a brief 
amicus curiae—do we memoralize the Congress of these United States that 
regardless of the effect of the Phillips case they should not consider any legis- 
lation affecting same. [Applause.] 

President VAN SorLen. Thank you, Mr Aley. 

The question is now on what the Chair will rule to be a substitute resolution 
which has just been read by Mr. Aley. 

Mr. F. J. CARMAN (city attorney of Topeka, Kans.). I second the motion. 

President VAN SorLen. The substitute resolution has been moved and seconded. 
Is there any discussion on the substitute motion? 

Mr. T. P. Corsett (city attorney, Racine, Wis.). Mr. President and members 
of the conference, I am Tom Corbett from Racine, Wis.; city attorney of that 
city. 

At the outset, I am opposed to this amendment or substitute. The State of 
Wisconsin through the staff of the public service commission and members of 
the staff of the attorney general’s office have been long engaged in the struggle 
concerning which Mr. Lee spoke so ably this morning, and I am told yesterday 
afternoon. The whole purpose of the opponents of this resolution seems to 
be delay. 

The arguments thus far advanced do not appear to convince most of this 
audience, at least if I can judge of the reaction to the speakers. There is a 
great danger in delay. This organization has long gone on record on a given 
principle. We are here in this convention once again discussing this principle. 

If we back off, delay discussion, pocket it somewhere, it will give the im- 
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pression to the people of our Nation that we have changed our position. By the 
time we finish with this thing this afternoon we are going to find out that this 
organization as a group has not changed its position, even though some of our 
members have different views. The variance of views is a good thing. A free 
discussion of them is also good. 

I would like to review very quickly some of the arguments advanced at the 
very outset by the very able Mr. Sears. When I mention him by name I am only 
doing so for the purpose of identification and if I find fault with some of his 
arguments they are only the views of one attorney to another. 

There is one reason for not getting into this field of regulation by the Federal 
Power Commission. Mr. Sears advanced an argument which was a parallel to 
the fact that the telephone company, the Bell Systems, have had no hearings 
and yet have had regulation with the interstate toll. He told you that the Bell 
System has always gotten what it wanted insofar as interstate rates were 
concerned. 

Mr. Sears should be advised by many of the men who have been engaged for 
many years in the struggle against the Bell System that we have wanted the 
interstate toll rates raised to relieve the burden on the exchange system and the 
very fact that they got these rates without hearings is not to be wondered at. 
We actually drove them or tried to drive them into some of those hearings, so 
once they got there why should we oppose them. We are the ones who got what 
we wanted. 

The argument was also advanced that regulation would put out of business 
some of the smaller concerns. You don’t drive small concerns out of business 
with rates, 

We have all been concerned with ratemaking. We have all been concerned 
with rates. The rate is usually a sum sufficient to give the company a reasonable 
return on its investment and you can be sure that it is either going to be a fair 
return on its investment or it is going to be a sum sufficient to give it a reasonable 
operating ratio. 

Mr. Sears also advanced the thought that we would once against return to the 
fair-value standard. Many of us have been fighting that method of evaluating 
for quite some time. We will continue fighting it. We will continue raising 
the same arguments that we have raised and that have been listened to for so long. 

The very fact that this threat is present is no reason why we should defeat 
this resolution or delay it. Actually it appears that all of the speakers opposed 
to this resolution are opposed to regulation of any kind of a basic commodity in 
their State, without regard for the fact that throughout the country the great 
majority of people are interested as consumers. They do need protection. 

Now, there is a great community of interest throughout this country. The gas 
comes from some of the Southwestern States, the Southern States. When they 
had disasters such as great fires and explosions in Texas, we yielded to their 
pleas for assistance. Now we are saying to them whereas you fear regulation 
by the Federal Power Commission, we fear lack of regulation and price fixing 
at the local level without regard to the interests of the great majority of the 
people in this country who have dismantled their gas manufacturing plants, who 
have changed over all their equipment, who have now a terrific investment in 
natural gas. The great majority of us, I do believe, feel that regulation must 
come through the Federal Power Commission. 

I request you gentlemen to defeat this substitute and I move the substitute be 
tabled. [Applause.] 

President VAN SoeLeEN. The question now before the house is the motion to 
table the resolution by Mr. Aley, which was that we should delay action and 
conduct an independent study of the matter. There is no debate on the motion 
to table. 

Is the motion to table seconded ? 

Voice. Second. 

President VAN SoELEN. The motion has been made and seconded to table the 
substitute resolution. Those in favor say “Aye.” 

Votces. Aye. 

President VAN SoELEN. Those against say “No.” 

(No response. ) 

President VAN SoELEN. The “ayes” have it, the substitute resolution is tabled. 

The question is on the original motion. Are you ready for the question? 

Voices. Question. 
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President VAN SoELEN. All in favor of the original resolution as submitted by 
the resolutions committee say “Aye.” 

Vorces. Aye. 

President VAN SoELEN. Those against say “No.” 

Voices. No. 

President VAN SoeLen. The “ayes” have it, the resolution is adopted. 

This completes the special order of business. I will turn the meeting back 
to Mr. Barnet Shur, corporation counsel of Portland, Maine, who is now presiding 
as vice president of NIMLO, for as much more as can be done on the balance of 
the program this afternoon. j 

The conference later adopted by unanimous vote a motion that the following 
report be included in this release: 


RATE DEVELOPMENTS IN 1954 


By Assistant Corporation Counsel James H. Lee, Detroit, Mich.; chairman, 
committee on electric, gas, and telephone rates 


Mr. LEe. Mr. Chairman and ladies and gentlemen of NIMLO. Before I begin 
the discussion with reference to public utility rates, I should like to have us 
pause a moment to pay tribute to one of the members who always came to this 
organization’s annual conventions, Jerome Joffee, the very able assistant city 
counselor of Kansas City, Mo. Many of you knew Mr. Joffee. For 5 years he 
was chairman of the committee on public utility rates. He was very active in at- 
tending every conference and I am sure you recall him. I regret to say to you 
this morning that he died suddenly of a heart attack within the last 6 months. 

I should also like to divert a minute from my formal discussion to pay tribute 
to one of the founders of this organization, the Honorable Raymond J. Kelly, 
who served the longest period of service as a corporation counsel in the city of 
Detroit, and who became the national commander of the American Legion, and 
who in recent months has been appointed by the President of the United States 
as the Chairman of the Railroad Retirement Board. Mr. Kelly has proved 
himself to be a very able city attorney and was one of the founders of this 
organization. He is entitled to a great deal of credit. 

Mr. Chairman, ladies and gentlemen, the subject that I have been assigned to 
comes to me by reason of the fact that during the past vear I have had the 
honor to be chairman of NIMLO’s committee on public utility rates, with refer- 
ence particularly to telephone, gas, and electric light and power rates. 

I have specialized in this type of work for the past 15 years and I want to give 
to you some of the things that I have learned on the record and some of the 
things that I have learned off the record. 

There is so much money involved for the people of our communities in the 
payment of public utility rates; there is so much that can be done by the city 
attorney’s office in seeing that those rates are fair and equitable. 

Now, at the outset I want to tell you that my approach to these matters has 
always been purely objective. It has been an effort to determine exactly what 
the facts are and what the law applicable to the facts is and should be. 

I want to tell you that in my 15 years going before the Federal regulatory 
bodies in Washington, such as the Federal Communications Commission, which as 
you folks know has jurisdiction over long-distance interstate telephone rates; be- 
fore the Securities and Exchange Commission, which as you folks know has juris- 
diction over the financing of all types of public utilities ; before the Federal Power 
Commission, which as you know has jurisdiction over the authorization of the 
construction of pipelines and the fixing of the rates of pipelines, I am sorry to 
report to you that, in all those years, it has only been in the most isolated 
instances that I have ever seen a representative of the city, the city attorney’s 
office, participate in those proceedings, and if they do participate, which has 
been very infrequent, their participation has been more or less of a token one 
and they have made no contribution of any kind in the introduction of evidence 
and in really participating in the case. 

Now, that is not only true in my experience before the Federal regulatory 
bodies but it is also true before our State public service commission. I was 
challenged and have been challenged with that situation and I have tried to 
find out the reasons for it, because this type of litigation is of such great im- 
portance to the communities throughout the country. 

Since 1911, when I was a member of the Michigan State Senate from Detroit, 
I have been affiliated with the Michigan Municipal League and all during that 
period I have been active with reference to municipal matters. For the last 
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5 years, previous to this year, I have been chairman of the committee on public 
utility rates and in each of the 5 vears I have had a committee of 5 or 6 addi- 
tional members, city attorneys of various communities, large and small, in 
Michigan, and I regret to say to you folks this morning that I have never yet 
been able to obtain a quorum meeting of that committee. 

Now, there must be a reason for this situation because there is more money 
involved for the citizens of our communities, sometimes more in the individual 
householder than he pays in taxes, more money for utility services, and I have 
come to this conclusion, that what we need in the city attorneys’ offices—and we 
have it in some of them throughout the country I am glad to say—are trained 
specialists in this type of litigation. As you folks know, every dollar that the 
utility spends on the prosecution of a rate case, whether seeking an increase in 
rates or whether in the defense of a rate case where the public is seeking a 
decrease in rates, is chargeable to operating expenses of that utility and the 
customer pays for their conduct of their case; whereas if the public, such as the 
city or other community, comes into the case, it is the taxpayer who pays for it 
and as a result, the utility is unrestricted in its expenditures for attorneys and 
technical witnesses. 

There is no supervision of the great amounts they spend in the conduct of these 
eases and, as I said, it is all chargeable to operating expense. 

On the other hand, it is very difficult, even among the larger communities, 
to induce the local legislative body to appropriate money to obtain technical 
witnesses to come and testify on behalf of the ultimate customer. So as a 
result we have to rely in many instances upon isolated representation of com- 
munities and of course upon the technical staff of the State and Federal regula- 
tory bodies. 

Now, in beginning the discussion of the various utility matters I would like to 
start with reference to telephone rates. I mean by that intrastate telephone 
rates. As you folks perhaps know, it is true in our state, the Michigan Bell 
Telephone Co. is a wholly owned subsiliary of the American Telephone & Tele- 
graph Co., commonly referred to as A. T. & T., and A. T. & T. likewise owns 
twenty-odd other telephone companies throughout the Nation. 

Now, A. T. & T. has a total capital plant and other investment of $7,500 mil- 
lion. It is the greatest corporation in the history of the world. It has paid 
§ percent dividend on its stock without interruption since 1922. 

I refer to that because when you are engaged in a telephone rate case in your 
own State, 9 times out of 10 in reality it is not the local telephone company, it is 
the A. T. & T. that is involved, because all of the earnings of the constituent 
State Bell Telephone Co. is turned over to A. T. & T. and as a result, they have 
built up no surplus of any account. 

Now, a most significant thing is taking place and has taken place in Michigan 
and will take place all over the Bell System and that is this: All of these cases 
are prepared by a highly trained technical legal and engineering and telephonic 
communication expert staff at the headquarters of A. T. & T. in New York City. 
Then the local representatives of the local company, who are called upon to tes- 
tify, all of their testimony is reduced to writing and they learn it almost ver- 
batim and when they are testifying you would think they were testifying orally, 
without prompting. A. T. & T. does not overlook anything that will aid in 
their efforts, 

As to the psychology of their presentation, you ask one of their witnesses a 
question, for example perhaps a question for clarification, the witness will stop, 
he will look at you; he will call you by name; he will say that that’s a very in- 
teresting question; he will say “I will be glad to answer it” and before he gets 
through, he will have called you by name at least two times. 

Now, this is not just an ordinary happenstance. That is a worked out psy- 
chology that is only part of the tremendous preparation made for that case by 
the company. 

So you start off with a rate case of your State telephone company, as we did 
in Michigan a year ago last June, and before that case is started, the company 
goes out to its local city manager, we'll say, or village manager and he will ¢all 
upon the customers of the company. He will ask them to send letters to the 
State regulatory board endorsing the proposed rate increase. He will tell the 
great need for the expansion of the system and when he is asked, ‘Why can’t 
they dip into the surplus of the State company?” he will say honestly, “We 
have no surplus.” But he won’t follow it up by telling you that the reason they 
haven’t the surplus is because they have turned it over to the mother com- 
pany—A. T. & T. 
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They will hold meetings with Kiwanis clubs; they will hold meetings with 
church clubs; they will advertise in the local publications, all of which is insid- 
ious propaganda which those who represent the ultimate consumer can’t possi- 
bly begin to compete with. 

I want to tell you about a most unsual situation which may be of aid to 
some of you folks in the future. 

When the case was started by the Michigan Bell Telephone Co. a year ago 
last June for an annual increase to Bell in the sum of approximately $22,2s83,- 
000, the company sent out to its customers—and Michigan Bell represents 90 
percent of the telephone service in the State of Michigan—2,900,000 bills and en- 
closed with those 2,900,000 bills was a little 4-page pamphlet called News 
Lines. It was filled with propaganda as to why it should receive the rate in- 
crease they were asking for. 

Now, when we started this hearing in July a year ago, I made a formal 
motion to the Commission. I said the ratepayer pays all the expense of the 
company’s prosecution of this case. I called their attention to this propa- 
ganda enclosed with the bills to the customers. I asked the right to file a reply 
and that the company be oblgiated to enclose it with their bills. T succeeded 
in getting the order and the company was compelled to tell why they were 
not entitled to the increase and we succeeded in having the application dis- 
missed, after a long trial, without one nickle of increase in rates. 

Now, the thing that they propounded then and the thing that has been pro- 
pounded throughout all the A. T. & 'T. and Bell Systems was this: We should 
have accelerated depreciation on the balance of our plant, which has been in- 
stalled since 1940, which they characterize as a “normal preinflationary year.” 
In other words, instead of having the normal derpreciation over a 30-year 
period of the investment in plant—and you folks are aware of the fact that 
that is a depreciation rate which is calculated to the depreciation reserve, the 
underlying theory being that the company will recover the investment in the 
enterprise at the end, we will say of 30 years at 314 percent a year or say 20 
years at a greater percent. So they have started something new, which may 
be roughly characterized as accelerated depreciation; that is, since 1940 down 
to 1953, when our case started. 

“We have been depreciating on 3% percent a year; henceforth we want to 
depreciate on twice that and have our depreciation normal period reduced.” 

Well, obviously if you cut down from a 30-year to, we will say a 5-year depre- 
ciation, you have to enhance your charges to operating income and you have to 
increase your rates. 

Now, that is the theory which they are proceeding on. They just concluded 
a case in the State of New York wherein the commission refused to sanction 
such a philosophy and denied any increase but they are persistent and they are 
going all through their system and that is the thing upon which they predicate 
their application, despite the fact that they are earning in most every instance 
at least a 6-percent return. 

Now, there is another phase of the telephone service and that is the long lines 
which is under the jurisdiction of the Federal Communications Commission. 
The A. T. & T. filed an application about 6 months ago for an increase of about 
$65 million a year for their long line services. There was no contest made of 
that, that I know of, for this reason: You perhaps are familiar with the fact that 
there is a great disparity between the long distance rates of interstate telephone 
service and the long lines for intrastate service for a comparable mileage dis- 
tance and it has been the opinion of myself and of many of those representing 
State utility matters that the local service has been subsidizing the long line 
service and therefore we did not oppose the proposed $65 million increase asked 
by the A. T. & T. of the Federal Communications Commission because we felt 
that that may result in a modification of that discrimination against the local 
service. 

I would like to tell you that every time there has been a rate fixed for long 
line services by the Federal Communications Commission there has never been a 
hearing on a single case. I can’t understand that. I hope I am not boring you 
with this subject and I will go along as quickly as possible but I want to say to 
you, my friends, that there is so much money involved in these matters that when 
you get into them it would literally make your head swim. 

The A. T. & T. comes into court through the local company, saying “We have 
to compete for money in the money market. We have to compete with commer- 
cial enterprises.” 
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Why, my good friends, the A. T. & T. doesn’t have to compete in the money 
market at all. How does it get its capital increases? Nine times out of ten it 
gets it by selling debentures to its own stockholders, convertible into stock. And 
let me tell you this, since 1945 the A. T. & T. has raised new money by the medium 
of the sale of debentures in the sum of $2,750 million and the issues were over- 
subscribed within 30 days each time they were offered and yet they have the gall 
to come in and try to tell you that they have to compete for money in the open 
market! [Applause. ] 

Now, my friends, I hope you will bear with me just a few more minutes. I 
want to tell you about natural gas. I want to tell you about something that 
you perhaps have in your community or are trying to obtain. 

I start out by saying that of course there is no dispute that natural gas is the 
cheapest, the cleanest and the best type of energy outside of elecricity, which 
of course is more costly. Now, this is a new industry. Previous to 1930 drillers 
were looking for gasoline in the Southwestern States and much to their disgust 
they also came upon natural gas, and what happened? Outside of the local area 
there was no market for it, so they flared it and burned it up. Then along came 
an inventive genius and produced a seamless pipe and that opened up the market 
far away from the source of supply. 

Natural gas, with the long distance pipeline, first came to the State of Michi- 
gan in 1936 from the Panhandle Eastern Pipeline Co. Think of it—pushing that 
gas 1,800 miles from the fields in the Panhandle of Texas and the Hugoton of 
Kansas and fields in Oklahoma. As that pipe comes along every so often there 
is a million dollar booster station necessary to boost the flow of the gas. And 
you would be surprised to know that it is almost odorless and has to be odorized 
before it can be used by the householder. 

Now, the investment in the pipelines and the construction of the pipelines is 
the first and the biggest investment. Then they have acquired reserves in the 
grounds. For example, Panhandle Eastern Pipelines has thousands of acres 
of reserves which they have not yet tapped. Or the pipeline may acquire its 
reserves from an independent, so-called, producer. 

Now, then, you and I get together and we form our corporation and we are 
going to build this pipeline and then we go before the Federal Power Commission 
in Washington and we are seeking a certificate known as a certificate of con- 
venience and necessity and we have to show that we have the gas contracted 
for or already purchased in the ground and we have to show that we have been 
approved on the financing by the Securities and Exchange Commission and we 
have to show that we have the markets that will justify the building of this 
line because those markets will purchase the gas. 

Now, those proceedings before the Federal Power Commission in Washington 
are very technical, very detailed, and last usually a considerable time. As I 
said, we first received gas from a long-distance line in 1936 under a long-term, 
15-year contract with Panhandle Eastern Pipeline Co. In 1942 I was convinced, 
from a study of their costs and a study of the pipeline company’s rates, that the 
rates were excessive and I proceeded to instigate a case before the Federal 
Power Commission asking an investigation of that matter. 

It ran for 3 years through the Commission, through the lower courts and 
through the Supreme Court of the United States, and during the appeal of 
Panhandle of course they were collecting the higher rate against the rate that 
was ordered reduced, but they didn’t post a bond. Instead of posting a bond, 
every month they paid a check to a custodian appointed by the court. The appeal 
was made in Kansas City, the United States Circuit Court of Appeals for the 
Ninth Circuit. When it was all over and we finally prevailed 100 percent, we 
had over $25 million in cash to refund to the consumers of Panhandle and $12 
million plus of that went to the Detroit District and the balance went into the 
Northern District of Michigan and all along the line. I regret to say that not 
a single State authority and not a single city authority participated or helped 
us in those proceedings and yet they were tremendously benefited by them. 

Now, in 1946 there was an application filed before the Federal Power Com- 
mission for the right to build a new pipeline to Michigan, the Michigan-Wis- 
consin Pipeline. That company is a wholly owned subsidiary of the American 
Natural Gas Co., which also wholly owns our local distribution company, 
Michigan Consolidated Gas Co., which services Detroit, Ann Arbor, Ypsilanti, 
Muskegon, Grand Rapids, and others. 

Not only is the Michigan Consolidated Gas Co. a wholly owned subsidiary of 
the American Natural Gas Co.; likewise the Milwaukee Gas Light Co., is a 
wholly owned subsidiary. 
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This new pipeline wanted to come from the Southwest up to about Michigan 
City, Ind. ; one line to go up to Michigan to a storage field, the other to go around 
Lake Michigan to serve communities in Wisconsin. At that time the only gas 
we had from a pipeline was from Panhandle; 125 million cubic feet a day at 
the gate of Detroit. We had succeeded by the case which I have told you about 
in cutting the rate from 35 cents per thousand cubic feet to a basic 18% cents 
per thousand cubic feet. 

Now, this new pipeline was to sell the gas at approximately 29 cents per 
thousand cubic feet. I intervened in those proceedings on behalf of the city of 
Detroit and the adjacent area and it was to my mind absolutely without ques- 
tion that, if the line were built, the one source of supply for gas, which was 
to be and is yet practically the sole source of supply, was to be the Phillips 
Petroleum Co. of Bartlesville, Okla., the largest so-called independent natural 
gas and oil company, at least on the Western Continent. 

I was convinced in studying the record and in studying the exhibits that if 
the line were certificated and built, the price they would pay Phillips Petroleum 
Co. would be excessive and therefore illegal. 

In October 1945 I filed a formal motion with the Federal Power Commission. 
I made the allegation as to the excessive cost and asked that Phillips be joined 
and made a party to the proceedings: my allegation to be determined before the 
certificate was granted. The Federal Power Commission denied my motion 
but intimated they would consider it later. 

So the line was certificated; it was built; it began delivering gas to Michigan 
in October 1949. In January 1950 I filed an application involving the issue 
I had raised by the motion and the Power Commission set the hearings in the 
middle of March 1950. The Phillips Petroleum Co., upon one pretext or another, 
obtained 9 adjournments of that hearing over a period of 14 months. 

Now, just by getting those adjournments—and as you know you cannot make 
rates retroactive—they certainly saved themselves a great deal of money. Finally, 
after much struggle, we got the case going before an examiner sent out from 
Washington by the Federal Power Commission to Bartlesville, Okla., the home 
office of Phillips, and then we assembled in the Federal Courthouse at 10 o’clock 
in the morning on April 2, 1951, 13 months after the date the first hearing had 
been scheduled for. There were the attorneys general or their representatives, 
their deputies from the gas-producing States, and of course Phillips. The issue 
I was contending for was that the prices of gas purchased by a pipeline from 
an independent producer which was to be transported in interstate commerce 
was, under the Natural Gas Act, subject to the jurisdiction of the Commission, 
just the same as the price of gas owned by a pipeline and to be transported 
in interstate commerce has always, without any controversy, been under the 
jurisdiction of the Commission. 

We assembled there and the examiner said, “Gentlemen, I have just received 
a telegram. The Federal Power Commission had a special meeting in Washing- 
ton last Saturday.” And this was April 2, Tuesday, 1951. He said, “I am 
directed to consider nothing about rates, only ‘do we have jurisdiction over 
this matter?” and we fussed around there back and forth over several weeks 
and were called before the full Commission for an oral argument in June of 
1951 and not one of those Commissioners asked us a question about jurisdiction. 
The only thing they asked was, “How much do you think should be the price 
of the gas?” 

Of that membership as then constituted there was only 1 able lawyer, 
Buchanan of Pennsylvania, and 4 nonlawyers, who were going to pass upon 2 
legal question. The ultimate result was that the four said ‘No jurisdiction” 
and the able lawyer wrote a dissenting opinion. Then of course it was necessary 
for us to seek a rehearing before we could go to court and of course the rehearing 
was denied 4 to 1. 

Then at great expense and a lot of labor we stood up before the Court of Ap- 
peals of the District of Columbia in Washington on December 12, 1952, in « 
beautiful new Hollywood-like courtroom. 

As you lawyers know, there are 9 judges in that court of appeals and you don’t 
know the 3 you are going to get until they come from behind the curtain whem 
the case is called. At 10 o’clock in the morning, from behind the curtain, there 
came Judge George Washington—by the way, a lineal descendant of George 
Washington’s brother—and next Judge Edgerton and next came the ex-United 
States Senator from Missouri, a man who was in feeble health. When the 
argument was all over, it was obvious from the questions asked by Judge 
Washington and by Judge Edgerton that there was no doubt in their minds as to 
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FPC jurisdiction and what do you think happened? Bight days later Judge 
Washington disqualified himself. Imagine a judge disqualifying himself after 
the argument. 

Then we had to bo back and argue all over again 30 days later and we came 
out with the 2 to 1 jurisdiction decision, with Bennett Clark writing a dissent- 
ing opinion. 

Then the next thing was we had to go through all the labor and the expense 
because the Government and Phillips and the attorneys general and the Natural 
Gas Producing Association sought certiorari to the Supreme Court of the United 
States. On November 30, 1953, the Supreme Court of the United States denied 
eertiorari and on January 4, 1954, the Supreme Court of the United States did 
the unprecedented thing and granted certiorari. 

Now, I am telling you this because I am leading up to something that is of 
great importance in this convention. That was the costly, laborious struggle 
we went through. When we stood up before the Supreme Court in April 1954 to 
argue this matter we had all of the judges except Judge Jackson, who was ill 
with a heart attack. At this time I want to pay tribute to the great Chief 
Justice we have today. He put his finger on the whole matter when, in the 
closing argument of Phillips’ counsel, he said, “If it is true, as you say it is, 
that there is no provision in the statute, the Natural Gas Act, granting this 
jurisdiction, then why did you work so hard to get the Kerr bill through Congress 
taking away that jurisdiction?” 

Then what happened? A petition for rehearing was filed and of course the 
Court is in summer recess and won’t convene until October 4, and what will 
happen to that petition cannot be known until then, but not only was the peti- 
tion for rehearing filed, a petition to stay the mandate was filed. 

The judge who wrote the majority opinion, 5 to 3—Judge Minton of Indiana, 
ex-United States Senator from Indiana—pointed out that the opposition to this 
control had sought to get the Kerr bill and that they had failed. Then he pointed 
out, “Now you are seeking to get it through a judicial determination,’ and he 
pointed out that they couldn’t agree with them. 

So we are waiting for the 4th of October. Then we come to this convention 
and what do we find? We find the most insidious propaganda. We find what 
to my mind is the most extraordinary situation. We find we, the representatives 
of NIMLO member cities, 889 municipalities, with millions of people as in- 
habitants, the ultimate consumers of natural gas being importuned by long- 
distance telephone, by personal contact, to ask this organization to tie its hands 
behind its back, remain mute; do not pass any resolutions endorsing the Phillips 
decision; let us stall until we can get Congress in session next December and 
pass another Kerr bill. 

To my mind this is the most flagrant, unethical procedure I have ever heard 
of, pending the hearing of the petition for review in the highest Court of our 
Country. These folks come in here after 8 years of delay. Why, if there had been 
any justifiable doubt in the minds of the members of the Federal Power Com- 
mission when they rejected jurisdiction on my motion in 1946, had there been 
any well-founded, justifiable doubt, they should have taken jurisdiction; par- 
ticularly in view of the advice of their own counsel: particularly in view of 
the wording of the Natural Gas Act which was passed to protect and prevent the 
exploitation of the ultimate consumer. Had the Commission done that and fixed 
a rate then Phillips would have had to take an appeal and post a bond with 6 
percent interest and I am confident that, when it was all over, we would have 
had at least several millions of dollars to refund to the ultimate gas consumers 
of the Michigan-Wisconsin Pipeline. 

But by the mere device of not taking jurisdiction, by the long delays of ad- 
journments, by the tedious and costly progress through and to the highest Court 
in the United States, they lost; and yet today here they are among us, lobbying 
to take from us with our affirmation the victory that we won, so that when 
they get before the Supreme Court or file the supplemental brief on their motion 
for rehearing they can say, “Why, even these 889 NIMLO municipalities of the 
United States don’t want this thing.” 

I hope you folks will understand this matter. I hope that you will repudiate 
such activity. 

I just want to touch on one more matter. It has been said during these pro- 
ceedings that the public needs trained city attorneys. It has been said that, 
particularly in the difficult matters such as public utility litigation, a young 
lawyer should be given the opportunity of making a career in this work because 
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it means so much to our people. I went all through the types of municipal legal 
activities. For many years I specialized in eminent domain proceedings. 

I wart to say to you, speaking as one who has made a career, never has any 
effort been made or pressure put upon me to decide this way or that. It has 
always been open and aboveboard. We do need to encourage young lawyers 
to come into this work, particularly under civil-service protection. We do need 
to encourage them to do it because here, in this type of work alone, you are up 
against the most proficient, the most expert legal talent in the country and if the 
public is to receive only what it is entitled to, fair objective consideration, you 
can only guarantee it with adequate representation on behalf of the public. 

My friends, I thank you, very much. [Applause.] 


APPENDIX A. ANALYSIS OF THE HARRIS Biti (H. R. 4560) To AMEND THE NATURAL 
GAs ACtr PENDING BEFORE THE HouUSE INTERSTATE AND FOREIGN COMMERCE 
COM MITTER. 


H. R. 4560 introduced by Representative Harris (Arkansas) on March 2, 1955, 
is designed in the main‘ to free the so-called independent producers of natural 
gas who sell their gas in interstate commerce from regulation under the Natural 
yas Act of 1938. The United States Supreme Court, on June 7, 1954? held that 
the Federal Power Commission had jurisdiction “* * * over the rates of all 
wholesales of natural gas for resale in interstate commerce whether by a pipe- 
line company or not and whether occurring before, during or after transmission 
by an interstate pipeline company.’ The proposed legislation, if enacted into 
law, would overrule this decision but it would also go much further toward 
negating the primary aim of the Natural Gas Act which the Supreme Court held 
to be the “protection of consumers against exploitation at the hands of natural 
gas companies.” * 

Section 2 of the Natural Gas Act is proposed to be amended by adding thereto 
two definitions : 

(1) (Subsee. 10) Transportation of natural gas in interstate commerce; and 

(2) (Subsee. 11) Sale of natural gas in interstate commerce for resale. 

Section 5 of the act is proposed to be amended by adding three new subsections: 

(1) Subsection (b) requires the Federal Power Commission, where the rates 
of a natural gas company (pipeline company) are proposed to be increased based 
upon any new or renegotiated gas purchase contract, to consider whether the 
contract price represents the “reasonable market price” and to allow in -operat- 
ing expenses only such market price plus a fair gathering charge where the 
market price is determined before gathering. 

(2) Subsection (c) requires the Commission, in regulating the rates of a 
natural-gas company (pipeline Company), to allow as an operating expense the 
“reasonable market price” of natural gas produced by such natural gas company 
or its affiliate plus a reasonable gathering charge where the market price is de- 
termined before gathing takes place. 

(3) Subsection (d) defines an affiliate of a natural gas company. 

Section 7 of the act is proposed to be amended by adding a proviso to subsec- 
tion (e) prohibiting the Commission from issuing a certificate of public con- 
venience and necessity in the event the price named in a gas purchase contract 
supporting the application is not the “reasonable market price’ for such gas 
in the field where produced. 


EFFECT AS TO REGULATION 


(1) Exempts independent producers and also pipeline companies and their 
affiliates.——The provisions of the two new subsections to section 2 (10 and 11) 
vitally constrict the reach of the Natural Gas Act with respect to interstate 
transportation and sale of natural gas. Transportation of natural gas in inter- 
state commerce is not presently defined in the act but the Commission and the 
courts have, in numerous decisions, made jurisdictional determinations based 
on the facts in particular cases. The proposed definition in subsection 10 limits 
transportation of natural gas in interstate commerce to that transportation 


1It also prescribes the method of rate regulation for natural gas produced by pipeline 
companies for their own reserves. 

2 Phillips Petroleum Company v. State of Wisconsin et al. (347 U. S. 672). 

3 Federal Power Commission Vv. Hope Natural Gas Co. (320 U. 8. 591, 610). 
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which occurs after completion, in or within the vicinity of the field or fields 
where gas is produced, of all production, gathering, processing, treating, com- 
pressing, and delivery of such gas into transportation facilities of a person en- 
gaged in transporting such gas beyond the vicinity of the field or fields where 
produced. 

Since the provisions of the bill apply equally to the so-called independent pro- 
ducers and to pipeline companies and their affiliates, the transportation of 
natural gas in interstate commerce by any person in or near the vicinity of the 
field or fields where the gas is produced would be exempt from regulation. 

Sales in interstate commerce for resale are defined by proposed subsection 11 
to include only such sales as are made after commencement of transportation 
of natural gas as defined in subsection 10 and to exclude any sale occurring in or 
within the vicinity of the field or fields where the gas is produced at or prior 
to the commencement of such transportation. This definition would exclude 
from the jurisdiction of the Federal Power Commission sales of natural gas in 
interstate commerce ‘ within or in the vicinity of the gas fields whether made— 


(1) by an independent producer to a pipeline company, 
(2) by an affiliate to a pipeline company, or 
(3) by one pipeline company to another pipeline company. 


Thus, the amendment would limit the Commission’s jurisdiction over sales in 
interstate commerce for resale to those sales between pipeline companies or sales 
by pipeline companies to distributing utilities which occur outside of the vicinity 
of the fields where the gas is produced. The word “vicinity” is of indefinite 
meaning. This fact, coupled with situations where processing, treating and com- 
pression occur at distances outside the defined limits of a gas field, is sure to 
‘ause administrative difficulties and result in litigation. 


EFFECT AS TO RATE REGULATION 
(A) Section 5(b) 

(1) Indirect, unsatisfactory, and impractical regulation.—New subsection (b) 
proposed to be added to section 5 of the act® purports to arm the Commission 
with a means of protecting consumers against unreasonable rates which might 
be caused by excessive contract prices for natural gas purchased by a pipeline 
company in the field from so-called independent producers. It requires the 
Commission to consider whether the price paid pursuant to contract with a pro- 
ducer, is the “reasonable market price’ when the pipeline company is asking 
for an increase in rates based upon a new or renegotiated contract. In such 
consideration, the Commission is directed to consider the effect of the contract 
upon the assurance of supply and the reasonableness of the contract provisions 
as they relate to existing or future market field prices. The meaning of this 
directive as to what should be considered by the Commission is anything but 
clear. After the Commission has considered it is directed to allow the pipeline 
company to charge as an operating expense for the gas purchased under the 
contract only such market price plus a fair gathering charge in those cases 
where the price is determined before gathering is completed. 

In the first place, this provision makes it plain that the sponsors of the legis- 
lation recognize that some form of Federal control is necessary to protect con- 
sumers against excessive field prices for natural gas charged pipeline companies 
by producers. But, the control proposed is impractical and without legal 
foundation. 

(2) Only new contracts are covered.—The control proposed would only apply 
to new or renegotiated contracts which form the basis of an application for 
an increase in rates submitted to the FPC by a pipeline company. This means 
that the Commission could not consider prices in existing contracts which were 
increased through escalation and favored-nation clauses. The Commission on 
its own motion or upon complaint in a proceeding under section 5 would have no 
authority to question the reasonableness of the contract prices upon which the 
company’s purchased gas cost rests. 

What is a new contract? Suppose a pipeline company entered into a contract 
with a producer for a new gas supply to be connected 6 or 9 months later to the 





‘This means no jurisdiction could be exercised as the States are constitutionally pro- 
war ad Te counting sales in interstate commerce. Phillips Petroleum Co. vy. Wisconsin 
(34% oe Be i e 

5 Old subsec. (b) is redesignated as subsec (e}. 
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pipeline system. One month after connection is made the pipeline company 
applies for a rate increase. The question would immediately arise as to 
whether the contract was a new contract within the meaning of the subsection. 
Since pipeline companies would, under the theory of the proposed regulatory con- 
trol method, run the risk of financial loss of the contract price be determined by 
the Commission to exceed the reasonable market price, such companies would 
naturally strive to avoid, by one means or another, having the reasonableness 
of such contract price considered by the Commission in any rate proceeding. 

(3) Lack of standards for reasonable market price.—But, even if the Com- 
mission were to consider the contract price, what tests would be used to ascertain 
whether such contract price is the reasonable market price? In the absence 
of collusion between the parties the price upon which they agree is persuasive 
evidence that such price is the market price at that time. In order to ascertain 
whether it is a reasonable market price the Commission would have to check it 
against other contract prices existing in the particular field where the conditions 
of sale are comparable as to quality and quantity of the gas, contract terms, 
the contracted volume of reserves dedicated to the serviee, and other factors 
which enter into contract negotiation for the purchase and sale of latural gas 
in the field. But other contract prices, unless they were executed at about the 
same time and were also comparable in other respects, would not serve to test 
the reasonableness of the contract price under review. An impossible burden of 
proof would be placed upon the Commission in order to show that the contracted 
volume of gas could not be purchased for a lesser price from other producers. 
It would seem in the absence of such proof or proof of collusion that the negotiated 
contract price would be the evidence which the Commission must perforce accept 
as the reasonable market price. 

(4) Unconstitutionality due to possible confiscation Assuming, however, that 
the Commission were to make a determination that the arm’s-length contract 
price exceeded the reasonable market price, it would be unable to sustain dis- 
allowance of the excess above the reasonable market price because of the con- 
stitutional bar against confiscatory rates. A utility is entitled to recovery of its 
bona fide incurred costs plus a fair return on its net investment. If the pre- 
scribed rate did not take into account all of the amounts being paid for gas 
purchased from producers in arm’s-length transactions, the net result would be 
to reduce the return of the pipeline company. In this event, the Commission 
order would be set aside by a court. Despite the congressional directive to allow 
the reasonable market price, it seems evident that such directive could not over- 
ride the congressional prohibition against confiscation of property as construed by 
the United States Supreme Court in public-utility cases. 

(5) Possible windfall profits —The language of the subsection requiring the 
Commission to allow in operating expenses the market price of gas purchased 
under the contract could well be construed as directing the Commission to allow 
a pipeline company a market price for the gas it purchased even though it was 
paying producers less than such market price. Thus, the pipeline company would 
receive a profit on the gas purchased from other producers in addition to the 
fair return to which it is entitled. 

For these reasons gas consumers cannot expect any protection from the bill 
against excessive contract prices for natural gas purchased by pipeline companies 
from producers. 


(B) Section 5 (e) 

(1; Result is congressional condonation of field price theory.—The Com- 
inission is directed by new subsection (c) to include in operating expenses of 
pipeline companies the reasonable market price for gas they produce from their 
own gas wells and to treat the gas produced by their affiliates in the same 
manner. This proposal is similar to that included in the Moore-Rizley bill, 
H. R. 4051, 80th Congress. It makes mandatory the new regulatory theory 
which the Commission used in the recent Panhandle Eastern Pipe Line Co. 
‘ate case which is now being litigated by the city of Detroit. 

The reasonable market price is presumably to be determined in the same 
manner as indicated above with respect to the gas purchased from nonaffiliated 
producers. Under this method, the most recent market price for comparable 
gas must be used by the Commission. The trend of field prices has been pro- 
gressively higher and higher in the past 10 years and there is no reason to 
believe they will decrease in the future or even level off in the absence of Federal 
control. Thus, the pipeline company having gas reserves of its own will be 

61557—55—pt. 2——-34 
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able to inflate its operating expenses and add to its profits in the future through 
higher and higher allowances for its produced gas. 

(2) Lack of standards for defining “affiliate.’—The definition of an affiliate 
of a natural gas company contained in the new subsection includes within that 
category persons who control, are controlled by, or are under common control of 
such natural gas company. No standards as to what constitutes control are in- 
cluded in the subsection. Presumably the Commission is to be guided by its 
experience and judicial decisions on the subject matter. 


(C) Indirect control through certificates of convenience and necessity 


(1) Hvery case will be a rate case.—The bill purports to give consumers a 
measure of protection against unreasonable field prices of natural gas by direct- 
ing the Commission to grant applications for certificates of convenience and 
necessity which are supported by natural gas purchase contracts only in the 
event that the contract prices are not greater than the reasonable market price 
for such natural gas in the field where produced. Thus, in every certificate case 
where the project involves the acquisition of additional natural gas reserves by 
vas-purchase contracts the Commission would be compelled to make a determina- 
tion as to whether such contract prices represent the reasonable market price. 
Kach certificate case would, thereby, be turned into a rate proceeding which 
would add greatly to the delay and expense of processing certificate applications. 

(2) No standards for reasonable market price.—As pointed out in the preced- 
ing section of this analysis it would be claimed by the parties that the contract 
itself is in fact the best evidence of the market price regardless of the price in 
other comparable gas-purchase contracts. In arm’s length transactions where 
proof of collusion is absent, it would be virtually impossible to hold that the 
agreed upon price was not the reasonable market price. 

However, if the congressional directive were so interpreted that no higher price 
than that named in existing comparable contracts could be the reasonable mar- 
ket price, then a permanent ceiling has been placed on the field price of gas insofar 
as such gas purchase contracts may be used to support a certificate application. 
It is doubtful that such an interpretation coincides with the intent of the spon- 
sors of the Harris bill. So long as buyers are competing for the available supply, 
increases in field market prices of natural gas will continue in the future as they 
have in the past. It seems reasonable to conclude that the Commission would 
accept such market prices in gas purchase contracts as reasonable unless the 
project to be certificated was economically infeasible. 

(3) Ambiguity with respect to escalations after initial contract.—Another fac- 
tor of vital importance is whether the words “reasonable market price” are 
intended to apply only to the initial price provided by the contract or to all the 
pricing provisions thereof including escalation, favored-nation and renegotiation 
clauses which would affect future prices. If only the reasonableness of the ini- 
tial contract price is to be tested, and this seems to be the most reasonable con- 
struction of the language in view of the proposed amendments to section 5, it 
would be a simple matter for the parties to avoid any possibility of a certificate 
application being denied by providing for early “escalation” of a clearly reason- 
able initial contract price. In any event it would be impossible for the Commis- 
sion to ascertain whether the contract prices which would become effective at 
some future date would be the reasonable market prices at that time. 

There is no sound reason to believe that the purported control will amount 
to anything more than some idle language in the Natural Gas Act. 


CONCLUSION 


The proposed bill is tailored to meet the desires of so-called independent pro- 
ducers for exemption from Federal regulation and of the pipeline companies 
who own natural-gas reserves and desire higher profits therefrom. At the same 
time the bill is intended to present the appearance of providing a measure of 
protection to consumers from excessive field prices of natural gas. But, the 
purported protection would be ineffective, impractical, costly of application and 
in certain respects it is clearly in conflict with constitutional limitations on 
public utility ratemaking. 

Mr. Ler. In conclusion, your honors, I want to say on behalf of all 
of these representatives, attorneys, members of NIMLO’s mayors and 


others interested in this matter and certainly myself, we are deeply 
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appreciative of the audience you have given us to present this side 
of the controversy. 

The CuatrmMan. We are glad to have had you before this committee. 
Would it be possible for you to return at 2 o’clock for questions that 
the committee members might want to ask? 

Mr. Ler. I do not know any reason why not. 

The Cuairman. The committee stands adjourned until 2 o’clock. 

(Whereupon, at 12:45 p. m the committee recessed to reconvene at 
2 p.m. of the same day.) 

AFTER RECESS 


Mr. Harris (presiding). The committee will come to order. 

Mr. Lee, before you proceed, I hope you will not mind an interrup- 
tion momentarily. 

Mr. O’Hara? 

Mr. O’Hara. Mr. Chairman, the distinguished Attorney General 
from our State, Mr. Miles Lord, has a statement which he desires to 
file, I understand, in opposition to the bill. In view of the fact that 
he has to get back to Minnesota tonight, I would ask permission that 
Mr. Lord be permitted to file his statement. 

Mr. Harris. Mr. Lord, we would be very happy to have you file 
your statement. 


STATEMENT OF MILES LORD, ATTORNEY GENERAL FOR THE STATE 
OF MINNESOTA 


Mr. Lorp. Thank you, Mr. Chairman, for your courtesy. 

I am Miles Lord, the attorney general of the State of Minnesota, 
and I wish to note my appearance and submit my written memorandum 
for the record for the purpose of conserving time. 

(The statement referred to follows :) 


STATEMENT OF MILES LORD ON BEHALF OF THE STATE OF MINNESOTA 


My name is Miles Lord. I am the attorney general of the State of Minnesota. 
I wish to thank the members of the committee for giving me an opportunity to 
say a few words regarding this legislation. 

The State of Minnesota is highly interested in the proposed legislation which 
seeks to amend the Natural Gas Act so as primarily to exempt the producers of 
gas from regulation of the Federal Power Commission. This interest arises 
not only because of the fact that there are thousands of citizens who use 
natural gas but because the State of Minnesota itself uses natural gas in 
several of its institutions. 

As you are probably aware, I am neither an engineer nor a geologist and do 
not profess to know all of the details in connection with the exploration and 
development used in connection with production of natural gas. Our inter- 
est in the State of Minnesota is primarily in the consumers who are very 
much concerned with the rising trend of the price of natural gas at the burner 
tips. It goes without saying that the primary interest of the citizen who 
receives this service in his home, that is regulated at the local source, is to 
have the price of the service rendered placed on a stable basis. This objec- 
tive has not been obtained in recent years because of the rising price of gas, 
we believe, in the fields where produced. 

The natural-gas industry is an integrated operation consisting of three basic 
parts: (1) Production; (2) transmission; and (3) distribution. 

We have in the Natural Gas Act regulation of the transmission portion; we 
have at the local level regulation of the distribution portion, but it is proposed 
that the regulation of the other portion, to wit, production, be eliminated. 
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The elimination of regulation in the production portion of the natural-gas 
industry naturally has the effect of rendering regulation of the transmission 
and distribution almost completely ineffective. 

There is no other situation in the United States in connection with the pro- 
duction and distribution of a commodity where transmission of the commodity 
and the distribution of the commodity are regulated in the public interest but the 
production remains wholly unregulated. 

It seems to us that the basic purpose of the Natural Gas Act to protect the 
ultimate consumer is not effectively carried out by leaving the price at which 
the gas is produced in the field and sold in interstate commerce to be unregulated. 

My purpose here today is to urge upon this committee the defeat of the legis- 
lation which proposes to take away from the Federal Power Commission the 
regulation of the price of gas which moves in interstate commerce, which regula- 
tion, we believe, will be for the interest of the ultimate consumers not only in the 
State of Minnesota but all other States as well. 

Mr. Harris. Thank you, Mr. Lord, and you can be assured that your 
statement will be given every possible consideration. 

Mr. Lorp. Thank you, gentlemen. 

Mr. Harris. When the committee adjourned for the noon recess, 
Mr. Lee had completed his formal statement. He was asked to be back 
for formal questioning by members of the committee. Since they 
come from the same State, I think we will start with the gentleman 
from Michigan. Mr. Hayworth, do you have any questions? 


STATEMENT OF JAMES H. LEE, ASSISTANT CORPORATION COUNSEL, 
PUBLIC UTILITIES, DETROIT, MICH.—Resumed 


Mr. Hayworru. Thank you, Mr. Chairman, I do not have any 
questioning that I would like to take up at the present time, but I do 
want to point out that although I did not know Mr. Lee personally 
until a few weeks ago, I have heard for many years fine things about 
his work as counsel for the city of Detroit. He is one of the out- 
standing dedicated civil servants of the State of Michigan and I was 
tremendously pleased with the quality and the vigor of his report this 
morning. 

That is all, Mr. Chairman. 

The Cuarrman. Mr. Bennett, also from the great State of Michigan ’ 

Mr. Bennetr. Thank you, Mr. Chairman. 

Mr. Lee, I listened with considerable interest to your statement this 
morning. I think it covered all of the subject matter very well. There 
are several things I would like to inquire about. One is that part of 
your statement in which you referred to exempting small gas producers 
from regulation. I am unable to find the page of your written state- 
ment in which you refer to that subject. Do you know what it is off- 
hand? 

Mr. Ler. I will try to find it for you as quickly as possible, gentle- 
men. It is page 12, Mr. Bennett. 

Mr. Bennett. Do I understand correctly that it is your position 
that the so-called small producers of gas could be exempted from the 
kind of regulation which you advocate for the larger producers? 

Mr. Ler. I am happy to answer that because I think it is a vital 
matter in this entire consideration. In a brief I filed in the United 
States Circuit Court of Appeals in 1952 in the Phillips case, I annexed 
as an appendix to that brief an opinion which, by the way, was a 
minority opinion of a member of the Federal Power Commission, the 
Honorable John Scott, the very long-time member and at one time 
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Chairman and at this time, Chairman of the Commission. (/n the 
matter of Columbian Fuel Oil Corporation, suspension of proposed 
increased rates for the sale of natural gas in interstate commerce 
(F PC docket G-143).) Now, Commissioner Scott touched upon this 
very situation in this dissenting opinion and I will be glad to give 
you a copy of the brief, but I would like to read briefly. At page 31 
of my reply brief in the case referred to in the circuit court of appeals, 
I read as follows: 

There are many of those who contend that it would be burdensome to many 
small producers making sales in interstate commerce for resale and also to the 
Commission if the provisions of the act were to be applied to such sales. How- 
ever, does not examination of the act indicate Congress has granted authority 
to prescribe by administrative ruies and regulations reasonable classifications 
found necessary or appropriate to carry out the provisions of the act, espe- 
cially, for example, the so-called small producer, from any arduous burden of 


regulation? I think so. In fact, already in prescribing a uniform system of 
uccounts under the act, we— 


and that is the Federal Power Commission— 


have by our classification of persons or companies relieved from compliance there- 
with those having annual gas operating revenues of less than $25,000. This 
alone would exclude, it appears, from the information now filed with the Com- 
mission, under the act, more than 80 percent in number of the persons producing 
natural gas only and selling it for resale in interstate commerce. Sales by— 
and so forth. 

It goes on to other features of the case. But the short answer is, 
the act confers power upon the Federal Power Commission to classify 
and that is done in many acts with reference to Federal Commissions, 
to relieve the smaller who would be subject otherwise to the acts as 
I explained. Yes, sir; that is my position, and you will recall, or 
perhaps I should inform you of it, that the Federal Power Commis- 
sion set a hearing at least 5 weeks ago, and the purpose of the hearing 
generally speaking was, “We want your ideas.” They had come in, 
many of the distribution companies, and other persons interested. 
“We want your ideas, how we can administer this situation. Some 
people say there are 4,000 producers, some say there are 5,000, some 
say there are 8,000. What are your suggestions?” In that matter, 
on behalf of the city of Detroit, and also as chairman of the committee 
on gas, electric, and telephone rates of NIMLO, I filed a lengthy 
statement in accordance with what I am telling you here and I would 
be glad to give you a copy of that statement and the members of the 
committee. 

Mr. Bennett. The basis for exempting the small producers is still 
not too clear to me. In my mind, the gas that the consumer gets and 
pays for is the same to him whether it comes from a small producer or 
whether it comes from a big producer? 

Mr. Ler. That is true. 

Mr. Bennett. If he has to pay a small producer 25 cents per thou- 
sand cubic feet, and a regulated producer 10 cents, the fact that the 
small producer is exempt, would be or might be a very costly thing to 
the consumer, might it not? 

Mr. Ler. Well, Your Honor, the whole idea is predicated in my 

udgment upon practical administration of the act and the so-called 
lami producers, and we have listed from 100 to perhaps 125, a great 
deal of the gas that they deliver is their own gas. 
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Mr. Bennerr. I understand that, but approximately what per- 
centage of the total product, of natural gas sold, comes from the so- 
called small producers that you are referring to? Is it about 25 or 
30 percent, or what ? 

Mr. Ler. The best way to answer that, Your Honor, is as we set 
up in the statement the percentage of gas served by certain large com- 
panies and the domination of that percentage, 80 percent by 7 of those 
large companies. I think that is the best answer I can give you. 

Mr. Bennerr. What percentage of the total gas comes from the 
so-called large companies? 

Mr. Ler. I think I am correct in saying 80 percent. 

Mr. Bennerr. And then 20 percent would come from the smaller 
producers ? 

Mr. Ler. Approximately. 

Mr. Bennett. Let me put it this way: What percentage of the 
total gas production would be exempt an regulation under your 
theory if you exempted small producers? 

Mr. Ler. Whatever the Federal Power Commission, this is my 
answer, Your Honor, whatever the Federal Power Commission 

Mr. Bennett. I am just asking you. 

Mr. Ler. The only way I can answer it, if you will pardon me, 
is this way: Whatever the Federal Power Commission, acting in its 
authority after thorough investigation of the conditions sets up. 
Appr oximately perhaps 1 10 per cent, 15 percent. I do not know exactly, 
but it could be done today without legislation under the power con- 
ferred on the Power Commission and I just quote you this statement 
to bear that out. They can make classifications and they could have 
made classifications in this respect, but they never would take juris- 
diction. 

Mr. Bennett. We are dealing with this problem now; that is, pre- 
sumably some legislation will result from these hearings. What are 
you suggesting the committee do in respect to exempting small pro- 
ducers insofar as this is concerned legislatively ? 

Mr. Ler. Our suggestion is, Your Honor, speaking as I am on behalf 
of the parties referred to, leave the legislation just as it is and the 
power conferred upon the Commission to make classifications which 
is already there. I am sure they will do what is the fair thing to do 
in such classifications. 

Mr. Bennerr. What you are advocating is that we let the Phillips 
decision stand and that no legislation be enacted at all? 

Mr. Ler. Absolutely, Your Honor. 

Mr. Bennett. That is your position ? 

Mr. Lee. Yes, sir, and for this reason. Pardon me a minute to 
answer that. 

Mr. Bennetr. But if that is done, would not the Federal Power 
Commission be required, if they followed the decision of the Phillips 
case, to regulate the price of all natural-gas producers, large or small, 
who sold their gas in interstate commerce? Would they not be re- 
quired to do that ? 

Mr. Ler. My answer to that is this, Your Honor: As you know, in 
the Phillips decision, the Federal Power Commission, as the court 
said, has this power over so-called independent producers and always 
had the power, since the act was passed in 1938, but they never took 
it on. 
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Mr. Bennevr. There was some doubt about it, as you pointed out 
in your statement. 

Mr. Lee. But if there was any doubt about it, they should have 
resolved it in favor of the public. 

Mr. Bennet. I am not talking about what they should have done, 
but as a matter of fact, there was a difference of opinion between 
members of the same Commission and between members of the differ- 
ent Commissions over the years as to what authority the Commission 
had in respect to regulating the price of independent producers; is 
that not true? 

Mr. Ler. My answer to that is this, Your Honor: If you will just 
bear with me a minute? There were orders issued at different times, 
one taking jurisdiction, the other disclaiming jurisdiction, and so 
forth. But inasmuch as the act said it was to protect the ultimate 
consumer from exploitation, it has always been my contention, and 
this is strictly objective what I am saying, that they should have 

taken jurisdiction and let the matter be tested out. Just let us take 

the Phillips case, for example. The failure to take jurisdiction and 
8 years went by, and in the interval in docket 1148, I think, you will 
find that there was an investigation made as to my allegation of the 
unreasonable price. 

Remember Phillips was to be the sole supplier to Michigan and 
Wisconsin. They should have fixed a rate and determined that alle- 
gation and let Phillips appeal and if the court held as they ultimately 
did hold, I am quite confident we would have had millions of dollars 
at 6 percent to refund. But the mere maneuver of disclaiming juris- 
diction did not justify a disclaimer of jurisdiction. If there was any 
doubt in aon mene of these various personnel of the Power Commission 
over the years, they should have resolved the doubt and had it deter- 
mined, but the failure to do so—— 

Mr. Bennett. That may be true, Mr. Lee. I do not think it does 
us any good to argue what the Commission should or should not have 
done. The thing I am interested in is this, in view of your statement : 
+ I understand the Phillips decision correctly, it says that the Fed- 

‘al Power Commission under the present law has the duty, the right 
aa the duty, to regulate all sales of natural gas in interstate commerce. 

Mr. Ler. Not only has the right, but has had the right since 1938. 

Mr. Bennerr. And has had it. Now, under that decision and with- 
out any legislation, how can the Commission exempt from regulations 
small producers of natural gas as distinguished from large producers ¢ 

Mr. Ler. Just exactly as I explained to you. The right to make 
classifications, reasonable classifications. 

Mr. Bennerr. Under what part of the law could they do that? 

Mr. Ler. That is under the power conferred upon the Commission 
to make rules and regulations and once made they are, in effect, statu- 
tory provisions. 

Mr. Bennett. Can they make rules and regulations to exempt them- 
selves from jurisdiction that the law gives them ? 

Mr. Ler. Because of the power to ,make these classifications which 
must be made on objective consideration, I think they have the power 
without question to do it, Your Honor, under the law as it is. 

Mr. Bennett. I feel as you do, not specifically as you stated in your 
remarks before the committee here, but I personally feel that there 
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must be some kind of control by the Federal Power Commission over 
the price of natural gas which goes into interstate commerce. How 
you do that or how it should be done, is another matter. But how 
you can separate the sheep from the goats, how you can regulate gas 
that goes into interstate commerce just because it is a small amount 
and regulate the gas that goes in interstate commerce because it is a 
large amount, is far from clear to me, in your original statement and 
still is not clear from what you said in reply to my question. 

Mr. Ler. I think the best things I can do in the matter is to furnish 
you and the other members of this committee with a short brief cover- 
ing that entire matter, and I will be glad to do it. 

Mr. Bennett. If regulation is desirable, then any substantial part 
of the gas that goes in interstate commerce which is exempted would 
not only create two prices for the gas that is sold in interstate com- 
merce, but also would create an additional burden upon the consumer 
whom you seek to protect, would it not ? 

Mr. Ler. The answer to that is this: First of all, I think that they 
do have, without question, the power of classification. Second, if 
you pass the Harris bill, they will not have any jurisdiction over the 
independent producer, none whatever. 

Mr. Bennett. Right. 

Mr. Ler. So the result will be that here you have a cutoff over the 
independent producer and strange as it may seem, a cutoff over the 
pipeline-owned gas. That is what the bill means and a confirmation 
of all existing rate applications. Those are the highlights. 

Mr. Bennett. We were talking about what would happen if the 
Harris bill was not passed. 

Mr. Ler. Yes, that is right, and I come back to the same proposition 
enunciated in this brief in 1952 filed by Paul D. Dwyer acting corpo- 
ration counsel and myself, city of Detroit, in the Phillips case when 
it was before the court of appeals. I cite you this statement and I will 
be glad to give you a list of cases substantiating the validity of the 
rulemaking by commissions and justifying them and validating them. 

Mr. Bennerr. Anyway, under the present law you said that the 
Commission could classify small producers and let them trade in the 
free market or get whatever price the market might bear and regulate 
the other segment that they felt were the larger producers? 

Mr. Ler. That is my honest conviction, Your Honor. 

Mr. Bennett. Do you think such a thing would be a good thing 
for the consumers? 

Mr. Ler. Oh, yes, because 80 percent of what the consumer gets 
from the producers delivered in interstate commerce is from these 
larger companies. You see what is happening here is a matter of 
propaganda. The industry is claiming it is an impracticability, you 
cannot take on 4,000 and regulate them. You are asking the Power 
Commission to do something that is impractical. But as a matter of 
fact, that is not the issue at all. It was the issue in this very case that 
I quote, Your Honor, and this case was in 1947, I believe. 

Mr. Hate. Which case is that? 

Mr. Ler. This is in the matter of Columbian Fuel Corp., and so 
forth, Federal Power Commission, Docket G—143. 

I would like to read you this. This is the appendix that I annexed 
here. “The question of jurisdiction in the proper interpretation of 
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section 1 (b)”—that is the section at controversy—“was at issue.” I 
can get you that case and a memoranda brief accompanying it on the 
general proposition on the right of the Federal agencies to make classi- 
fications. 

Mr. Bennett. I know you have spent a great deal of your time in 
utility ratemaking problems. I take it that it is your opinion that 
under the ratemaitie formula set up under the Harris bill it would 
be a complete departure from any present or past ratemaking formula 
so far as public utilities are concerned, is that right? 

Mr. Ler. Your Honor, the answer to that question goes way back 
over 50 years. The famous Smith v. Ames case and the Supreme 
Court laid down a method of rate fixing that opened the Pandora’s 
box that was a subject of great controversy, expensive litigation for 
years and years, but eventually there came a time when the minority 
members of the Supreme Court of the United States denounced the 
illusory, the fantastic method of ratemaking predicated, what in effect 
is involved in the fair field value, to wit, highest current production 
costs, replacement costs. Those opinions that were written by the 
famous Judges Holmes and Cardoza, and those men, and I hope I 
will not be accused of politics here, until Roosevelt packed the Supreme 
Court and the minority opinions then became the majority opinions. 
The predication of rates on actual book costs, less depreciation, plus 
working capital and things of that kind become the rate base. It is 
quite obvious, Your Honor, that if you fix a rate base on cost of $100 
million at 6 percent but assume a fantastic reproduction cost which 
nobody is going to reproduce of $300 million, your 6 percent is a great. 
deal higher rate of return than your 6 percent on the basic cost, and 
that is the thing that this does. 

Mr. Bennett. I do not want to interrupt you in answering the 
question that I asked but I cannot take up too much time. If you 
take too much time answering my question, I will be cut off. Is the 
answer “Yes” or “No” to my question? Does the Harris bill provide, 
is the formula for ratemaking under the Harris bill, a wide departure 
from anything in the present law or in the past ratemaking rules in 
making utility rates? 

Mr. Ler. First, it is a wiping out of the major objective of the 
Natural Gas Act to affect the ultimate consumer. How is it a wiping 
out? It is a wiping out because it is the owner of this gas 

Mr. Bennett. I think I agree with you, but I just wanted you to 
say “Yes.” Now, if Congress were to adopt the ratemaking formula in 
the Harris bill, in other words, the fair and reasonable market price 
for the commodity, briefly, what effect do you think it might have on 
ratemaking procedure in other utilities, such as light, power, and 
other types? 

Mr. Ler. Well, first of all, when they speak of fair field value, they 
do not lay out and pinpoint any way of ascertaining fair field value. 
Tbey not only start out with talking about fair field value in the par- 
ticular field where the gas involved is under consideration, but if you 
recall, some testimony here, they take in additional fields so we pay 
for all the dry holes of the other fellow and we pay the top price that 
the industry can get. It is a propaganda, it is a misnomer. There 
is nothing fair about it. It is not predicated upon actualities, and 
there is no formula as to how the Power Commission, if you permitted 
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this to go through, would exercise it and what formula they would 
predicate it on. It is just a wild guess, the objective will undoubtedly 
tremendously increase what is heretofore based. Read the dissenting 
opinion of Commissioner Draper. 

Mr. Bennerr. You are talking about gas. What I am trying to get 

at is this: You believe that this would be an opening wedge, if you 
changed this traditional ratemaking formula insofar as gas is con- 
cerned. Do you think it might have a bad effect upon ratemaking 
procedures in the electric utilities business or in the telephone, or 
other utilities, such as transportation ? 

Mr. Ler. In all seriousness, it certainly would. We have had cases 
before the Michigan commission. In Michigan, with hardly any dif- 
ference it has alw? ays been predicated upon the actual book v alue. But 
you know there is a new gimmick which has come into the question 
and that new gimmick is accelerated depreciation. You perhaps no- 
ticed that. Instead of you and I and this gentleman, we each have 
$1 million and we organize an electric company in Lansing, Michigan 
Township, and we get back our investment over a 30-year period by 
charge to depreciation. The depreciation reserve accumulates and so 
forth. The new gimmick is that whatever you invest originally or 
for extension of plant and fae ilities, it is to permit the company to 
recover back in 5 years. That is what they call accelerated deprecia- 
tion. You gentlemen know about that, undoubtedly. 

Mr. O'Hara. Would the gentleman yield ? 

Mr. Bennett. Yes. 

Mr. O’Hara. Is not Michigan known as a fair value State in the 
public utilities commission and the court decisions ? 

Mr. Lee. No, sir. The last case we had there started a year ago 
last June. The company sought an increase annually of $22.3 mil- 
lion in round figures, the Michigan Mell Co. which is 90 percent of 
the telephone business in Mie higan. They sought through this new 
gimmick of accelerated depreciation to get a higher rate base. 
Theretofore, it had always been on the actual book investment. Of 
course, What they contended for and when the Commission came 
down with their order, they did not get a nickel of it, was $22.3 mil- 
lion requested. 

Mr. O’Hara. May I just clear up this point. You say Michigan 
then is not a fair-value State / 

Mr. Ler. It has not been in the cases that have been before the 
Commission in recent years; no, sir, not that I know of, and I guess 
I have been in practically all of them. 

Mr. O'! roe ,. You ought to know. 

Mr. Ler. I do not claim to know it all, but I have had the expe- 
rience, Your Honor. 

Mr. Bennett. In the Panhandle Eastern case where the Commis- 
sion last year changed the formula rule for pricing pipeline re- 
serves, they allowed Panhandle to use instead of cost plus fair re- 
turns or a fair and reasonable return, they allowed them to take a fair 
field price, or something similar to that, which had the effect of 
pricing their reserves at prices that were similar to what the cost of 
gas was in the same general area. Now, what I wanted to ask you 
about is this: Suppose an electric utility company owned its own 
coal mine, makes its electricity with coal and produces its own coal. 


i dak 





NATURAL GAS 1477 


For ratemaking purposes, can the utility in that case take the mar- 
ket price; going market erie for the coal it produces and put that 
into cost for its ‘ratemaking, or must it take its cost, its mining cost of 
producing the coal ? 

Mr. Ler. We have always contended for cost. 

Mr. Bennett. Well, I know you have contended for that, but what 
is the practice ? 

Mr. Lee. That has been our practice, Your Honor, and that has 
been the practice as is set forth very ably in Commissioner Draper’s 
decision ever since the Natural Gas Act was passed until the recent 
decision of Panhandle. 

Mr. Bennerr. You say that if the electric utility owns its own 
coal mine, that it can only charge for r: atemaking purposes its cost 
of production of the coal, not the market price of coal? 

Mr. Ler. Cost of production less incidental costs of transporta- 
tion to the generator, and things of that kind, of course. In other 
words, all actual costs. 

Mr. Bennerr. But, if its cost, let us say, was $10 per ton and the 
market price was $15 a ton, it would have to, in your opinion, use the 
$10 base and not the $15 for ratemaking pur poses ¢ 

Mr. Ler. It certainly should; that is all they invested. 

Mr. Bennett. But dothey? I do not know. 

Mr. Ler. Let me answer you / 

Mr. Bennett. It seems to me that you have a fairly comparable 
situation there and I was wondering w hat the law was. 

Mr. Ler. So far as Michigan is concerned, we had a case involv- 
ing one of the largest electric and power utilities of the United 
States, the Detroit Edison Co., and in that case they put their claim 
in predicated on book and we went along with that, but you see, 
Your Honor, as you well know, these things have grown up over the 
years of court interpretation and this one basic problem that you are 
speaking about, cost as against so-called reproduction cost, is some- 
thing that is very intriguing and has been going on since Smith v 
Ames, but after years, and the dissenting opinions which became the 
majority opinions, it is obvious that it is fantastic to base it on a 
reproduction cost. Nobody is going to reproduce it. 

Mr. Bennett. I guess that is all the time I want to take, Mr. 
Chairman. 

The Cuarrman. Mr. Dies, do you have any questions ? 

Mr. Dies. Yes, I want to ask Mr. Lee a few questions. 

You are the assistant corporation counsel of public utilities, Detroit, 
Mich. ? 

Mr. Ler. I am in my 44th year as an assistant city attorney in the 
city of Detroit, yes, sir. 

Mr. Dies. Your work is largely confined to utility matters? 

Mr. Ler. In the past 15 years I have been all through all types 
of activity involving municipal matters, legally. 

Mr. Dies. You appear before the local utility regulatory body? 
You have a State commission ? 

Mr. Lee. Yes, sir. We have the Michigan Public Service Com- 
mission. I have appeared before that off and on for the last 25 years, 
and before the Federal Power Commission off and on for the last 
15 years. 
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Mr. Dies. Does the State commission regulate the price of gas 
charged by the distributor in your State? 

Mr. Ler. Oh, we had two distributors, Your Honor. The dis- 
tributor to the city of Detroit is the Michigan Consolidated Gas Co. 
It services Detroit and Detroit area, Ann Arbor and Ann Arbor 
area, Ypsilanti and Ypsilanti area, Muskegon and Muskegon area, and 
1 or 2 smaller areas. It is purely intrastate and therefore, subject 
to the regulation of our State commission. 

Mr. Dres. By your State commission ? 

Mr. Ler. That is right, sir. 

Mr. Dres. So you have appeared from time to time before that Com- 
mission on various rate matters for your city ? 

Mr. Ler. Yes, sir, I would like to tell you about one that I think 
might interest you. When Congress enacted the excess-profits tax 
because of the idea of taking profit out of war back in 1940-odd, 
I propounded the unusual theory that the excess-profits tax was not 
a mandatory charge against operating income. The commission threw 
me out the window. The Supreme Court of Michigan put me back in 
the window and I got back $22 million refund on that one issue alone. 

Mr. Dries. That is wonderful. You did not get any commission 
out of that, did you? 

Mr. Ler. No. 

Mr. Dres. Mr. Lee, as you stated, you are served by Michigan 
Consolidated Gas Co. which in turn is supplied principally by 
Panhandle Eastern ? 

Mr. Ler. Not principally. 

Mr. Dres. And Michigan-Wisconsin Pipeline Co., those two com- 
panies ? 

Mr. Ler. That is right, but we characterize, Your Honor, Panhandle 
with 125 million a day at Detroit and 2 million at Ypsilanti and Ann 
Arbor. We characterize Panhandle as a partial supplier and 
Michigan-Wisconsin as the—— 

Mr. Dies. Principal supplier? 

Mr. Ler. Yes. 

Mr. Dries. Now, in 1949 these two transmission companies supplied 
your city with 54,675,818 thousand cubic feet and that increase from 
1949 until 1953 they were supplying 114,643,348 thousand cubic feet 
or more than double in volume? 

Mr. Ler. I believe Your Honor is right. 

Mr. Dres. I think these figures are correct, because they are the 
figures submitted to the Power Commission by these companies and I 
presume it is accurate. Did you ever have occasion as corporation 
counsel to appear before the Federal Power Commission in connec- 
tion with any rates charged by these suppliers ? 

Mr. Lee. Oh, yes, Your Honor. 

Mr. Dres. You have? 

Mr. Les. Yes, many times. 

Mr. Dries. Now, since 1900 did you appear there in order to oppose 
their application for increased rates? 

Mr. Harris. When was that? 

Mr. Dries. At any time these suppliers that I have named. Did you 
ever appear before the Federal Power Commission in connection with 
any increase in rates ? 

Mr. Lee. Oh, yes, Your Honor. 
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Mr. Dies. In opposition ? 

Mr. Ler. Under the instructions and authority of the common coun- 
cil of the city of Detroit, yes, sir, and I can send you the journals. _ 

Mr. Dies. I will take your word, Iam sure. In 1949 your suppliers 
were paying 5.3 cents per thousand cubic feet and that increased 
until it was 8.9 cents in 1953 ¢ sel Dae tat lies 

Mr. Ler. You are speaking, Your Honor, about the Michigan-Wis- 
consin and Panhandle? 

Mr. Dies. Yes, what they were charging to your distributor. 

Mr. Lex. That is approximately right, yes, sir. 

Mr. Dres. And that represented an increase of 3.6 cents per thou- 
sand cubic feet over a period of time from 1949 to 1953 ? 

Mr. Ler. I will take your example. 

Mr. Dries. And bear in mind, now, that those transmission companies 
were transporting twice as much gas, their volume had doubled, so 
that actually the cost per thousand cubic feet of transportation should 
have been considerably less in 1953 than it was in 1949, is that correct ? 

Mr. Lez. No. The delivery of gas by Panhandle since 1940 to Mich- 
igan Consolidated, our sole distribution company, has not exceeded 
the 1940 amount, 125 million cubic feet a day at Detroit, since 1940. 

Mr. Dies. I do not know about that supply. I am taking both of 
them. In other words, both suppliers transported more than twice 
as much gas in 1953 to your distributor than they did in 1949? 

Mr. Lee. Your Honor, you have to separate them. 

Mr. Dies. I am just taking them together for my point. 

Mr. Lee. On your assumptions I do not disagree with you, but I 
do disagree with you as a matter of fact, but you go right along, I do 
not want to interrupt you. 

Mr. Dries. The point I make is that if their volume increased or 
either one of their volumes doubled, the cost per unit, per thousand 
cubic feet of transporting the gas should have decreased? I would 
think, in other words, that if you had the pipeline—I am no authority 
on this and I am trying to get your opinion. It just occurs to me 
that if you have the pipeline facilities that the more gas you trans- 
port the less cost of transportation it is per thousand cubic feet, is 
that correct ? 

Mr. Leg. Well, overall it is correct. But you want to know one 
thing right here and that is this: The gas under the jurisdiction of 
the Federal Power Commission is one thing; that goes to the utility, 
the distribution company. The gas that the pipeline company sells 
direct under section 4 (a), a direct’sale to industry, not for resale, is 
not under the jurisdiction. 

Mr. Dies. That is not regulated ? 

Mr. Ler. I must bring this up so as to demonstrate. Now then, let 
us assume that one of the pipeline companies comes before the Com- 
mission and seeks a rate increase and let us assume that they predicate 
it upon a 6 percent, upon their jurisdictional sale at Detroit and that 
results in an $8 million overall profit, we will say, to the pipeline com- 
pany. Then they go out and take on aouleciediatanl sales which 
bring them in $4 million. 

Mr. Dries. Yes. 

Mr. Leg. If those nonjurisdictional sales become subject to juris- 
diction the benefit of that take on of the direct sale would be reflected 
to the benefit of the distribution companies and the ultimate consum- 
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ers and instead of needing to get $8 million profit from that source and 
4 million, they would wet on top of it, which would be 12 million, 8 
million alone would be all that would be necessary to pia the 
return. 

Mr. Dies. I understand. But their increase, in 1949, in the price 
they were selling to your distributor, was for the residential con- 
sumers 4 

Mr. Lex. All consumers. 

Mr. Dies. All consumers. They were selling to your distributors 
gas at 19.9 cents per Me. f. They ‘increased that now; they have been 
regul: ated at all times. So far as resale of gas, they were under Fed- 
eral regulation just as the distributor was under State regulation since 
1937 in the case of transmission companies and I guess : considerably 
for a long period under the State. So they were “under regulation, 
and yet over that period that I have figures for here, the transmis- 
sion company increased their rate 12.7 cents per M c. f., whereas 
the producer only got an increase during that period of 3.6 cents. 

Now, the point I want to ask you as a man who has had long experi- 
ence on this and I know you are fair and want to be fair about this 
whole matter, does not that indicate that regulation was not successful 
in bringing about fair prices after the gas entered the pipeline? In 
other words, the competitive condition, whatever the competitive 
conditions are in the field, did a better job in holding down the price 
than regulation did in your own city, or does it indicate that ? 

Mr. Ler. When you are through? 

Mr. Dres. Iam through. I just want your explanation. 

Mr. Ler. With all due respect to Your Honor, you start on a false 
yremise. You say 19.5 because you combine the 2 pipeline c ompanies. 
you cannot do that. To start out, if you will pardon me just a 
minute now, let me show you what tremendous fairness inures to the 
mublic because of regulation. Panhandle Eastern Pipeline, the first 
interstate pipeline to bring gas to Michigan, by the way from Texas 
and from the Southwest, came under a 15-year contract with our 
sole distribution company, then the City of Detroit Gas Co. in 1936 
on the 15-year contract. Now, then, in 1942 I took the position before 
the Federal Power Commission, filed a petition and so forth, after 
great study, that that price of Panhandle was excessive and therefore 
illegal. Just let me show you what regulation does for the ultimate 
consumer and that is all we are interested in here. We claim there is 
not going to be any regulation if, these bills pass. That case which 
I took up with the Federal Power Commission, got an order reducing 
the rate, we went through to the Supreme C ourt of the United States 
and when we got all through, how much money do you suppose we 
had to refund to Panhandle customers? $23 million plus. Did that 
not show that the rate of 35 cents was wrong’ And the Power 
Commission cut it to eighteen and a half. 

Now, why would we have gotten that opportunity if we did not 
have that regulation? You have to take the two separate com- 
panies. You have combined them, if you will pardon me, and said 
nineteen and a half. It was eighteen and a half for Panhandle until 
a couple of years ago. Then along in 1946 there came a new company 
seeking, Michigan- “Wisconsin, and. obviously they were going to build 
their line in inflationary times. All these cases were predicated upon 
actual costs. Their rate was fixed at 29 cents because of the difference 
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incost. Panhandle built a greater part of its lines during the years of 
depression when costs were low. So I am trying to answer you this 
question. 

Now, you say does that not show that there has been something 
wrong with regulation? There is a disparity between the pipeline 
income and the producer income as I understand you, is that right? 

Mr. Dies. Yes. In other words, the pipeline increased in the same 
period 12.9 cents, whereas the field prices only increased 5.9 cents. 

Mr. Ler. Now, remember you fix rates not by comparison, you fix 
them on cost, on actualities. 

Mr. Dies. I understand. 

Mr. Ler. Just like I said this morning, I sell a $5 hat, you sell the 
same hat for $10. That is no justification that I am entitled to $10. 

Now, let me show you an absolute answer to your question, Your 
Honor, with figures. I have here a oa of plant operating 
expenses and other data of the Panhandle Eastern Pipeline Co. and 
the Michigan Consolidated Gas Co. for 1954. Now, the figures are all 
set down and what do you suppose the outcome is? While the two 
companies have approximately the same size utility plant, both Pan- 
handle and Michigan Consolidated, one a pipeline and the other a dis- 
tribution company, almost identical revenues, and Panhandle’s net 
income in 1954 was twice as great as Michigan Consolidated. 

Also Michigan Consolidated, and the reason why was because Michi- 
gan Consolidated has three times the number of employees that Pan- 
handle has, three times the total payroll. You forget in making that 
alleged comparison of the difference in the costs of the distribution 
company as against the pipeline company. Once you get your pipe- 
line built, you do not need a lot of employees relatively speaking, but 
Michigan Consolidated has over 5,000. The pipeline comes into the 
State, it pays very little taxes, and things of that kind. It is no fair 
basis for comparison. 

Mr. Dries. I wanted to get your idea, interpretation of these figures. 
There is another point and T'must hurr y along because there are other 
gentlemen who will want to ask questions too. You made the state- 
ment in your testimony that the threat had been made by producers 
that if they were not freed from competition that they would just 
refuse to produce gas and sell it, or something to that effect. I do not 
quote your exact w vords, 

Mr. Ler. I know what you mean. 

Mr. Drrs. You have heard of such a threat ? 

Mr. Ler. I think you unwittingly misspoke eeeraans, You said 
that I said unless they were freed from competition. I said unless 
they were freed from jurisdiction. 

Mr. Dies. I meant that. 

Mr. Ler. Surely. 

Mr. Dries. Of course, you understand the attitude of many of our 
producers. In our State of Texas we have 56 percent of the reserve 
of the United States. 

Mr. Ler. That is right. 

Mr. Dies. We know that there are only a very few producing States 
in the country, whereas there are many consuming areas, many con- 
suming States. 

Mr. Ler. Right. 
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Mr. Dies. We know, as the mayor from Philadelphia confessed, 
that if they could get their gas for nothing—and of course he was 
facetious, but really, in the consuming area what they would like 
to do, it is only natural—they would like to get their gas as cheap 
as they can. 

Mr. Ler. That has never been our position. 

Mr. Dies. Probably not yours, but the mayor of Philadelphia so 
stated. He said, “Yes; we would like to get it for nothing.” 

Mr. Ler. He is entitled to his opinion, but I do not interpret his 
answer that way. However, I do not want to disagree with you. 

Mr. Dres. The point I am trying to make is this: Here is a great 
resource in our State. It means a great deal to the State. Our people 
feel, and honestly feel, that for many years they were giving away 
this gas. Of course, they had to get a market. It was something 
that they were glad to get what they could for, but they feel that for 
many years they have supplied this natural resource to all of your 
cities and they say, “Well, now, there is a complaint that there has been 
an unreasonable increase,” but everybody in my State begins to com- 
pare the increase they are getting for gas with the increase that we 
are paying you folks for automobiles in Detroit. 

Mr. Ler. We produce a pretty good automobile, you know. 

Mr. Dies. Sure you do. We are just wondering what position we 
would be in if, with the political pressure applied to a Federal Power 


Commission by the consuming areas, the Commission would reduce 
the price of gas so that we would be in a position of giving away our 
resources in exchange for what we have to buy from you in Detroit 
when we are paying almost every month more and more for every- 
thing we buy from you. I am just presenting to you the other side. 


Mr. Ler. Will you let me answer that? 

Mr. Dies. You can see the other side of the picture? 

Mr. Ler. Would you let me answer that? 

Mr. Dries. I am going to be through in just a second. Now, of course, 
there might be this relief for us. We are told—whether it is true 
or not—we are told that if this happens, then what we will have to do 
is to build up intrastate industries and instead of giving away or 
selling or disposing of this great natural resource, which is now such 
a tremendous asset to so many communities, that we can attract nu- 
merous industries to Texas and supply our own industries, and that is 
a rather appealing argument to many people. So that brings me to 
this proposition: Do you not think that there is considerable danger 
that you have a burdensome regulation upon these thousands of 
producers and fill them with fear of what may happen to them in the 
future, that you might wake up some morning and find out that you 
have a great deal difficulty of getting your gas? 

Mr. Ler. Youalmost make me weep. Let me answer you, Congress- 
man. I want to say this, Congressman. I have over the years, and 
I say this without polishing the apple, I have followed your career 
and it has been an excellent public career, but in answering your ques- 
tion, I want to say this: You know and I know that that is a fallacious 
comparison. One is a monopoly, one is a pipeline. What good is 
your gas without the pipeline? You flared it for years and until 
some smart fellow came along, as I am informed—and I never checked 
this myself personally—but he invented the seamless pipe tube and 
as a result of that—and this is a miracle and I give all credit to the good 
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people of Texas—but you flared your gas and the ability to transport 
this gas a thousand miles, 1,200 miles, 1,800 miles because of this pipe- 
line became possible. 

Then is in you begin to grow and make money, and that is all 
right. Now, you ser iously do not believe that these folks, these pro- 
ducers, are going to say, “No, we will not sell any gas.” ( ‘ertainly the 
100 to 150 are not going to say it. Humble, who owns Humble? 
Standard Oil. Who owns some of these others? Standard Oil. Now, 
the little guy, we are willing to exonerate him. 

Mr. Hate. Who owns Standard Oil? 

Mr. Ler. I think Standard Oil. 

Mr. Harte. Who owns them? 

Mr. Ler. Oh, I suppose the stockholders. There is nothing wrong 
about that, but what I am trying to do, if vou will pardon me just a 
minute, is to answer my fr iend’s question. There is no analogy to 
what you said. One is a competitive business. You get a pipeline 
built and there is no competition unless another pipeline comes along. 
It costs terrific amounts to create this pipeline. This American-Louisi- 
ana is going to cost somewhere around $300 million. Now, I would 
like to take just 1 minute in answering your question to tell you what 
the situation is with reference to these small suppliers and the big 
suppliers. There is not any competition among the suppliers, they 
are holding the market. The competition is to get the gas. 

Now, in “the city of Detroit, with the gas we get from Panhandle 
and the gas we get from Michigan-Wisconsin, we still have 110,000 
unfilied house-heat ing orders and we have been fighting and fighting to 
get more gas. Now, and this is with all due respect to Panhandle, 
because I have known that company for years and they are fine gen- 
tlemen, but I do not agree with some of their cuctneaae We have not 
been able to get an extra drop of gas since 1940 from Panhandle. I 
could take your time and go into detail and give you all the efforts 
that have been made, but we have to get this if we are going to fill the 
demands. 

Mr. Dries. Your answer is that you do not think there is any danger 
of what, I believe Mr. Kuykendall, of the Power Commission, raised 
the point, the belief that regulation of these producers would have a 
very strong tendency to speed up the migration of industry that is al- 
ready taking place from the east to the gas producing areas! You do 
not think there is anything to that? 

Mr. Ler. Honestly, I do not. 

Mr. Dres. You do not think we have anything to fear when all of 
our business gets into the hands of the Federal Power Commission ? 
You do not think we have anything to fear from politically fixed 
prices ? 

Mr. Les. In all sincerity, if all regulation does not get into the 
hands of the Commission, it is the consumer who had the fear, not the 
producer. 

Mr. Dries. I will not take up any more time. Thank you. 

Mr. Harris. Mr. Beamer? 

Mr. Beamer. Mr. Chairman, I do think we owe Mr. Lee a vote of 
thanks for his patience and his time and his contribution. 

Mr. Lee, I would like to ask just a few questions and I hope I can 
make my questions brief and that you may answer them briefly. I 
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know there are other members who would like to ask some questions, 
so I would like to get along as quickly as we can. 

Mr. Ler. Yes, sir. 

Mr. Beamer. The evidence indicates in your own assertion and to 
the colleagues on the committee, that you are rated a utility expert, 
and I am wondering whether your responsibility as a rate and utility 
expert would take in all phases of utilities other than oil and gas. 

Mr. Ler. Oh, yes. I have had cases involving telephone rates, 
electric light, and power rates. 

Mr. Beamer. Transportation / 

Mr. Ler. Not transportation, no, sir. 

Mr. Beamer. Do you believe in the public or private ownership of 
utilities? I would like to get down to the basis. 

Mr. Ler. What is that ? 

Mr. Beamer. Do you believe in the public or private ownership of 
utilities ? 

Mr. Ler. Aboslutely. 

Mr. Beamer. Which? 

Mr. Ler. And I will tell you why. 

Mr. Beamer. Which one? I asked you which one you would prefer. 

Mr. Ler. I said I believe in private ownership, and I will tell you 
why. 

Mr. Beamer. Private? 

Mr. Ler. Yes, sir. I believe in it because I am a rugged individual- 
ist and I believe in competition, but I do not believe in legislation 
that will put an umbrella over people who should be regulated, be- 
cause the regulation is required in the public interest. That is the 
only time that I am involved and the peitic is involved. It is in the 
public interest. 

Mr. Beamer. You have said, and of course, we are all agreed on 
that and there is no argument about that? 

Mr. Ler. Yes. 

Mr. Beamer. You stated that you had not had any experience with 
the transportation, but I was interested in the street and railway 
system of Detroit. Is that city-owned ? 

Mr. Ler. I would be glad to answer that. 

Mr. Beamer. Can you tell me when that was acquired # 

Mr. Ler. Yes, sir, I will be glad to answer that. That was acquired 
when the Honorable James Cousins, then mayor, subsequently United 
States Senator, you will recall that he was one of the early officials 
of the Ford Motor Co., was mayor of Detroit. It was acquired as a 
municipally owned system because of the complaints of improper or 
insufficient or inadequate service of the private company. Now, over 
the years there has been a great deal of discussion, disagreement among 
all these things and of course you have an entirely different situation 
today than you did 30 years ago. You know that 30 years ago, and 
this is not said in any derogatory way, the unions did not have the 
power they have today, they did not have the poliotical power, neither 
did the bankers, neither did the other segments of our society, and in 
operating a public utility matters have taken a great change over the 
years. 

Mr. Beamer. I take it then that you made some recommendations, 
" did a make any recommendations, at the time the city acquired 
this utility / 
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Mr. Ler. Yes. I did not make any recommendations in my official 
capacity because I was not at that time 

Mr. Beamer. Merely as a private individual ? 

Mr. Ler. No, no; I was with the city, I have been with them for 
44 years, but it was not my business, and nobody called upon me. 

Mr. Beamer. It is still a municipal utility, I take it ? 

Mr. Ler. Yes, sir; and we have a wonderful municipal electric light 
plant. 

Mr. Beamer. I wonder if you can tell the committee how the rates 
have fared in the city of Detroit in the last 5 or 10 years. 

Mr. Ler. Well, at one time we had a 7-cent rate and then at another 
time that was increased until today we have a 20-cent rate and a 17-cent 
rate on purchase of so many tickets. 

Mr. Beamer. I wonder how that rate has compared with the in- 
creased rate in gas. 

Mr. Ler. Why, there is no method of comparison. ‘There, you see, 
you get into comparisons of black and white. Costs must be known. 
Costs, costs, costs, activity; that is the fallacy of the whole thing; that 
is the fallacy of the so-called fair field value. Just think of it, now. 

Mr. Beamer. I know your interest is as a consumer. 

Mr. Ler. I am interested in the pipeline company. I want to see 
them get the right thing. 

Mr. Dies. Will the gentleman yield ? 

Mr. Beamer. Yes. 

Mr. Dies. The figures I have indicate that the price of gas to all 
Detroit customers decreased from 82.9 cents per thousand cubic feet 
in 1949 to 80.6 cents in 1953. 

Mr. Beamer. The transportation rates increased from 7 cents to 
20 cents. 

Mr. Ler. But what has that to do with the issue here ? 

Mr. Beamer. You are talking about the consumer and the consumer 
pays, does he not ? 

Mr. Ler. Oh, no. 

Mr. Beamer. Yes. The consumer is paying for the gas so much a 
thousand cubic feet. If it decreased as the gentleman from Texas 
indicated, how can you say it does not have something to do with it ? 

Mr. Ler. You are talking about the increase, if you will pardon me, 
of the transportation system, municipally owned, is that right ? 

Mr. Beamer. I would like to take two or three other illustrations. 

Mr. Lee. Let us confine it to the municipally owned transportation. 

Mr. Beamer. I want to get to a basis because I am afraid both of 
us will take too much time. 

Mr. Ler. Yes, sir. 

Mr. Beamer. May I suggest this: I think you probably answered it. 
You believe that all mineral resources of the Nation should be owned 
by the public, or if not so owned, should they then be regulated by 
public bodies ? 

Mr. Ler. Oh, no, sir. 

Mr. Beamer. Well, Michigan is a producing State, is it not? It 
produces some gas? 

Mr. Ler. Relatively speaking, very little, Your Honor. 

Mr. Beamer. Do you have any idea as to the volume of gas pro- 
duced in Michigan over the years? Do you have any information for 
the committee ? 
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Mr. Ler. I have it in my office and I can certainly send you a copy 
of it ; yes, sir. 

Mr. BraMer. Since, as you indicated, it is not a large producing 
State, it is one of the small ‘producing States ¢ 

Mr. Ler. You mean so far as gas is concerned ? 

Mr. Beamer. Yes. 

Mr. Ler. You are right, sir. 

Mr. Beamer. Is this: true, and do you think this information is cor- 
rect, that it did produce produce as much as 24 billion feet in 1947? 

Mr. Ler. The State of Michigan ¢ 

Mr. Beamer. The State of Michigan. 

Mr. Ler. It may have; yes, sir. I could not answer you that affirm- 
atively or negatively, but I can give you a bulletin that I have that 
brings it right down to date for the last 25 years. 

Mr. Beamer. I wonder if the price received by the producer in 
Michigan, we will forget the gentleman from Texas for the moment, 
just go back to your State. The price of gas received by the producer 
of gas in Michigan, has it ever been regulated by anybody, Federal 
or State, within 3 your knowledge? 

Mr. Lee. Of course, the Federal agency has no jurisdiction in purely 
intrastate. 

Mr. Beamer. Do you have a State commission ? 

Mr. Ler. Yes. 

Mr. Beamer. Has it had any regulation over it ? 

Mr. Ler. Not over the sale price, no, sir. It has had regulation over 
installations and safety devices, and things of that kind. 

Mr. Beamer. Nothing between the purchaser and the producer ? 

Mr. Ler. No, sir; but the purchaser is not the customer that I am 
speaking of. Most of the gas produced in Michigan is already owned 
90 percent by our distribution company. 

Mr. Beamer. May we make an assumption briefly and quickly? 
Suppose Michigan were a much larger producing State and it does 
produce a considerable amount even now. Would you consider the 
desirability of having regulation extend to these Michigan gas 
producers 4 

Mr. Ler. Well, it could not be extended if it were all intrastate, 
but it could be State regulation. 

Mr. Beamer. Suppose, they sold some across the line into my State 
of Indiana, for example? 

Mr. Ler. Then it would be subject for regulation by the Federal 
Power Commission. 

Mr. Beamer. Has the city of Detroit or any of its properties ever 
purchased gas which was, and is being produced in Michigan? 

Mr. Ler. Oh, no; the city of Detroit has not any facility, does not 
have any gas distribution company. We are dependent upon our sole 
distribution company. 

Mr. Beamer. Are you familiar with the Mayberry Sanatorium at 
Northville? 

Mr. Ler. The Mayberry Sanatorium at Northville. Gas producers 
and gas explorers have sought to lease from the city the right to sink 
wells up there and it has been done; yes, certainly. 

Mr. Beamer. Do you know the price that they were charging in 
that particular instance at the wellhead ? 





















NATURAL GAS 1487 


Mr. Ler. No, but I think it is predicated on the amount of produc- 
tion. I will be ‘glad to get you the ordinance that sets that up in detail, 
but what has that to do with this? 

Mr. Beamer. I am trying to get to some of your philosophy that I 
think is very important, Mr. Lee. 

Mr. Les. All right, sir. 

Mr. Beamer. As assistant corporation counsel in charge of these 
matters, would you not be the logical man to investigate the fairness 
of rates to this city-owned institution if they were being sold by Michi- 
gan producers to this Mayberry plant? 

Mr. Ler. Well, I do not quite understand you. 

Mr. Beamer. If it is being sold by Michigan producers, if gas is 
heing sold by Michigan producers, to the Mayberry Sanitorium, as 
the ¢ sity council would you have the authority and right to investigate 
the rates? 

Mr. Lee. I am sure that such a contract would be the subject of the 
city authorities in passing upon the reasonableness of the rate and 
the legality of the contract. 

Mr. Beamer. Have you had occasion to do that in this particular 
instance ? 

Mr. Lee. No; Your Honor. 

Mr. Beamer. You have not? 

Mr. Ler. No, sir. 

Mr. Beamer. But you would like to see that Mr. Dies’ State, his 
producers, are regulated down there? 

Mr. Lee. Oh, my. Why, there is no more comparison between what 
you are saying and day and night. Certainly you do not mean that. 

Mr. Beamer. I am asking you a question. 

Mr. Ler. This is a matter of interstate pipeline and the Congress 
of the United States says that in order to protect the ultimate con- 
sumer you must regul: ate it, and nobody else can. Where is the thought 
behind that idea ? 

Mr. Beamer. I am asking you questions. 

Mr. Ler. I know, but it flies in the face, it has nothing to do with 
the issue. 

Mr. Beamer. We are trying to establish your basic philosophy. 

Mr. Ler. My basic philosophy, I will give you in 2 minutes. I am 
for rugged individualism, I have lived it, I have worked it, and I have 
always ‘been for private enterprise. 

Mr. Beamer. I compliment you. Do you want a lot of Federal 
control along with that? 

Mr. Lee. I want the Federal control that the Congress of the United 
States says is necessary to protect the ultimate consumer. Would you 
dare to repeal the Federal Power Act in its entirety ? 

Mr. Beamer. That is what we are trying to determine now. 

Mr. Ler. Would you repeal the Federal Power Commission Act in 
its entirety, sir? 

Mr. Beamer. I am asking questions. Did you prepare this entire 
statement? It is rather reminiscent of some I read 4 or 5 years ago. 

Mr. Ler. It may be reminiscent of some you read 4 or 5 years ago. 
I have been in this matter for many years and many times we have 
had these things come up. 

Mr. Beamer. My interest and the interest of the committee is the 
interest of the consumer. 
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Mr. Ler. I hope it is true. 

Mr. Beamer. We want to get as many honest and fair facts as we 
can, and not assumptions. 

Mr. Ler. Mine are not assumptions, mine are fair facts. Point out 
one assumption. 

Mr. Beamer. Allowance for royalty, tax payment on the increase, 
delay rentals, and dry hole costs. Those things have been discussed 
by gentlemen from the other States. I am not a producer, we have no 

gas in our State. 

Mr. Lee. I know you are sincere and that method of delayed rentals, 
271% percent tax allowance for depreciation, that will all be testified 
to in detail, Your Honor, by another witness. 

Mr. Beamer. It may help us a great deal in interpreting. I do not 
want you to misunderstand. I think you have been very helpful. 

Mr. Ler. Thank you. I want to say to you that I feel absolutely 
confident that you want to do what the facts say. I want to say this 
to you, sir. I never had any client except the public interest over the 
years, never any client. 

Mr. Beamer. We have had some witnesses who have just made 
assumptions, and we hoped that you had not done so with some of 
the figures that you gave in your statement, and you said you would 
furnish whatever was necessary ¢ 

Mr. Lee. Anything you wish, sir. 

Mr. Beamer. Mr. Chairman, I think that I would like to yield at 
this time. 

The Cuatrman. The Chair is sure that others do have questions. 
The Chair is prone to announce at this time, also, that we have three 
mayors of cities that were scheduled to testify today. We have 40 
witnesses to start with this week. We will have to move a little 
more expeditiously than we have been moving if we are to clear our 
docket. The Chair just hopes, in other w ords, that we may confine 
our questions to basic points and that the answers may be given as 
promptly and in as few words as possible so that we may meet this 
goal. 

Mr. Mack? 

Mr. Mack. No questions. 

The CuatrMan. Mr. Klein? 

Mr. Kurrn. Mr. Lee, at the outset, let me compliment you on your 
statement. I think it is a fine statement. 

Mr. Lee. Thank you. 

Mr. Kier. I do not want you to misunderstand Mr. Beamer. I 
think he feels, as we all do, that every witness who appears here is 
interested in the public good and I do ‘not blame anybody for having 
a special, or personal, interest ; that is what people come down here for. 

Mr. Lee. That is right. 

Mr. Kern. I want to compliment you because your interest is the 
public interest. 

Mr. Lee. Thank you. 

Mr. Kurrn. It is a little more than being interested in your own 
pocketbook. I was very pleased with your statement and I agree 
with most of it. I just want to address myself to one facet of the 
problem that you mentioned as did the mayor this morning, Mayor 


Clark. 
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This question that we have heard so much about in the testimony 
we have been taking, is that free and open competition will result 
in bringing and keeping the price down. I think the mayor made a 
good statement this morning when he talked about the fact that this 
is not the same kind of competition that you could get when you 
went to buy groceries, if you went in to buy a pound of coffee and you 
liked a particular brand and they charged you more than you thought 
you should pay, you could go to another place and buy another brand ; 
is that correct ? 

Mr. Ler. Certainly. 

Mr. Kiern. Can your consumers in the city of Detroit get a different 
kind of natural gas if they want to, than what they are getting, let 
us say, because the price is too high ? 

Mr. Lee. It is not a question, "Your Honor, of a different kind of 
natural gas. 

Mr. Kuern. I will agree with you. 

Mr. Ler. You mean a different source / 

Mr. Kretn. Let us say it is cheaper. The kind does not make any 
difference to the consumer, but if they can get it at a lower price? 

Mr. Ler. Let me, without equivocation, clarify our position. We 
are not interested in any lower price just for the sake of lower price. 
We are interested in a fair price predicated upon actualities, costs, 
costs, costs, and not fairy tales such as is proposed to be the formula 
here, the so-called fair field price. That is all we are here for, and that 
is what we have been getting for 16 years before the Federal Power 
Commission, a cost basis, and that has been reversed in the Panhandle 
decision of April 1954 which I am appealing to the court of appeals. 
You want to remember one thing, this bill ‘does not only change the 
setup, but it makes a mandatory “formula that is in contravention of 
the old cost formula. All we are interested in are costs. 

Mr. Kier. You have made that clear. I hope you do not mind my 
interrupting you ? 

Mr. Ler. No, sir. 

Mr. Kiern. You say that you, and I assume you are talking now for 
the city of Detroit when you say you are not interested so much in the 
cheaper price as you are in the fact that I suppose you mean everybody 
gets a fair return and yet the price is kept down as much as possible? 

Mr. Ler. No, we are not seeking to keep the price down. If the 
costs demonstrate this and it is unquestionably true, that is all we are 
interested in. But we do not want an actual cost just for illustration, 
of $1,000 ballooned up in comparison with something else that is not 
in the picture at all, has nothing to do with it, to say, $5,000 and that 
is what they mean. 

Mr. Kuern. I go further than you and say I am interested in keeping 
the price down. I represent some people and, frankly, I am much 
impressed with the value of this gas and I would like my people to 
have it. We are getting it in New York C ity, but I do not like the 
price that my people have to pay for it. I am confronted with the 
quandary of what we are going to do if we do not want to, or cannot, 
pay the price that Consolidated Edison wants us to pay, and yet we 
want natural gas. Could you tell me how we could get it? Iam talk- 
ing now of the average consumer, the person living i In an apartment, 
not a house. The mayor of Philadelphia talked this mor ning about 
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the small-home owner who would have to reconvert to coal or oil if 
he did not want natural gas. My people cannot do that. That line 
comes into our apartments and we have to use it. If we like the other 
kind of gas better, it does not make any difference. If it is cheaper, 
we cannot get it. What are my people going to do if the price 
skyrockets ¢ 

Mr. Lee. If it comes into your apartment, you are a monopoly 
customer. 

Mr. Kuer. Sure. 

Mr. Ler. You said New York City? 

Mr. Kier. New York City. 

Mr. Ler. Well, Iam a native of New York City. You say you can- 
not get it because of the excessive price; is that right ? 

Mr. Kier. That is the only way I can get it and I have to pay the 
price they charge. 

Mr. Lee. No, if you will pardon me, I want to disagree with you and 
I will tell you why. First of all, the price that that gas comes to the 
New York Edison Co., whatever the distribution company is, is under 
the jurisdiction of the Federal Power Commission today; No.1. No. 
2, when the authority, the certificate, was granted to construct that 
pipeline to service the New York Edison, there had to be a certificate 
proceedings before the Federal Power Commission and when that cer- 
tificate proceedings was in progress, the legal authorities of your city 
and your State had the right to intervene in that proceedings, had the 
right to provide expert testimony and if, in their judgment, the pro- 
posal was fair and so forth, they could advocate it and tell the Com- 
mission so, or they could not advocate it, or they would not advocate it 
if they were not satisfied. Now, this bill takes that all away. Talk 
about fear ! 

Mr. Kur. I do not want to talk generally. I want you to answer 
my question as to how I can get another kind of gas, something that 
my people can afford to pay for. 

Mr. Lee. You can get, and you are sitting pretty to get, natural gas 
in your apartment, which will be fixed, if this law is not changed, as it 
always has been fixed—the pipelines’ cost—after full, fair and com- 
plete hearings before the Commission. If the people are not satisfied, 
they can go to the courts. If the pipeline is not satisfied, it can go to 
the courts; that is the American system. Then, before it can be sold 
in your State, your public service commission does the same thing. 

Mr. Kier. Of course they do, but you have not answered my ques- 
tion. What is the man in my house going to do that lives in an apart- 
ment downstairs? What is he going to do? Incidentally, last week 
or the week before, we had a notice in the newspaper that the Con- 
solidated Edison Co. was raising the price of gas 10 cents per thousand 
cubic feet tothe consumer. What is this man going to do? 

Mr. Ler. Do just as I have done for years. Go up to your commis- 
mission and complain and they will make an investigation and it will 
not cost you a nickel. 

Mr. Kuiern. I think my commission up there is just as much at fault 
as anybody else. 

Mr. Ler. You have to have faith some place. But, you say about 
New York increasing. You look in the New York paper last night 
or the morning Times and you will see a quarter-page ad of the Brook- 
lyn Natural Gas reducing its rates; correct ? 
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Mr. Kier. Right, Isaw that. Weare getting away from the point. 
I was shocked and astounded when I listened to the testimony here, 
but in 1953, and I am giving approximate figures, the price at the well- 
head in Texas, or wherever our gas comes from, was 7 cen‘*s. It was 
$2.37 to the consumer in New York City. 

The distribution company is being blamed for the high price to 
the consumer. I find that they had ‘char ged about 20 cents, or cer- 
tainly less than 30 cents. The i increase, then, so far as the distribu- 
tion company in New York is concerned, was about $2 for every 
thousand feet. It is a little less now, but that is what it was for 1953. 
The next questions was: Why was that increase permitted? I find 
8 it was granted by the public service commission in New York. 

I do not say ‘that they were wrong, but it seems to me that somewhere 
along the line these people must get the idea in their heads that our 
people i in the cities will not pay those prices. But then, as I pointed 
out, and you have not answered my question, what alternative do 
you have? You say, “Go to court. P Of course, you can go to the 
court, or you can go to the public service commission, yet the fact 
remains that our people have to pay more for this gas; we have no 
alternative. 

Mr. Ler. You asked, what are you going to do? 

Mr. Kuxrn. Yes. 

Mr. Lee. First of all, if you want to get natural gas you have to 
get it under the prices approved by your State commission. 

Mr. Ktetn. May I interrupt you for a minute? I do not want 
natural gas. I want the old kind of gas that we had before and I 
cannot get it. 

Mr. Ler. Oh. 

Mr. Kuern. I cannot get it. I have to depend on the Consolidated 
Edison Co., and now they are converting to natural gas and before 
long it is all we will have. 

Mr. Ler. W ell, you ought to be tickled to death that they convert. 
And I will tell you why: 

In one foot of manufactured gas you have an average of 530 British 
thermal units. In one foot of natural gas you have an average of 
twice, at least 1,000 British thermal units. So what are you squaw ‘king 
about ? 

Mr. Kirery. I won't say I am squawking about it, but in dollars 
and cents it means my people are paying more than they were paying 
for the other kind of gas, the manufactured kind. 

I will yield to the gentleman. 

Mr. Dies. I was going to suggest to the gentleman that he do like 
Ido. I buy butane gas. All it ‘takes is a little tank and it works in 
some respects better than natural gas. 

Mr. Lee. You mean to say you do that since that increase for 
Congressmen ? 

The CHatrmMan. The gentleman from Massachusetts, Mr. Heselton. 

Mr. Heserron. I shall try to be extremely brief. 

Considering the experience of my colleague, I hesitate to compliment 
you, but I do. 

Mr. Kiertn. Will you yield for a second? This is the first time I 
have had that much trouble with a witness with whom I agreed. 

Mr. Hesenron. I am very glad to see a witness come before this 
committee with as strong a ‘statement as I think your statement is. 
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Perhaps I am venturing a little far, but I think you did say you were 
for Al Smith, so that would put it on a bipartisan basis. 

Mr. Ler. I said we were there in Texas, a wonderful place, because 
we nominated Al Smith in Houston. 

Mr. Heserron. To get down to what I want to ask you: Have you 
been asked by any member of the committee what extent the 900 com- 
munities make up the National League? 

Mr. Lee. We have the list. We will be glad to give it to you. I 

can tell you how many there are as of now. 

Mr. Hersevron. You do not need to stop now. 

Will your furnish that list of 900 communities ? 

Mr. Ler. There is more than that, there are 949. 

Certainly we will furnish it. 

Mr. Hesetron. There is one point you made in your statement that 
1 would like to have you emphasize, — that is that you feel that if 
the bill introduced by our colleague, Mr. Harris, was enacted into law, 
it would in fact bring about the gap in regulatory control, which the 
Supreme Court sought to close in terms of electrical power , 

Mr. Ler. That is right, sir. 

Mr. Hesevron. It would deny the Federal Power Commission any 
regulatory power, and obviously the State commissions have no juris- 
diction over interstate sales of gas? 

Mr. Lee. It would deny the Federal Power Commission any effective 
regulatory authority. And, of course, as you say, the State commis- 
sions have no control over the State transportation. 

Mr. Hesevton. I agree with you a thousand percent. But that fact 
must be taken into consideration by the committee in terms of any of 
the bills before us—I realize that your group did not have an oppor- 
tunity to examine the legislation which Mr. McDonald and this com- 
mittee and I have filed, and perhaps have not had even seen it since it 
was filed. 

Mr. Ler. We have examined all the bills, Your Honor. 

Mr. Hesetron. One bill would reaffirm the Phillips decision. 

Mr. Ler. Yes, that is right. 

Mr. Hesevron. Inasmuch as there has been considerable disagree- 
ment with the Phillips decision, and statements that it did not repre- 
sent the intent of Congress, would your group, in your opinion, favor 
that sort of a bill? 

Mr. Ler. Now you are asking me, as I understand you, so I can 
answer you with thorough underst Say that your bill seeks 
to predicate pipeline rates upon cost first. 

Mr. Hesetton. No. The bill that Mr. McDonald and I have filed 
simply reaffirmed the Phillips decision as the law of the land. 

Mr. Ler. Yes; that is right. 

Mr. Hesevron. Do you believe your group supports that sort of a 
bill? 

Mr. Ler. I said repeatedly, and I know that the Institute is satisfied 
with the law as it is and as interpreted by Phillips. There is no need 
for any change, because any change, in our judgment, is bound to take 
away adequate protection for the ultimate consumer. 

Mr. Hesevton. Mr. Lee, constantly before this committee the ques- 
tion has arisen as to whether the committee should not take some 
affirmative action. I think it should one way or the other. I think 
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there is confusion. I think there is dissent with the majority opinion. 
There obviously was a dissenting opinion. 

Now, what Mr. McDonald and I are seeking to do is affirmatively 
to place the Congress on record as saying that the majority opinion 
of the Phillips decision is correct, that it correctly interpreted the 
intention of Congress in enacting the Natural Gas Act. 

Do you think there is merit in that sort of approach? 

Mr. Ler. Your Honor, not specifically. First, the Phillips opin- 
ion, or decision, I cannot see how any legislative body can enhance 
the validity of the opinion of the court of last resort as a declaration 
of policy, that Congress is in favor of that without question. But I 
can not see how it would change the effectiveness—offhand, I am 
talking I am talking now—or enhance the validity of what this Court 
and the lower court said is the law. 

Mr. Hesevron. With all due respect to you, I think there are a 
number of people not only in Congress but elsewhere—and with all 
due respect to the Supreme Court—that have some question as to 
the soundness of the majority opinion of the Supreme Court. 

What we are expected to do is to place the stamp of approval on 
the majority decision by congressional action. 

But let me go briefly to the last question: we have, also, filed a 
bill—and this is considering the fact that a question was asked by 
my good friend from Texas, Mr. Dies—which would exempt some two- 
thousand-odd small producers from regulation. The reason for that 
is threefold: One is that we feel that it would be a very difficult ad- 
ministrative problem for the Federal Power Commission to regulate 
them ; two, they do not contribute significantly to the interstate volume 
of gas; and, three, it would remove a very considerable burden from 
the small producers. 

Would you be able to speak either personally or for your association, 
either for or against that sort of bill ¢ 

Mr. Ler. First of all, 1 think the power already exists in the present 
law, as I have explained it. I do not think there is any need for 
legislation. Unquestionably, in my mind, the Commission has the 
power of classification that does and could eliminate the smaller 
producer and legally do so. 

I think it already exists. 

Mr. Hesetron. Then I take it in the final analysis, you just do not 
think any legislation is necessary ? 

Mr. Lee. I do not think there is any legislation necessary as long 
as the Phillips decision stands. There are some other features that 
I would like to take up some time, but the issues here are so clear 
cut that I think the public has ample protection. 

Look at what has happened over the years. Look at the number 
of ratecuts that we have gotten through orderly administrative legal 
process. Is not that wonderful ? 

Now, that alone demonstrates the value of regulation. And it is 
true in the State body, it is true in the Michigan Public Service 
Commission. 

As Your Honors know, rate regulation is a legislative process. 
Now, then, the legislature could not begin to sit as a regulatory 
body. Therefore, it passes an act that creates what some people call 
a quasi-judicial body, and others call a quasi-legislative body, to do 
the function that Congress—now, Congress could itself pass an act 
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fixing rates, in my judgment. Just like in Michigan the legislature 
could pass an act fixing railroad rates, 2 cents a mile, for example. 
But Congress would not do that, neither will they do it any more 
in Michigan, because it is such an intricate, detailed problem. We 
want to be fair to everybody and that is what they are entitled to. 
It can only be done through regulation. 

Mr. Hesevton. Thank you. 

Mr. Lee. Thank you, sir. 

The Cuatmrman. Mr. Harris. 

Mr. Harris. Mr. Lee, you have taken about 10 pages of your state- 
ment you made this morning, devoting it to what you believe to be 
the history of this entire problem. 

Mr. Ler. That is not the complete history, if you will pardon me. 

Mr. Harris. It speaks for itself. 

You agree that that is a moot question now, since the Supreme 
Court decision in the Phillips case, do you not? 

Mr. Ler. Yes, certainly. 

Mr. Harris. Were you here in 1935 and 1936 and 1937 when con- 
sideration was being given by the Congress to the Natural Gas Act? 

Mr. Ler. No, your honor. 

Mr. Harris. Do you agree with me that it is the duty and responsi- 
bility of the Congress to determine the policy in a matter of this kind? 

Mr. Ler. They have already done it, for the protection of the 
ultimate consumer. 

Mr. Harris. Do you agree it is the responsibility of the Congress 
to determine policy ? 

Mr. Ler. If the policy is in the public interest, yes. 

Mr. Harris. Of course, you have to assume that the Congress is 
going to act in the public interest ; do you not ? 

Mr. Lee. No, not if you pass this bill it won’t be in the public 
interest. It will be absolutely wiping out the public interest. 

Mr. Harris. Now, Mr. Lee, you talk in terms of “fairy tales” and 
all such terms as “propaganda” and “throwing up the great wail” 
around here. 

Mr. Ler. That is right. 

Mr. Harris. I wonder who is spreading the propaganda ? 

Mr. Ler. I can answer that. 

Mr. Harris. You can answer in your opinion. 

Mr. Ler. Let me answer that. You put it on the record, I would like 
to put my answer on the record. 

Mr. Harris. All right. 

Mr. Ler. We are here as public officials. I went to the 80th floor 
of the Empire State Building. I found an organization masquerad- 
ing under a consumer’s organization, and I read in the New York 
Wall Street Journal of January 7 that the industry raised $1,500,000 
to put these bills across. 

Who is in the public interest? We are here in the public interest. 
We are not raising any $1,500,000 to put it across. You have radio, 
you have advertising, you have canned editorials. Go to the office 
and they will give you copies of them. And you have suggestions 
for speeches. ‘ 

Mr. Harris. Do you mean to say, then, that you, representing De- 
troit in the capacity you are here, have the public interest more in 
mind than the Congress of the United States? 
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Mr. Lee. I will answer you, sir. 

If you pass this bill you haven’t got it in the public interest. No, sir. 

Mr. Harris. In other words, you would, then, attack the Congress 
as being against the public interest ? 

Is it not your opinion that it is the duty of the Congress of the 
United States to legislate on policies? 

Mr. Ler. Yes. I never disputed that. 

Mr. Harris. That is the bare, simple question I asked a moment ago. 
And I certainly just want to find out 

Mr. Ler. When you asked me that question a minute ago I said this 
policy they should never legislate, as proposed in your bill. 

Mr. Harris. Then I asked you if you were down here in 1935, 1936, 
and 1937, when this original act was passed by the Congress. 

Mr. Lee. I told you no, sir. 

Mr. Harris. Yes, sir. 

Now, would you agree that at that time, that the Congress said that 
there were three segments of the industry: production, the interstate 
transmission of it for sale, and then the distribution end of it in the 
local communities. Would you agree with that? 

Mr. Ler. Obviously there were three segments. Yes, sir. 

Mr. Harris. Then the Congress attempted to meet those three prob- 
lems. Would you agree to that? 

Mr. Ler. Yes. And they did meet them. 

Mr. Harris. I appreciate that. But in the course of the years in 
administration of the act, controversies and differences of opinion 
developed on the two ends, that is, the first and the third phase of 
it, didn’t they? That is, the producing end of it and the distribution 
end of it. 

Mr. Ler. Of course, the distribution end of it, Your Honor, was 
never under the control of the Congress. 

Mr. Harris. Never under the control of Congress? 

Mr. Ler. Not the distribution company in the local State, no, sir. 

Mr. Harris. Are you familiar with the East Ohio case? 

Mr. Ler. Yes. That is because legislation came afterward. 

Mr. Harris. It was interpreted out of the original act of 1938; 
you are familiar with that. 

Mr. Ler. That is right. I do not disagree. 

Mr. Harris. Then on that end of it there did develop a controversy 
as to what was intended there? 

Mr. Ler. Yes, sir. 

Mr. Harris. On the other end of it, the controversy developed in 
1947 for the first time with the Interstate case of Louisiana. 

Mr. Ler. That is right, sir. 

Mr. Harris. Therefore, these controversies over the particular seg- 
ments have been present in this country since then. 

Mr. Ler. But the main controversy is only because the law was not 
enforced; is that not right? 

Mr. Harris. No; I cannot agree altogether. 

Mr. Ler. Did not the Supreme Court say that the other day? 

Mr. Harris. The Supreme Court said that the other day, but the 
Commission said in the Phillips case itself it did not have jurisdiction, 
that is the reason it went to the Supreme Court. 





1496 NATURAL GAS 


Mr. Ler. Should they not have taken jurisdiction and let them 
appeal? And see what we would have to refund today if they had 
done it. 

Mr. Harris. Perhaps so. 

Now, the controversy over the distributing end in the East Ohio 
case was an approach to the Hinshaw bill in the last Congress; was 
it not? 

Mr. Ler. I so understood it. 

Mr. Harris. Did you approve of that legislation ? 

Mr. Leg. No. 

Mr. Harris. Did you oppose it? 

Mr. Ler. To some extent, but not to the extent of appearing before 
the committee. 

Mr. Harris. Did you send in any statement against it or make your 
desires or wishes or views known with reference to it ? 

Mr. Lee. No. We did not send in any statement at that time, 
Your Honor. 

Mr. Harris. Following that decision, did not the Michigan Consol- 
idated Gas Co. file an application for exemption from the provision 
of the Natural Gas Act pursuant to that section ? 

Mr. Ler. Yes, sir. 

Mr. Harris. Did you oppose that? 

Mr. Lee. No,sir. And I will tell you why: 

The Michigan Consolidated Gas Co. is a 100-percent intrastate dis- 
tribution company, a 100-percent, as Your Honor knows, perhaps. 

And the full power and authority to protect the public interest is in 
the Michigan Public Service Commission, and any duplication of 
jurisdiction would only be a duplication of costs, which the ultimate 
consumer would ultimately have to pay. 

We were amply protected under the complete and full jurisdiction 
of the Michigan Public Service Commission, and there was no neces- 
sity for the other jurisdiction. 

Mr. Harris. I just wanted to go into that. That is the reason I was 
getting to that point. 

Who is the American Natural Gas Co. ? 

Mr. Ler. The American Natural Gas Co. is the holding company of 
the Michigan Consolidated Gas Co., our sole distribution company in 
the part of Michigan I have spoken about and some distribution com- 
panies in Wisconsin, such as the Milwaukee Gas Light Co. 

Mr. Harris. Now, the Michigan-Wisconsin Pipeline Co., which is 
a long line, is an affiliate; is it not? 

Mr. Ler. Yes, sir. 

Mr. Harris. In other words, in Michigan and Detroit, this area that 
you are so familiar with, you have a holding company, which is the 
American Natural Gas Co., which owns Michigan Consolidated Gas 
Co.—. 

Mr. Ler. Yes, sir; 100 percent approximately. 

Mr. Harris. And with Michigan-Wisconsin Pipeline Co. as its 
affiliate ? 

Mr. Ler. That is right, sir. 

Mr. Harris. In the State of Michigan 

Mr. Lee. But may I just amplify what I just said ? 

Mr. Harrts. Yes. 
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Mr. Ler. But you forget that I opposed the bringing of the new line, 
and I will tell you why: It was the position offici ally of the city of 
Detroit. In 1946, when the application was before the Federal Power 
Commission of the Michigan-Wisconsin Pipeline Co. for a certificate 
of convenience and necessity to build an additional line to Michigan, 
we intervened in that proceeding on behalf of the city of Detroit, ‘and 
in that intervention and in that proceedings, Panhandle intervened, and 
Panhandle said “There is no necessity of a new line. We have a pro- 
posal to increase our facilities, and we can meet all the demands of 
Detroit, and obviously our cost of 1814 cents per thousand cubie feet 
will be less than the cost of a newly cre: ated line.” 

So we took the position. Why should we start in to amortize a new 
line if Panhandle could take care of all of the needs of the city? That 
was the logical] position to take, but, nevertheless, the Power Commis- 
sion granted the certificate for the new line. But we had our hearing, 
we had our day in court. 

Mr. Harris. I have here the State Commission Jurisdiction and 
Regulation of Electric and Gas Utilities, for 1954, by the Federal 
Power Commission. 

The State of Michigan has the least control over its utilities of any 
State in the Union except Florida ; does it not? 

Mr. Ler. I cannot answer that definitely. I know that it has, to 
our experience, absolute, complete control over the Michigan ¢ ‘onsol- 
idated Gas Co. 

Mr. Harris. Under this, the percent prescribed for gas in the State 
of Michigan in 1954 was 6.42; is that right ? 

Mr. Ler. Do you mean the rate of return? 

Mr. Harris. Yes. 

Mr. Ler. That matter is in progress before the Commission now, 
Your Honor. 

What did you say, please ? 

Mr. Harris. 1954. 

Mr. Ler. That case has not yet been completed. 

Mr. Harris. That is at least the report of the Federal Power Com- 
mission that was included in this booklet on State Commission Juris- 
diction and Regulation of Electric and Gas Utilities. 

Mr. Ler. The case has not been completed, Your Honor. I have 
been in the case and we have been in adjournment perhaps 6 months, 
because there is a detailed audit and appraisal of the companies’ prop- 
erty being made. 

Mr. Harets. In your laws in the State of Michigan, does the State 
commission have any control over the sale, purchase, merger, or con- 
solidation of facilities ? 

Mr. Ler. Do you mean of utility facilities? 

Mr. Harris. Yes. 

Mr. Ler. To some extent; yes. 

Mr. Harris. This says it does not have. 

Mr. Lee. It has it to the extent of resurveying the rates when the 
consolidation takes place. 

That is what I have in mind. 

Mr. Harris. Does it have authority to regulate the purchase of 
securities of other utilities? 
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Mr. Lez. No. That is a matter that is under the jurisdiction of, 
well it does have. It is what might be called security authorities on 
occasion. But the purchase of other securities, generally speaking, 
is under the SEC. 

Mr. Harris. This report says it does not have, the State of Michigan. 

Mr. Lex. It does in this respect: I participated in a hearing there 
before the State commission, sitting as security board, where the 
Panhandle Pipeline Co. was proposing to spend $66 million to enhance 
its facilities—$35 million was to be spent in Michigan and they had to 
get the approval of the Michigan Public Service Commission in order 
to spend it. And I participated in those proceedings, Your Honor, and 
cross-examined the vice president. 

Mr. Harris. Does your State commission have any regulation over 
transactions with affiliates? 

Mr. Ler. With affiliates ? 

Mr. Harris. Yes. 

Mr. Ler. What nature of transactions do you refer to, please? 

Mr. Harris. Any transactions. 

Mr. Ler. By any transactions over the affiliates, you mean as to 
their corporate setup and things of that kind? 

Mr. Harris. 1 am simply trying to find out what the facts are. 
This report says your State commission does not have any regulatory 
authority in your State over transactions with affiliates. 

Mr. Lee. What you are asking me is: Does it have authority over 
the affiliate of the American Natural Gas Co., Michigan Consolidated ? 

Mr. Harris. That is right. 

Mr. Lex. Sure it does. We go up there to fix the rates and con- 
ditions of service. What authority do you want? 

Mr. Harris. This report then is in error ? 

Mr. Lee. No, you are misconstruing me. That report does not 
say that the Michigan State commission does not have jurisdiction 
over terms of service and rates of an affiliate, which is the distribution 
company, the Michigan Consolidated, an affiliate of the holding com- 
pany, the American Natural Gas Co., because we do have it. 

Mr. Harris. I will be glad to present it to you. 

Mr. Ler. Certainly. I will be glad to look at it. It depends upon 
what you interpret by the word “authority.” 

Mr. Harris. We are trying to see just how much regulatory control 
there is over your distribution system and the Michigan-Wisconsin 
line, since it is a subsidiary and affiliate of the American Natural Gas 
Co. 

Mr. Ler. I can answer it in one sentence, Your Honor. We have 
been before the Michigan commission time and again over the rates 
and conditions of service about the pipelines that serve the Michigan 
Consolidated so far as the rate from the pipeline to Consolidated is 
concerned. And we have also been before the Federal Power Com- 
mission on that matter. 

In addition to that, the Michigan commission has, and has exercised, 
complete jurisdiction over the rates, the terms of service, the tariffs, 
and everything else of the intrastate distribution company, which in 
our section of Michigan is the Michigan Consolidated, and in the 
northern and north central section is the Consumers Power Co. 

Mr. Harris. Now I give full credit to what you have said about your 
interest in the public, I assure you that I do that. 
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Mr. Lez. And I give you the same credit, but I do not think this 
bill is what we both agree upon. 

Mr. Harris. I make that statement simply because I want to ask 
you 2 or 3 questions about this transaction. 

In 1954, the Panhandle Eastern Co., which serves—what, 127 million 
cubic feet ? 

Mr. Ler. 125 at Detroit, to the same company. 

Mr. Harris. How much does Michigan-Wisconsin serve you? 

Mr. Ler. I would say as of now, perhaps 125 million cubic feet a 
day. 

Mr. Harris. In 1954, Panhandle Eastern asked for a rate of 2314 
cents, did it not ? 

Mr. Lee. Before the Federal Power Commission ? 

Mr. Harris. Yes. 

Mr. Leg. Yes, sir. 

Mr. Harris. And you and Consolidated opposed that ? 

Mr. Ler. Yes, sir. 

Mr. Harris. In the same year, Michigan- Wisconsin asked for a rate 
in the Austin field of 30.85, did it not? 

Mr. Ler. Yes, sir. 

Mr. Harris. That is a little more than 7 cents per thousand more 
than you were paying to Panhandle Eastern ? 

Mr. Lez. Yes. But that line was constructed 25 years later. 

Mr. Harris. That was in the field, and would you agree that the 
estimated transportation cost would be about 4 cents? 

Mr. Ler. Now you are talking about the American-Louisiana, Your 
Honor. 

Mr. Harris. No, I am talking about Michigan-Wisconsin. 

Mr. Ler. What year did Your Honor state ? 

Mr. Harrts. In 1954. 

Mr. Ler. You mean that they asked for an increase in rate? 

Mr. Harris. No. They asked for a rate for 30.85 in the field. 

Mr. Ler. Let me answer that, sir. 

The rate of Michigan-Wisconsin, on its entire system, was 29 cents. 
Michigan-Wisconsin filed an application with the Federal Power Com- 
mission to increase that rate 314 cents. On behalf of the city of 
Detroit, I intervened, and the attorney general of Michigan intervened 
on behalf of the Michigan Public Service Commission. After the 
case had been in progress for some while before the commission, the 
staff of the commission sent all the intervenors a letter and the letter 
was to this effect : 

The Michigan-Wisconsin Pipeline Co., if they are allowed the 3% cents, the 
increase from the 29, they will not ask for another increase for at least a year, 
= we believe they are entitled to that and we recommend that it be acquiesced 

And I refuse to acquiesce in such a settlement, by letter, unless all 
the intervenors served unanimously did so. So it fell through. 

And then what happened? That 314 cents went into effect, you 
know, under the 5 months’ provision under a bond for refunding when 
the ultimate order came down. And then when Michigan-Wisconsin 
did not get that agreed to, they asked for another increase from 31.5 
to 35 cents. And we fought that increase. 
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What happened was that by the final order they got 31.6, by the 
final order, instead of 31.5 that the Commission recommended. And we 
would not agree to go along with it by stipulation. 

Then Michigan-Wisconsin filed another application and said, “We 
have an obligatory provision in our contract with our only supplier, 
Phillips Petroleum Co., that we can’t get out of, and we maa like 
to present that issue to your Commission.” And we intervened in 
that. 

That went into effect under the bond, I think it was the first of 
April, $1 million plus five hundred some odd thousand dollars, and 
were amply protected with that bond and 6 percent because we are 
going to get our day in court before the Commission, before the final 
order comes out, and if they do not allow it in whole or in part we 
get the refund with 6 percent interest. 

Is there anything wrong with that ? 

Mr. Harris. But the net result is that the final rate, which was given 
on January 27, 1955, was 33 cents in the field, plus 4 cents transporta- 
tion, or a total of 37 cents, is that not right ¢ 

Mr. Lee. Your Honor, you speak about in the field and so forth. 
I am speaking about the rates, Your Honor, to the distribution com- 
pany. It was 29 cents. The application was to increase it to 31.5. 1 
told you about the proposed stipulation and I told you about the final 
order to the distribution company. 

Mr. Harris. Was that not in the field 

Mr. Ler.. No. That was the rate to the distribution company. 

Mr. Harrts. I understood from the record that I have here from 
the Federal Power Commission in this docket on the case that it was 
33 cents in the Austin field, plus 4 cents transportation, which was a 
total of 37. 

Mr. Ler. Pardon me, when you said field I assumed offhand you 
meant the field where the gas was produced. 

Mr. Harrris. No, the Austin field. 

You know where the Austin field is. 

Mr. Lee. Yes. 

What happened, Your Honor, was that the Michigan-Wisconsin 
brings the gas up to the field, abandoned oilfield in lower Michigan, 
there on the peninsula. Then the line goes under the lake and serves 
Wisconsin. So that was the rate fixed for delivery to the field. 

But there is a line that comes down from the field, 125 miles, Your 
Honor, from that field to the distribution company at Detroit, and 
you have to add the extra cost of transportation oek. 

Mr. Harris. That is precisely what I am saying. Which made the 
total cost of 37 cents. 

Mr. Ler. At the gate. 

Mr. Harris. To Michigan-Wisconsin. 

Mr. Ler. No, at the gate to Michigan Consolidated, Your Honor. 

Mr. Harris. As against what you are paying to Panhandle Eastern, 
of 26 cents now. 

Mr. Lee. I can answer that. 

Mr. Harris. That is 11 cents more now the consumer is paying in 
Detroit to Michigan-Wisconsin, which is an affiliate to your distribu- 
tion company than you are paying off to the independent company, 
Panhandle Eastern 

Mr. Lee. Now will you permit me to answer it? 
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Mr. Harris. I just ask you if that is a fact, and that is all 1 would 
like to know. 

Mr. Ler. No. You would like to know just what the facts are, IL 
take it. 

Mr. Harris. That is right. 

Mr. Lee I will tell you what the facts are. 

Since 1940 when the original 15-year contract between Panhandle, 
starting in 1936, terminating in 1951, December 31, was entered into, 
that was the first gas brought to Michigan by an interstate line, in 
1938. Now, that contract originally called for 90 million cubic feet 
a day at Detroit. It was subsequently amended to 110 million, and 
then in June 1940 it was amended to 125 million. 

Now, then, when Panhandle kept those deliveries up, and then when 
the new line sought a certificate in 1946, in the testimony in that 
hearing—there is no dispute about this, the record will sustain it— 
one of the top executives of the proposed new line said that when 
their line was built they wouldn’t have to take another drop of gas 
from Panhandle. Then during the noon recess he came back and 
said, “We will take up 87.5 million cubic feet a day.” Which was a 
cutback of 30 percent. 

Now, that happened in 1946. So when the 15-year contract expired 
December 31, 1951, and 6 months before that, and in compliance with 
the terms of the contract between Panhandle and Michigan Consoli- 
dated, Panhandle notified Michigan Consolidated that it would not 
renew the contract for more than 87.5 million, or a 30-percent cutback. 

So we went into court to keep the gas, 1 mean before the Com- 
mission, and we got the order keeping it at 125, predicated upon the 
public necessity and convenience. And Panhandle appealed that 
order to the United States Circuit Court of Appeals for the Third 
District in Philadelphia, and the court sent it back to the Commission 
for reevaluation because that was a question whether Panhandle had 
a total deliverability to keep up that 125 million. 

And just the other day the Power Commission—and I have an 
order here and we intervened in that—the Power Commission re- 
fused Panhandle’s proposal to cut back because the public interest 
demanded that they stay. 

_ Mr. Harris. I did not ask you that question and did not even suggest 
it. 

Mr. Lez. No. You want to know the facts. I am telling you that 
Panhandle was built in the days of depression. The new line was 
built in the highest days of inflation. But, nevertheless, both of 
those things were predicated upon costs until the last decision in the 
Panhandle case, both of their rates, Your Honor. 

And with the magnificent, well-equipped staff of the Federal 
Power Commision, every angle of this thing is gone into. And that 
is the price they arrived at. 

Mr. Harris. I am not quarreling with that. The only thing I am 
saying is that the final result is that the consumers of Detroit are 
paying 11 cents more to Michigan-Wisconsin that they are paying 
to Panhandle. 

Mr. Ler. For a line that was built in the height of the depression 
and in a line that was built in the height of inflation. But that is the 
answer to costs, and is not that right? Should they not get a return 
on their legitimate cost? Certainly. 
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Mr. Harris. I am not asking that. I am just asking you the simple 
question: Isn’t it a fact they are paying 11 cents more? 

Mr. Lee. But what is the significance of that, if it is justified they 
be paid after long, continuous hearings before the Power Commis- 
sion? That is like comparing potatoes with apples, it doesn’t mean 
anything; just for propaganda purposes. 

Certainly we hold no brief for Panhandle, we certainly hold no 
brief for Michigan Consolidated, nor for Michigan-Wisconsin. We 
only hold brief for the public interest and we take the position where 
the public interest is best served in every case. And I will defy any- 
body to show different. 

Mr. Harris. Mr. Lee, I would like to ask you a little bit about this 
American Louisiana. 

Mr. Lee. I would be glad to answer. I can answer it, and I hope 
you let me, because I would like to get that in the record. 

Mr. Harris. I think we have used enough time under the circum- 
sances. 

Mr. Ler. No, please ask me about the American Louisiana, because 
I want to tell you something that I know you will be glad I told you. 

You want to know about the proposed American Louisiana Pipe- 
line, which is also affiliate of the holding company, the American 
Natural, referred to. 

Mr. Harris. Yes. 

Mr. Lee. You want to know how the city of Detroit could in any 
way approve a 20-cent rate for that new pipeline at the wellhead. 

Mr. Harris. In the field; yes. 

Mr. Ler. Now let me tell you the answer. 

When that case started before the Federal Power Commission—- 

Mr. Harrts. I have taken too much time now, and 

Mr. Lee. What difference is time against the truth 4 

The CuHatrMan. May the Chair intervene? 

Mr. Lee, I know that the gentleman from Arkansas was trying to 
make it easier on you. 

Mr. Lee. I don’t want anybody to be easy; I simply want to get 
the facts. 

The Cuatrman. We were all trying to do that, and I feel certain 
that any statement you may care to submit on this question that we 
will be glad to have it for the record. There may be some other ques- 
tions, and you have had a rather tiring day, and we are trying now 
to make it a little easier on you, sir. 

Mr. Ler. Now, Congressman Priest, would you do me a favor? 
Would you please just give me 3 minutes to tell you about the Ameri- 
ean Louisiana case, right here and now? That is all I ask. 

The CuarrMan. You may proceed. 

Mr. Ler. Thank you, sir. 

The Cuatrman. I will not deny that request, but I want to empha- 
size that I suggested the we ease the day for you as nearly as possible. 

Mr. Ler. That is all right, and I appreciate the kindness. 

The CuarrMan. You may take 3 minutes to discuss that question. 

Mr. Ler. Yes. 

We refused to place any approval on the proposed line until we 
heard the facts. When I say “we” I mean the government of the city 
of Detroit. So we get into the proceedings. And while we are in the 
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wroceedings and before the city takes any position, the Honorable 
Albert Colbert, the mayor of Detroit, calls me to his office and says, 
“Mr. Lee, I have to sign the j journal of the common council approving 
the new line. I have before me”—this is 10 0 clock in the morning— 
“T have before me the Detroit Free Press, the morning newspaper. I 
see here a statement by William E. Dowling, attorney for Panhandle, 
that Panhandle makes a tender of all the gas they need at 181% cents. 
How can I sign it if that happens? I have until 5 o’clock this after- 
noon to sign it or to veto the common council endorsement. You stay 
here, perhaps we will get the proposal.” 

Immediately I telephoned that information to the attorney quoted, 
and the attorney for Panhandle. Immediately he started the ball roll- 
ing to get a commitment, and we never got any commitment. 

‘And what was the result? The only place we could go get what the 
public demand requires is to the new line. 

Panhandle sought to wipe out before the Federal Power Commis- 
sion, within the last year, its interruptible rate schedule. We beat 
that. And then when Michigan-Consolidated addressed them a for- 
mal letter asking them to enter into a contract for 100 million cubic 
feet a day of that interruptible schedule they refused to do it and said 
they were appealing it to the court. But the appeal didn’t mean a 
thing because they did not get a stay. 

And the order of the Federal Power Commission says that that inter- 
ruptible rate schedule, that the gas shall be sold first at a certain per- 
centage to utilities. And what is happening? I am before the Fed- 
eral Power Commission in the last 2 weeks fighting Panhandle’s at- 
tempt to sell it to Windsor, Canada, instead of the utility that needs 
it in the United States. 

In other words, what has been going on is: We want the gas, we 
have to pay that price to get it, but we would be tickled to death to 
take it from Panhandle, and we have always been tickled to death. 
They say they want to serve the market. They don’t serve it, but they 
want to veto any other service tothe market. Thatisthetruth. 

Thank you, sir, very much. That isthe truth. 

The CHarman. Any other questions ? 

Mr. Hale? 

Mr. Harr. Mr. Lee, I have two or three very simple questions, and 
it would be helpful if you could answer them as briefly as possible. 

On page 1 of your statement you say : 

The Harris bill in effect takes an estimated $200 million to $800 million per year 
out of the pockets of 60 million consumers. 

Now, what is the derivation of those figures, $200 million to $800 
million ? 

Mr. Ler. The answer to that is this: that if the average price per 
day for the gas at the wellhead is 10 cents, and if that gas goes, say 
5 cents up, then that is the basis for the $200 million. And if it goes 
up to what the industry is passing out word, sub rosa and otherwise, 
they hope to achieve it for 25 cents at the wellhead. So as it goes up 
from the 10 to the 25 it goes up 15 cents and you multiply that. by the 
number of gas users in ‘the United States, and you multiply it by 2 
ina family and you get $800 million as the answer. 

Mr. Hate. Those figures have been used several times. They are 
based entirely on apprehension ? 
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Mr. Ler. No, sir. They are based entirely on absolute figures 
we can give you and we have given you in this report. 

Mr. Hate. Based on figures to the extent that you take a given 
number of trillion cubic feet and multiply them by a hypothetical 
price increase? 

Mr. Ler. Oh, no. We multiply the number of hundred cubic feet 
by the official report of the number delivered. 

Mr. Hare. Certainly. 

Mr. Ler. Is anything fairer than that? 

Mr. Hate. But I mean the increase of 5 cents is a hypothetical 
increase; the increase of 10 cents is a hypothetical increase. With 
equal justice you might have said an estimated 800 million to 2 billion. 

Mr. Ler. No. It is not hypothetical. If you will pardon me for 
saying it, there is a false premise. If you pass this bill and put your 
stamp of approval upon the so-called Fairfield formula, it will go to 
25 cents. And that is just the reason why we are here telling you 
about what will be the result. 

Mr. Harze. Why may not the result be a price far more than 25 
cents, Mr. Lee ? 

Mr. Lee. That is at the wellhead, Your Honor. 

Mr. Hair. Why may it not go to more than 25 cents? 

Mr. Ler. No. The average now is ten. 

Mr. Hate. I say may it not go to more than 25 cents. 

Mr. Lee. Under that formula? Yes, sure. 

Mr. Hate. Under any formula ? 

Mr. Ler. No, not any cost formula. 

Mr. Hate. Do you know what the price of natural gas is going to 
be 10 years from now ? 

Mr. Ler. We will meet that 10 years from now. We have been 
meeting this issue for the past 15 years, every year, every month. 
If you adhere to the formula that has always been the formula until 
this Panhandle decision—by the way, I am appealing that to the 
court, and if you pass this bill you knock out our appeal, you invali- 
date it, you wipe it out. 

Now that cost formula is what we stand for, not that “Rock Candy 
Mountain” Fairfield formula. 

Mr. Hare. Mr. Lee, you will be a lot more helpful if you answer 
these questions. 

Mr. Lee. Yes, sir; I will be glad to. 

Mr. Hare. Because I am trying to get information. 

On page 3 of your statement you say: 

Should the Harris bill be passed, no regulation of sales exist and a twilight 
zone will be created wherein consumers will be at the mercy of unregulated 
producers, with runaway, uncheckable prices certain to result. 

Now, from the date of the passage of the Natural Gas Act in 1938 
down to June 7, 1954, is it not a fact that these consumers were at the 
mercy of unregulated producers? 

Mr. Ler. Are you talking about the so-called independent, or the 
gas-pipeline-owned gas production ? 

Mr. Hare. About the producers. 

Mr. Ler. You have to differentiate because always, Your Honor, 
since the Natural Gas Act was passed, the production opened by the 
pipeline itself has always been under regulation. 
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Mr. Hate. Mr. Lee, is it not a fact that the Federal Power Commis- 
sion has never regulated the producers and gatherers or the sales by 
producers and gatherers to interstate pipelines down to the time of 
the Phillips decision ? 

Mr. Ler. They have refused to invoke their power to regulate. 

Mr. Harz. That is what I want to know. 

So that all during that period the consumers were in fact at the 
mercy of unregulated producers. Yes or no? 

Mr. Ler. I cannot answer it yes or no, if you will just yardon me. 
Not if the gas was owned—you have to put the word “ inde pendent” 
in there, if you will pardon me, because the gas owned by the pipeline 
itself has always been regulated, without question. 

Mr. Hare. Tam talking about the independent producers, of course. 

Mr. Ler. Pardon me, you did not have that word in there. 

Mr. Hae. All right, put it in. 

And your independent producers were unregulated ? 

Mr. Lee. And that is why we fought the Phillips case, to get them 
regulated, and that is why I raised the issue in 1946 before the Federal 
Power Commission when the new pipeline was seeking the certificate 
and the evidence showed that Phillips would be the sole supplier. 

Mr. Hare. But you suggest, Mr. Lee, and many other people who 
discussed this situation suggest that the Harris bill would grant a new 
immunity to independent | producers, whereas actually all the Harris 
bill does is to continue the situation that existed before the Phillips 

case, except that this bill would confer some jurisdiction upon the 
Federal Power Commission to pass on the fairness of price in new 
and renegotiated contracts; is that not a fact ? 

Mr. Ler. Let me answer that. You say that all the Harris bill 
would do— 

Mr. Hatz. I want you to answer it. 

Mr. Lee, I do not see why you cannot answer simple questions with- 
out putting in all these self-righteous assertions. 

Mr. Ler. No. You have said, sir, if you will pardon me, you have 
said that all the Harris bill will do will be to put us back to the same 
position as it was in the unregulated procedures before the Phillips 
decision. In other words, are we to give up regulation because for 
all those years the Commission refused to take jurisdiction? There 
is no justification in that. 

Mr. Hare. Give up regulation when you never had it? 

Mr. Ler. But we have it now and have had it all the time, and the 
only human agency that administers it wouldn’t do their duty and 
take it. 

Mr. Harr. When you say we had it all the time, that is not accurate. 

Mr. Ler. We had it all the time; yes, sir. 

Mr. Hare. Under the Phillips decision the Federal Power Com- 
mission had a right or, if you please, a duty which they did not exer- 
cise or did not perform. 

Mr. Ler. That is right. 

Mr. Hare. But the fact remains that during that period from 1938 
down to 1954, a period of 16 years, the independent producers were 
not regulated. When you talk about giving up regulation you use an 
inaccurate expression because you never had it. 

Mr. Lee. The Power Commission, under the Supreme Court deci- 
sion, said they had the jurisdiction for the 16 years, since the act was 









1506 NATURAL GAS 


passed. Now, are you going to punish us because these men didn’t 
do their duty and take it? That is why I raise the Phillips case. 

Mr. Harz. The whole question before the Congress, Mr. Lee, is 
whether the policy of this Nation with respect to independent pro- 
ducers of natural gas should be the policy indicated by 5 justices of 
the Supreme Court in the Phillips case, or the policy indicated bv 
3 justices in the Supreme Court in the Phillips case. That is sub- 
stantially the question before this Commission. 

I do not ask you to answer it, 1am through. If you want to make 
a speech, make a speech. 

Mr. Lev. No; Your Honor, please be patient with me. I appreciate 
your courtesy. 

Mr. Hatz. I have been patient with you all day. 

Mr. Ler. I know you have, but I feel your policy should be predi- 
cated on public interest, to protect the ultimate consumer. That is 
the guiding light of your policy, it says so in the act. Now you talk 
about policy, that is it. I do not like to be put in the position of 
trying to tell you something that isn’t so. That is the policy. Con- 
gress said we must pass this act to protect the ultimate consumer, and 
just because the Power Commission refused to do its duty for 16 years 
is no reason why we should be punished forever. That is the fact. 

Mr. Hate. Mr. Lee, please do me the courtesy 

The Cuarrman. Mr. Hale is asking a question now. 

Mr. Hate. Mr. Lee, let me say to you that the policy of the United 
States is going to be fixed by Congress and not by you. 

Mr. Les. It is going to be fixed by the Congress in conformity with 
the statements and the words and the letter of the Natural Gas Act. 
And you can’t get away from it, sir. And if anybody can show me 
you can—and I don’t mean to in any way be disrespectful, I don’t want 
to get tiresome, but we are speaking against millions, and you must 
listen to us. 

Mr. Harris. Mr. Chairman, I ask that we proceed in regular order. 
I think we are entitled to it. 

The Cuatrman. We must proceed in regular order. The Chair 
hopes there will be no more outbursts of emotionalism. 

We recognize this is a controversial question. Mr. Hale was pro- 
ceeding to questions to which he felt answers should be given without 
any prolonged discussion of political philosophy. The Chair feels 
that the policies will be fixed by the Congress. Whatever the policies 
are, the Congress will fix them. The Congress is the policymaking 
body in this and all other fields. 

The Chair feels that we must proceed from this point on with delib- 
eration and in order. 

Do you have any further questions, Mr. Hale? 

Mr. Hare. No, Mr. Chairman. 

The Cuarrman. Are there further questions? 

Mr. O’Hara. Yes, Mr. Chairman. 

The CuHAtrman. Mr. O’Hara. 

Mr. O’Hara Mr. Lee, I appreciate this has been a long day for you, 
as it has been for me. I assure you that I accord you the respect of 
viewpoints, those with which I agree and those with which I disagree. 

Now, as I understand you statement and the testimony which you 
have given in response to answers, you do feel that the regulation of 
the producer is necessary at the producing end? Is that correct? 
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Mr. Lee. Yes, sir. 

Mr. O’Hara. You feel that there should be Federal regulation at 
the distribution end as well? 

Mr. Lee. State regulation at the distribution end, Your Honor. We 
have that. 

Mr. O’Hara. May I ask you one other question? And I do not want 
to take up any more time than that one question. 

Take the position which you take in that you feel that the Phillips’ 
decision should stand as it is; would you agree with the statement 
which has been made by other people of distinguished legal learning, 
that they feel that under that decision that there are existing contracts 
for the supply of gas at rates which will be not fair and reasonable 
in the light of present conditions? 

Now, assuming that the Phillips’ decision does give the Federal 
Power Commission jurisdiction over all contracts that exist—I am 
speaking of the independent producers—do you feel that the Federal 
Power Commission would have the authority to increase the price 
of gas in certain contract instances where the price is below what is 
the fair and reasonable market price? 

Mr. Ler. Your Honor, the best answer to that is that within the 
last 10 days the Federal Power Commission allowed an increase in 
an independent producer’s price, subject to a bond pending the ulti- 
mate hearing and ultimate order after everybody had had their 
day in court. It just happened last week. 

Mr. O’Hara. I had not heard about it, but I just assumed it as 
a general proposition of law and equity, that that would be true under 
the Phillips’ decision. 

Mr. Ler. That is right, sir. 

Mr. O’Hara. Thank you. 

That is all, Mr. Chairman. 

The Cuarrman. Are there any further questions? 

Mr. Dies. Mr. Chairman, I just want to make a very brief statement 
to Mr. Lee. 

The CHatrman. Mr. Dies. 

Mr. Dries. I hope he is not under the impression that anyone has 
the remotest idea that either he or the group that he represents is 
not entirely sincere and entirely justified in their appearance here. 
There are many factors that this committee must consider. 

You are entirely correct in saying that we must consider the interest 
of the ultimate consumer. At the same time, I know that you would 
agree with me that we have to consider the interest of the producer 
and of all segments of the industry and that the question before us 
is: What is the best thing to do for everybody concerned ? 

And it certainly is not any reflection on any group that comes before 
us because it has different views than another group. No one knows 
what this committee is going to do. Many of these gentlemen on 
the, committee are not from gas-producing States. The producer 
interest is important in my State; so is the consumer interest. We 
have more consumers than producers. And what we are trying to 
do as best we know how is to determine what is the best thing for 
everybody concerned. 

I just wanted to make that statement because you seemed to be under 
the impression that someone had the idea that you and the splendid 
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group that you represent are actuated by some sort of ulterior motive. 
And that, of course, 1s not true. 

Mr. Ler. No, it is not true. And the only reason we are here is 
because we know from experience, from great industry in analyzing 
these matters, from weeks and weeks of objective consideration, that if 
this bill passes it will do just what we say it will. And we ‘believe 
that, and any ideas you gentlemen have 

Mr. Dies. I first came to Congress in 1931, Mr. Lee, and a very old 
Member told me something once » that I shall never for get. It took me 
a long time to learn it. “Martin,” he said “I have been here 4 years, 
and I want to tell you something for your benefit.” He said, “No bill 
is as good as the proponents say it is or as bad as the opponents say it 
is. 





The Cuatrman. The Chair believes that is a good note on which to 
end Mr. Lee’s testimony. 

Mr. Ler. Thank you very much. 

The Cuarman. Thank you for your stamina and endurance during 
your long, hard siege before the committee. 

Mr. Ler. Thank j you, gentlemen. 

The Cuamman. Now may the Chair inquire: Is Mayor Frank Zeid- 
ler of Milwaukee present ¢ 

Mr. Zerwier. [ am, sir. 

The CHarrman. May the Chair inquire as to how much time your 
statement will require? 

Mr. Zeipuer. I intend to be very brief, sir. 

The Cuamman. Thank you, Mayor Zeidler. You may proceed. 


STATEMENT OF MAYOR FRANK P. ZEIDLER, OF MILWAUKEE, WIS. 


Mr. Zetpter. Mr. Chairman and members of the committee, my 
name is Frank P. Zeidler, mayor of Milwaukee. I have been mayor 
since 1948. 

Rather than read the statement I have prepared, which I am filing 
with the committee, I would like to briefly summarize it. 

This is a statement which is directed to considering the proposition 
of what will happen to the consumers of natural gas in the Milwaukee 
area if the producers are exempted from regulation. The gas in the 
Milwaukee area is supplied by the Milwaukee Gas Light Co. This 
company purchases its gas from the Michigan-Wisconsin Pipeline Co., 
which, in turn, gets its supply from the Phillips Petroleum Co. And 
hence it has only a single source of supply. 

The Milwaukee Gas Light Co. purchased 2,340,000 therms of natu- 
ral gas in 1954. The cost of this gas was 3.6 cents per thousand cubic 
feet. And if this is changed into its equivalent of therms, this would 
be 3.23 cents per therm. 

Now, if, therefore, an increase of 1 cent per thousand cubic feet in 
the wholesale price of natural gas were effected in the Milwaukee area, 
this would, in translating it into equivalent of therms, would cost one- 
tenth of acentatherm. That would mean, therefore, that an increase 
of 1 cent in the price of natural gas in Milwaukee would cost con- 
sumers $236,340 a year more; which would, of course, be transmitted to 
them by the various chains of regulation which exist. 
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It is interesting to note that the residential consumers, either the 
simple consumers or the space heating consumers, take up about 64 
percent of this particular production. 

Now, the question therefore is: If there is a precipitous rise because 
we have a single supplier, what would happen to the domestic 
consumer ? 

There are about 233,000, or there were 233,000 customers of the 
company in 1953—and I think this has substantially inceased by this 
time in 1955. But, on the average, they would pay about a dollar 
a year more per penny increase. It would mean that some of them 
perhaps would seek to change the type of appliance they used. If 
they were using the fuel for : simple residential purposes, they might 
try to change the kind of heating that they use. 

If they were to change the applies ince they would have to probably 
change to electrical supply. 

It is my understanding now that at the present time in the Milwau- 
kee area there is some close competition between gas ranges and elec- 
tric ranges. It is probably at an equilibrium right now. But many 
people could not afford to make the changeover, and this would answer 
the question of the gentleman from New York. 

In many instances, for those people there would be no alternate 
form of supply of home fuel, and they would have to pay whatever 
the market would bear. 

There is some competition also between natural gas for home heat- 
ing and oil. The differential probably would be represented by a 
5- to 5-cent increase at the present time in favor of natural gas. In 
other words, natural gas heating is less than oil heating at the present 
time and could probably rise 3 to 5 cents. 

If it were to rise only 3 to 4 cents, on the basis of the calculations 
[ gave you previously that would mean from three-quarters of a mil- 
lion to neary a million dollars more would have to be paid by the 
consuming interests in Milwaukee. 

The effect of a rise in natural gas on Milwaukee industry is, in my 
opinion, a calculable one. There are undoubtedly marginal indus- 
tries using this supply at the present time, who would have difficulty 
changing « over their appliances either to coal heating or to oil firing 
in order | to carry on their activities. And for them. 1 no doubt, an = 
crease in the price of natural gas would work some hardship, and, as 
said before, for a marginal industry it might be a critical factor in 
their particular operation. 

It is for this reason, therefore, that consumers in the Milwaukee 
area are alarmed about the potentialities that may exist in the prices 
of natural gas. 

We, of course, desire to see that a proper price is given to the pro- 
ducers so that they continue to supply this. But we feel that, under 
the provisions of the Natural Gas Act as it is now, this protection is 
afforded equally for the consumers and the producers. 

Mr. Harris. Thank you very much, Mr. Mayor. 

Are there any questions / 

Mr. Dies. I have just a few brief questions. 

Mr. Harris. Mr. ° Dies 

Mr. Dies. Mr. Mayor, in Milwaukee you began in 1949, and you 
were using 1,135,936 thousand cubic feet of gas. That increased from 
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1949 to 21,654,000 in 1953. So that you had an enormous increase in 
the use of gas in Milwaukee during that period ; that is true, is it not? 

Mr. ZemDierR. I would imagine that the increase is even greater now, 
I am not in a position to verify your figures, but I think they are 
substantially correct. 

Mr. Dies. They were taken from the reports of the Federal Power 
Commission. I am sure they are correct. 

Mr. Zerwuer. Yes, sir. 

Mr. Diss. Now, in 1949, your distributing company was paying 8.1 
cents per thousand cubic feet for gas, field price for gas. That in- 
creased to 914 cents in 1953, or an increase of a little over 1 cent a 
thousand cubic feet during that period of time. During that same 
time, while the field prices went up the price charged by the trans- 
mission company increased 5 cents per beni cubic feet. In 
other words, the field producer got a 1-cent increase and the trans- 
mission company got a 5-cent increase. 

And I may say, in passing, that that seems to be pretty well the 
story generally over the United States, from the figures which have 
been supplied to me. 

Now, your consumer in Milwaukee started out with—well, if he 
was a gas residential customer he started out paying $1.89, and in 
1953 he was reduced. Even though the field price went up a little 
over a cent and the transmission price went up 5 cents, in your city 
the customer got a decrease. 

I do not have the 1954 figure, but I have here up to 1953, and your 
customer had a substantial decrease in Milwaukee. 

So that tends to dispute your statement, the unqualified statement 
that if the field price goes up a cent it must necessarily follow that 
your consumer will have to pay an increased price, does it not? 

Mr. Zeer. Mr. Dies, if I may comment on that, I do not see 
how, under the present system of regulation, if the price paid to the 
producer in the field goes up, how that cannot help but be reflected 
in the price to the ultimate consumer. 

Mr. Dres. Because the transmission company started out with a 
limited volume, and as it increases its volume, which is an important 
factor, its cost per thousand cubic feet falls considerably. So that 
it could not only absorb a field price, but could reduce prices and 
still make money. 

Mr. Zeipter. Unfortunately, I don’t believe that has happened in 
the full extent in which those figures you have seem to reflect it. 

For instance, I have the report here that the fixed charge exists 
at the present time of 60 cents per month, and for the first 8 therms 
there is a charge of 16 cents, and then 13.6 per therm for the next 12 
therms. If we were to take 10 therms, which is roughly equivalent 
of 1,000 cubic feet, I think that would calculate out to $1.56 for the 
gas, plus 60 cents for the fixed charge. 

So I feel that their experience all the way along has been that all 
of the prices in the field have been reflected, and, in addition, we are 
constantly under pressure from the distribution companies to in- 
crease their own prices. I understand that recently there are certain 
conditions that have been changed which have allowed these dis- 
tribution companies increased factors. 
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I would also like to point out that we are not in this position only 
seeming to take a hostile attitude to the producers. It is our custom 
to check into all increases, There are many ingredients that go into 
the final cost of gas that is delivered from the ‘burners of a person’s 
kitchen stove. We endeavor to control, within a reasonable rate, 
all of those ingredients, of which one, of course, is the cost of the 
original supply. 

So we recognize that there is a tremendous spread between the 
original cost paid the producer and that which the consumer pays 
to the distributing company. And I suppose that is the reason why 
the producers are unhappy about the present circumstances, because 
all of the increases seem to have gone into the distributing companies. 

But even these slight increases, ,small as they are in terms of pennies 
per family, mount up to enormous sums when spread over a whole 
community. 

Mr. Dies. Of course, they do. But the reason I read these figures— 
and I presume they are accurate—is that so far as your experience is 
concerned in Milwaukee, you really have nothing to complain about 
during this period. 

Mr. "TE LER. We have this to say, that the changeover, which was 
very costly for many families, was ‘effected because the distributing 
companies promised a decrease in prices. And we went from manu- 
a gas over to natural gas because we were promised, I believe, 

20 percent decrease. And we expected these companies to fulfill 
their requirements, and they did bring the price of natural gas below 
manufactured gas. We now do not want that erased, because these 
investments are very substantial. A person simply can’t take the gas 
range and throw it out, and say, “I am going to buy an electric range,’ 
because there is a tremendous cost that occurs not only in buying nthe 
2 w appliance, but bringing the powerline into the home and all of 
he other attendant difficulties. 

Mr. Dies. But there is nothing that has happened to date that 
causes any complaint in your city, is there? I mean you would not 
say that the increase of a little over a cent to your supplier would be 
unreasonable when the transmission company, which is under Federal 
regulation, increased its price 5 cents during the same period ¢ 

Mr. Zetpter. I would say it would be unreasonable if the profits of 
the supplying company, the Phillips Petroleum Co., reflected an un- 
reasonable return. And I understand that return was recently as high 
as 17 percent. 

Mr. Dres. I do not have those figures. All I have here is the fact 
that your transmission company got a 5-cent increase, in the same 
period that your producer, who took many, many risks in the field, 
got only 1 cent, and your consumer got a decrease. 

Mr. Zerpter. I am unhappy about ‘that, but I am sure it is correct. 

Mr. Dries. Thank you, sir. 

Mr. Zeimpiter. I may say this in conclusion, that we studied the 
prospect of changing back to manufactured gas, and that would be 
almost an impossibility because, first of all, there is this enormous 
increase in consumption, which would require makin a new manufac- 
tured supply many times greater than the previous plant installations, 
and the cost would be very substantial. So that really we are dealing 
with a kind of monopolistic situation. 
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Mr. Dies. Right at that point: Of course, there is just really one 
question involved here, one basis question, and that is whether or not 
there is free competition in the production and gathering of gas. I 
assume that nearly anyone prefers a competitive system over any 
sort of Government regulation. 

Now, there is a great difference of opinion, and each man is entitled 
to his opinion. If there is no competition, if there is a monopolistic 
competition in the production and gathering of gas, it ought to be 
regulated. Any monopoly ought to be regulated, you have to do 
something about a monopoly. 

But my viewpoint is po that you have more competition in the 
production and gathering of gas, from what I have been able to 
observe in the State of Texas, with people going into the business as 
a sideline, doctors, lawyers; anyone that can get a little money to- 
gether or borrow a little money goes into the business. My observa- 
tion is that it is not true to say that it is not a higly competitive 
field. 

And, of course, it is upon that premise that I reach my conclusion. 

Others reach an opposite conclusion because they assume that there 
is not any competition. 

Mr. Zerpter. I feel that, as far as we are concerned, Mr. Congress- 
man, we do not have a competitive situation because we have only 
one source of supply. And that is what our concern is. 

Mr. Dies. As to marketing and as to distribution, it is not com- 
petitive. But that is under regulation. Now the question is whether 
you have to go further and do something that never has been done 
to date in practice, which is regulate the producer. 

And again that brings up the problem of trying to regulate thou- 
sands of producers. My own belief coincides with the Federal Power 
Commission, as expressed before our committee, that you will have 
an administrative problem that will in the end cause more confusion, 
more red tape, and less efficiency than you would have if you leave it to 
compeititive conditions. 

Now, I will agree with you that if Iam wrong about the competitive 
conditions and if the price of gas constantly rises, of course you 
are going to have to do something about it. I mean if it is unreason- 
able increses—we have to have customers and I cannot conceive of 
producers in the field or in Texas not trying to keep this price just 
as reasonabel as possible so as to satisfy you people and increase the 
number of their cusomers. 

Mr. Zempuer. I think we will agree that the common problem is to 
effect the sale between the producer and consumer at a price that both 
can agree to. 

Mr. Dies. That is exactly right. 

Thank you, Mr. Chairman. 

The Cuatrman. Any further questions ? 

Mr. Hinswaw. Mr. Chairman. 

‘The CuatrrMan. Mr. Hinshaw ? 

Mr. Hinsuaw. The witness has presented some very interesting 
figures. 

I would be interested to know what your engineer’s figure that 
manufactured gas would cost, percentagewise to natural gas today. 
They have gone into that subject quite deeply. 

Mr. Zeipier. I have a report here which I would be glad to submit 
tothe committee. It is not answered as precisely as you would like it, 
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but it comes to the conclusion that it would be impracticable at this 
moment to go back to manufactured gas. It goes into several kinds of 
gasses that could be produced, w hether it is coal gas, or oil gas, or water 
gas. It comes to the conclusion that it would be an impractical situa- 
tion to go back to manufactured gas if the competitive field 
clisappeared 

Mr. HiNsuaw. Of course, we are up against something right now 
that may make it necessary to go back to that. In other words, 
everybody in the United States has come to the conclusion that natur: al 
vas is a fine thing, and therefore they are all going to consumption of 
natural gas. Pretty soon the further availability of natural gas is 
going to run out. 

Mr. ZeIDLeER. May I point out that where originally we had perhaps 
9,000 persons enjoying space heating by natural gas, it Is now some- 
thing like 60,000 consumers, and that would require an enormous in- 
crease in plant expansion if that were to be manufactured, and 
at current prices that would be a very high figure. 

Mr. Hinsuaw. Have you in mind the figure that your engineers 

calculated for natural gas and for manufactured gas / 

Mr. Zeruer. No. They came up with the exact figure, except to 
point out that, for instance, in one instance the cost per therm might 
be double what natural gas it. If the natural gas cost per therm is 
$3.23, the cost of another type of gas like liquified petroleum gas 
might run to 8.7 cents or something higher. That would be more 
than double. 

Mr. HinsHaw. That is a very interesting figure because in my own 
State of California the production has been dropping quite rapidly. 
We produced a half billion cubic feet a few years ago, and we im- 
ported none. Today we are importing better than two-thirds of our 
use of natural gas, and production in the State has dropped to 231 
million, according to the last figure. 

Now, the nearest coal to our State is approximately 1,000 miles. 
It is quite some distance. So we would be up against a very serious 
situation if we had to forego the use of natural gas from Texas and 
New Mexico. 

We are quite anxious that the Texas and New Mexico people will 
discover more gas and sell it to us. We would be willing to pay quite a 
considerable price for it if we had to. 

I am sure that you agree that it is a fine thing, the use of gas, espe- 
cially when you can’t get coal. 

Mr. Zemuer. There are very many conveniences to it, and that 
accounts for the changeover. 

Mr. Hinsuaw. I notice that you stated in your mimeographed state- 
ment that the people of Milwaukee feel that if one producer of a com- 
modity so vital as natural gas is allowed to charge his own price for 
that commodity, there is no easy way to ascertain how high the price 
will go before it becomes competitive with other sources of fuel. That 
statement interests me because it evidently is not competitive with 
other sources. 

Mr. Zerpier. I should perhaps say other sources are not competitive 
with it. 

In the instance of oil, I think there is a differential of, say, 5 cents 
per thousand feet. I would make an estimate here at this moment. 
But that does not account here for the convenience of natural gas use. 
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There are certain conveniences about natural gas use that make it 
desirable even if it were to cost a little more. It costs more than coal, 
of course, but people like it because they can leave it unattended i in 
the winter time; they can leave home for 3 or 4 days. It goes on auto- 
matically. They don’t have to shovel-ashes or dirt. 

All these things have an advantage. 

Mr. Hinsuaw. There is a decreased cost of operating one’s furnace, 
especially a professional man that cannot attend a furnace. That is 
my case exactly. I cannot attend a furnace as much as I used to. I 
hauled coal and shoveled clinkers ever since I was old enough to 
handle a rod in and out of a furnace. J am glad I do not have to do 
that now. 

At that time I believe the price of coal was around $2.50 a ton. 
Presently I do not know what it is, maybe $28 or $26. So it is quite 
high. 

Mr. Zripter. I want to leave the impression that while I am saying 
there are many merits to natural gas, I still feel that the producer 
of it should get a return on it which is commensurate with his in- 
vestment and a fair return. That is the point we are arguing at 
this moment, and I feel that the present law will provide that. 

Mr. Hinsuaw. Of course, there is more than just a return. One 
has to make the money with w hich to explore and find more, because 
the various fields will go down in pressure and go down in pro- 
duction capacity. I believe that gas is a relatively short term fuel 
in comparison with the supplies of coal that are available. 

Mr. Zewier. That is true, and that raises a whole new question, 
which I think would be more e appropriately discussed by other repre- 
senatives from my State, the State public service commission, as to 
what kind of use should be encouraged in the field, that if this is 
a fuel that will be shortly exhausted, perhaps an entirely different 
kind of national philosophy should be "discussed as far as its develop- 
ment is concerned. But I am not prepared to go into that kind of a 
field at this moment. 

Mr. Hrysnaw. I think that is one of the subjects which this com- 
mittee is bound to give some attention to, nevertheless, We expect 
to call upon experts in that field to testify and give us some under- 
standing of it. 

I am ‘el: id that you have appeared here and given us the views of 
Milwaukee. I hope you will leave a copy of that study with us. 

Mr. Zepter. Yes, sir. 

(Report referred to follows :) 


REPORT ON RECOVERSION OF MILWAUKEE GAs LicHt Co. From A NATURAL TO A 
MANUFACTURED GAS SUPPLY, By CPTY OF MILWAUKEE BUREAU OF ENGINEERS, 
UTILITIES ENGINEERING DIVISION 

CIty OF MILWAUKEE, 
DEPARTMENT OF PUBLIC WorKsg, 
OFFICE OF CITY ENGINEER, 
Milwaukee, Wis., April 9, 1955. 
Re reconverson of the Milwaukee Gas Light Co. to a manufactured gas supply. 


Hon. FRANK P. ZEIDLER, 
Mayor, City of Milwaukee. 

DEAR MAyorR ZEIDLER: Prefacing this report, it might be well to state that | 
could find no instance in which a gas utility converted from a natural-gas source 
of supply to manufactured gas. There appears to be little or no information also, 
on installations of production facilities for manufacturing gas in recent years. 
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I have conferred with staff members of the public service commission and Mr. 
Dudley Brown, president of the gas company, and have also reviewed data intro- 
duced in our gas rate cases before the public service commission during the past 
few years. While I cannot give you concrete information on the probable cost of 
reconversion to manufactured gas, or its probable effect on existing gas rate sched- 
ules, I believe that there is presented herein, adequate information to permit 
you to decide whether such a reconversion is economically and practically 
feasible. 

Among the several factors which enter into a consideration of reconversion are: 

1. Increase in production capacity, pumping equipment, and gas holder 
facilities. 

2. Necessary additions to the transmission and distribution systems. 

3. Reconversion and adjustment of home appliances and gas-burning industrial 
equipment. 


EXISTING PRODUCTION FACILITIES 





The gas company’s existing production facilities for manufacturing gas con- 
sist of the West Side station, an LPG plant (liquid petroleum gas) with a capacity 
of 176,000 therms per day, and the third ward oil gas plant which has a capacity 
of 169,000 therms per day. The gas company also owns the Milwaukee Solvay 
Coke Co. which, in emergency, can produce 110,000 therms of coke-oven gas per 
day. Thus the present total production capacity, for standby or emergency pur- 
poses, is 455,000 therms per day. 

The West Side Station includes 40 tanks, each of 26,000 gallons capacity, 
for storing liauid petroleum. It produces propane vapor or butane gas with a 
heat value of 2,520 B. t. u.’s per cubic foot which is used in mixture with lower 
B. t. u. gases to provide the desired heat content in gas distributed to consumers. 

The third ward plant formerly produced water gas, but was converted to oil 
gas in 1950 at a cost of $129,000. In so doing, the capacity of this plant for 
standby service was increased by more than 50 percent. The cost of producing 
gas is very expensive at this plant so that its use is limited to short-term emer- 
gency service only. The gas manufactured has a heat value of 940 B. t. u. per 
eubic foot. 

The Milwaukee Solvay Coke Co.’s plant produces a 520 B. t. u. coke-oven gas. 
While its production capacity for emergency service is 110,000 therms per day, 
its maximum daily capacity of gas released from the coke ovens is 67,600 therms. 
However, there are practical considerations which prevent even this quantity 
from being manufactured. Coke-oven gas is a byproduct of coke production. 
In recent years, the market for coke has been so low that the production of gas 
has been well below capacity. The Milwaukee Sewerage Commission has a con- 
tract with the gas company for a minimum of 60,000 therms of coke-oven gas 
per day at a price averaging 3.2 cents per therm. The remainder of its require- 
ments are supplied in natural gas for which the average rate in 19354 was 9.2 
cents per therm. In the first 6 months of 1954, the gas company was forced to 
deliver 3,403,461 therms of natural gas at the coke-oven gas price of 3.2 cents per 
therm, because coke-oven gas produced averaged only 40,000 therms per day. 

Thus the gas company’s present production facilities might produce approxi- 
mately 225,000 therms of manufactured gas per day for continuous service. 





REQUIRED PRODUCTION CAPACITY 


It must be recognized that existing gas production facilities supplied the 1949 
demand for gas and not the considerably higher demand of today. In 1949, the 
last year in which mostly manufactured gas was supplied, the total sendout 
was 71,613,000 therms. In 1954, the total gas sold exceeded 231 million therms. 
The peak day’s sendout in 1950 was 329,000 therms compared to a 1,303,000 therm 
sendout on January 27, 1955. 

Much of the increase in the use of gas was contributed by space heating. 
Prior to conversion, there were 9,000 space-heating customers whereas today 
there are 63,000 such customers. In 1954, some 98 million therms or more than 
40 percent of the total gas sold went to space-heating customers. 

Obviously, reconversion to manufactured gas would require considerable addi- 
tional production capacity if the present demand is to be supplied. If production 
capacity is installed to meet the peak day’s sendout, which just recently was 
1,303,000 therms, an additional 1,100,000 therms of such capacity would be 
required. 
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COST OF ADDITIONAL PRODUCTION FACILITIES 


The cost of additional production facilities must be considered in conjunc- 
tion with the costs of manufacturing gas. Both of these items are extremely 
variable, depending upon the type of gas manufactured. Public service com- 
mission engineers had little information on current unit costs which might be 
applicable to the various types of production facilities because there have been 
no recent installations of which they had knowledge. However, the following 
discussion of types of manufactured gas and production facilities and operating 
costs provides a basis for comparison. 

1. Liquid petroleum gas: An LPG production plant requires a relatively low 
investment but the cost of producing this gas is high because of the high cost of 
materials—propane or butane gas. 

The gas company’s LPG plant, which is relatively new, cost $2.60 per therm 
of capacity, but since its construction prices have increased appreciably. The 
Wisconsin Southern Gas Co. added 48,000 therms per day capacity in 1954 at 
$4.70 per therm which is low because it was constructed by a large oil-producing 
company which undoubtedly gave consideration to the sales angle. 

The cost of materials contributes to the relatively high cost of LP gas. Mr. 
Brown, gas company president, estimated this cost, exclusive of fixed charges 
and pumping, at 85 to 95 cents per thousand cubic feet of 980 B. t. u. gas. This 
is equivalent to 8.7 to 9.7 cents per therm and compares with 3.23 cents per 
therm for natural gas based on the present price of 31.6 cents per thousand 
cubic feet of 977 B. t. u. gas. 

Commission engineers considered the above estimate conservative. It re- 
quires a minimum of 11 gallons of LP to produce 1,000 cubic feet of 1,000 B. t. u. 
propane-air gas. Thus the cost of material alone at the present summer price 
of 7 cents per gallon is 7.7 cents per therm and in the winter is substantially 
higher. 

The gas company in 1949 manufactured LP gas for $0.669 per thousand cubic 
feet, converted to 980 B. t. u. gas, which is equivalent to 6.8 cents per therm. 

2. Oil gas: This requires a higher production plant investment but operating 
costs may be lower than for LP gas. The gas company plant, which is a con- 
version of an old, inefficient water gas plant, represents an investment of $21 
per therm, but this is not a representative figure. Production costs at the Mil- 
waukee plant are very high because it is a standby plant and economy is of only 
secondary importance. 

3. Water gas: This type of plant is, according to Mr. Brown, the type most 
generally used by large utilities. The Commission only had information on old 
water gas plants at La Crosse and Marinette. The investment per therm of 
production capacity at these plants was $44 and $61.50, respectively, but current 
costs are probably 3 times those figures. 

The cost of producing water gas, exclusive of fixed charges, was 16.4 cents 
per therm at La Crosse in 1954 and 13.6 cents per therm at Marinette. In Mil- 
waukee in 1949, the last year in which water gas was produced, the cost was 
15.6 cents per therm. However, the Milwaukee plant was old and obsolete and 
the other plants are relatively small. Economies in construction and operation 
would undoubtedly be effected in a large modern water gas plant. 

4. Coal gas: This type of manufacture represents the highest investment in 
facilities but produces the lowest material and production cost. It is suitable 
only for a large operation. The commission had no records of such installations. 

The cost of producing coke-oven gas at the Milwaukee Solvay Coke Co. was 
submitted in the recent gas rate case as being 5.1 cents per therm in 1949, 4.2 
cents per therm in 1950, and 3.2 cents per therm in the year ending June 30, 
1951. However, it is a byproduct of coke production which, as stated previously, 
has been greatly restricted in recent years. There has also been a substantial 
increase in labor costs since the above dates. 

While one cannot determine the cost of additional gas manufacturing facili- 
ties required from the above, it is apparent that it would be considerable. LP 
gas which requires the lowest investment is suitable only for small plants or a 
supplementary operation in large plants. Water gas and coal gas plants which 
have lower production costs would require large investments in production fa- 
cilities. In small plants, it would be in excess of $100 per therm based on data 
supplied by the commission engineers. Even assuming a much lower unit cost 
for a large plant, the 1,100,000 therms of additional capacity required would 
entail an investment of many millions of dollars. 
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The cost of producing water gas in smaller Wisconsin plants, exclusive of fixed 
charges, was 13.6 to 16.4 cents per therm in 1954. No production costs on coal 
gas were available. However, even considering substantial economies in large 
plants, it appears that the cost of producing water gas or coal gas, plus the fixed 
charges on the expensive production plants required, would greatly exceed the 
3.23 cents per therm presently being paid for natural gas. 


PUMPING STATION 






Reconversion to manufactured gas would require the installation of additional 
pumping facilities to provide pressure for transmitting gas throughout the sys- 
tem. This is not necessary with natural gas which reaches the city gate station 
located at South 124th Street and West Cleveland Avenue at pressures in excess 
of 400 pounds per square inch, considerably above those required in the trans- 
mission and distribution system. 










TRANSMISSION AND DISTRIBUTION SYSTEM 










The return to manufactured gas would undoubtedly require additional trans- 
mission mains to be installed from the new production facilities to various points 
in the distribution system. 

The need for additional distribution mains would depend largely upon the heat 
value of the manufactured gas. Natural gas distributed in Milwaukee in 1954 
averaged 977 B. t. u. per cubic foot as compared to 520 B. t. u. in the manufac- 
tured gas distributed prior to 1950. If 520 B. t. u. manufactured gas is again pro- 
vided this would in effect reduce the capacity of existing distribution mains by 
47 percent. Higher B. t. u. gas can be manufactured, as is the case of both the 
LPG and oil gas plants in Milwaukee, but it appears that this is not possible in 
water gas or coal gas plants. If it is economically and practically possible to dis- 
tribute manufactured gas of a comparable heat value to natural gas (980 B. t. 
u.’s), the capacity of the distribution mains will not be reduced. 












RECONVERSION OF APPLIANCES AND EQUIPMENT 





When the gas company converted from manufactured to natural gas in the 
last 3 months of 1949, it was necessary to alter and adjust all appliances and 
gas-burning equipment in its service area. Natural gas is hotter than manufac- 
tured gas, has a higher specific gravity and different burning characteristics. 
Consequently, the ports on the burners of all stoves, appliances, and gas-burning 
equipment had to be drilled larger and orifice openings reduced. The cost of this 
conversion in 1949 was $4,809.055. Commission engineers stated that recent con- 
versions showed higher unit costs and expressed the opinion that reconversion to 
manufactured gas would be more difficult and more costly than was conversion 
from manufactured to natural gas. Since it would not be possible to reduce the 
size of burner ports which were drilled larger, many parts replacements might 
be required. 

The manufacture of a gas with burning qualities comparable to those of 
natural gas is possible, but considerable adjustment of equipment would still 
be necessary because of differences in specific gravity and heat value, The feasi- 
bility of providing a manufactured gas with the burning characteristics of nat- 
ural gas can only be determined through a comparison of the cost of producing 
such a gas with the cost of reconverting appliances. 



























EFFECT OF INCREASE IN WHOLESALE PRICE 






The gas company in 1954 purchased 236,340,016 therms of natural gas and sold 
220,534,000 therms, the difference being mostly lost and unaccounted for. Fig- 
ures are not yet available on how much of this gas was sold in the city of Mil- 
waukee. Consequently, the effect of a wholesale price increase must be computed 
on the total business of the company. 

The present wholesale price of natural gas is 31.6 cents per thousand eubic 
feet which is equivalent to 3.23 cents per therm. For every 1-cent increase in 
the wholesale price, the increase in the price per therm would be one-tenth 
cent. Based on the 1954 purchase of 236,340,016 therms, each 1-cent increase 
in the wholesale price of natural gas would cost the gas company an added 
$236,340. 

If the above price increase were passed on to the consumer without additional 
charges, the average domestic consumer, who uses 18 therms per month, would 
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pay 2 cents per month for each 1-cent per thousand cubic feet increase in the 
wholesale price. This same wholesale price increase would cost the average 
residential space-heating customer, who uses 1,8000 therms per year, an addi- 
tional $1.80 per year. 

OTHER CONSIDERATIONS 


Recognition should be given to the characteristics of the different gases when 
considering a change from one to another. 

Natural gas and liquid petroleum gas are not toxi¢ whereas water gas and coal 
gas have a high carbon monoxide content and are consequently very toxic. 

Natural gas and LP gas have a smaller explosive range than water and coal 
gas, thereby minimizing the explosive hazard. 

Natural gas is odorless and odorants are added to make it recognizable in the 
event of leaks. Leaking gas filtering through the ground may lose this odorant. 
There have been instances where accumulations in buildings have not been rec- 
ognized and have been exploded by a spark or lighted match. 

LP gas is heavier than air and its removal is difficult if it accumulates in base- 
ments or ground pockets. 

The gas company has a contract with the Michigan-Wisconsin Pipe Line Co. 
until January 1, 1971, which prohibits the gas company from distributing manu- 
factured gas except in the event of emergency. The coke-oven gas supplied to the 
Milwaukee Sewerage Commission and gas manufactured in test runs of produc- 
tion equipment are excluded from the provisions of the contract. 

The cost of constructing additional production, pumping, storage, transmis- 
sion, and distribution facilities to meet the present demand, and the cost of re- 
converting appliances and equipment would be considerable. The fixed charges 
on these items plus the higher production costs would, in the opinion of Mr. 
Brown, gas company president, force it out of its competitive position and price 
it out of much of its market, particularly industrial and space-heating cus- 
tomers. 

There has been little construction of production facilities for manufacturing 
gas in recent years, largely due to the high construction costs. It is a matter 
of record that utilities distributing manufactured gas alone do not have rate 
schedules which attract industrial and space-heating customers. In practically 
all instances, these latter customers are acquired after conversion to natural 
gas. 

In closing, I would like to convey a thought bearing on a restricting influence 
on increases in the wholesale price of gas. Regardless of public expressions 
by producers, they have large supplies of natural gas which are of profit to them 
only if they are sold. Considerable quantities of natural gas are sold for in- 
dustrial and space-heating purposes, a field which is highly competitive with oil 
and coal. It is reasonable to believe that the gas industry is desirous of retain- 
ing this market, a possibility only if it retains its favorable competitive position. 
I believe that this economic fact, probably more than any other, will have a 
restraining influence on arbitrary and excessive increases in the wholesale price 
of natural gas. It is not too far removed from the cost of other types of fuel 
to permit it to increase its prices without adversely affecting its market. 

Respectfully submitted. 

Harry BREIMEISTER, 
Utilities Engineer. 

Mr. Hinsuaw. The mayor of the city of Los Angeles, Calif., has 
disagreed with this group. He thinks this bill is a good bill and sent 
a telegram here the other day and hoped that the bill would provide 
additional sources of natural gas, with new discoveries and willing- 
ness to sell rather than convert natural gas to some other kind of use. 

Mr. Zeiwier. I am aware of his position. I may say I assisted 
Mayor Clark in the formation of his committee. I helped form a 
committee which led to the formation of Mayor Clark’s committee. 

While we are aware of the position of the mayor of the city of Los 
Angeles, we in our own community feel that we have only one sup- 
plier in the field, that we must have some kind of protection, and the 
only kind of protection we can see at this moment is that which ema- 
nates from the Federal Power Commission. 
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Mr. Hinsuaw. One supplier is perhaps a little different than our 
situation. 

That is all, Mr. Chairman. 

The CHarrman. Mr. Harris? 

Mr. Harris. To pursue that just a little further and get down to the 
basic question before us here, Mr. Zeidler: You have pointed up really 
the question, and that is the demand of the public for this fuel. And 
you have stated the reasons for that. 

Now, the public interest also requires that we pursue a policy in this 
country of obtaining supplies in order that this demand can be met. 

Mr. Zerpuer. Yes, sir. 

Mr. Harris. The basic question is for this committee to consider and 
for the Congress: Just what is the best policy in the public interest, 
both from the standpoint of reasonableness of the fuel and also future 
supply ¢ 

Would you say that would be right ¢ 

Mr. Zeipier. I quite agree with you. 

Mr. Harris. And both of those conditions are equally important to 
the future of the consumer interest ? 

Mr. Zreipter. Yes; I have no quarrel with your position. 

Mr. Harris. In the State of Wisconsin since 1945 gas for 200 therms 
has increased from $18.36 to $20.92. That isthe average. You would 
not say that was an unreasonable increase, would you / 

Mr. Zeipter. Will you restate that again, sir ? 

Mr. Harris. Two hundred therms of natural gas in Wisconsin has 
increased from $18.36 to $20.92. 

Mr. Zemier. Over what period of time / 

Mr. Harris. 1945 to 1954. 

Mr. Zemuerr. I would say that whether that increase is reasonable 
or not is dependent again on the return to the company which is pro- 
ducing it. If that return is unreasonable in showing profits for its 
operation, including expiration and the payment for dry holes; if 
that shows a return, say, in excess of 8 or 10 percent, I think that that 
return then is unreasonable. 

Mr. Harris. I appreciate that is a matter and fact to be considered, 
but, at the same time, you are considering ultimately what the con- 
sumer would pay, however? 

Mr. Zetpuer. Yes. 

Mr. Harris. Now, during that same time, bituminous coal and its 
equivalent of heating content has increased from $11.47 to $19.08, 
which is a tremendous difference, is it not ? 

Mr. Zemuer. Yes. 

Mr. Harris. And during that same time, fuel went up. You say 
you burn fuel oil in your area ? 

Mr. Zerpier. Yes. 

Mr. Harris. It has increased from $12.40, of the equivalent heat- 
ing content, to $20.25. So you can see that the character of the 
various types of fuel which the consumers pay for natural gas has been 
more constant in its increased price. 

Mr. Zetpter. On that I would not quarrel with you, except that 
that was the proposition on which natural gas was sold to our people, 
as a fuel for heating. 

Mr. Harris. And that policy you might say and production has 
proven to be true, has it not ? 
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Mr. Zemwier. Yes; except that now we are afraid it is about to be 
erased, and that is why we are here. 

Mr. Harris, That is the whole problem; it is the fear for the future. 

Mr. Zem.er. Yes, precisely. 

Mr. Harris. Up to now it has been all right, but what you want to 
be sure of is that we have correct policies for the future? 

Mr. Zewier. Up until now we have felt that we have as successfully 
us we could contained unwarranted increases. Our problem has been 
particularly with the transmission and distribution companies. We 
are now afraid that the problem will get out of control because we will 
not only have to deal with them but with a relative monopoly market. 

And again I must reiterate we have only one producer, which is 
Phillips. 

Mr. Harris. Is there anything wrong with the Michigan-Wisconsin 
going into the fields and competing, and getting other gas? 

Mr. ZerwieR. I was going to say in respect to Mr. Dies’ statement 
that I trust that some of those thousands of producers in Texas could 
somehow latch onto a system that would bring it up to Wisconsin. We 
feel much easier about the whole situation. 

Mr. Harris. I think that if you could relieve their fears as you are 
hoping your fears can be relieved, there might be some possibility of 
that. 

Mr. Zerwter. Mr. Harris, isn’t that the task of your committee? 

Mr. Harris. That is precisely it, and we are seeking all the light on 
it that we can, because we hope that a policy can be determined, be- 
cause most everyone seems to realize that something ought to be done 
to relieve the present chaotic conditions. 

That is all, Mr. Chairman. Thank you very much. 

The Cuatrrman. Thank you very much, Mayor. We are happy to 
have had you before the committee. 

Mr. Zerpier. Thank you, Mr. Chairman. 

The Cuarrman. At this point the chair desires to submit a state- 
ment by Mayor Donald H. Mead of the city of Syracuse, N. Y., for 
inclusion in the record. 

(Statement referred to follows:) 


STATEMENT BY Mayor Donatp H. MEap, Ciry or Syracuse, N. Y., Re H. R. 4560 


Mr. Chairman and members of vue committee, on behalf of the city of Syra- 
cuse, N. Y., I wish to submit a statement in opposition to bill H. R. No. 4560, in- 
troduced by Congressman Harris to the House of Representatives on March 2, 
1955, wherein it was proposed to amend the Natural Gas Act to remove from 
the jurisdiction of the Federal Power Commission the present power of regu- 
lation of contract prices for natural gas sold by producers to pipeline companies, 
prior to its entry into interstate transmission lines. 

The city of Syracuse has a population of approximately 230,000 and is in a 
metropolitan area of about 350,000 persons. It receives the majority of its 
supply of natural gas persons. It receives the majority of its supply of natural 
gas through Niagara Mohawk Power Corp., which, in turn, purchases gas from 
the New York State Natural Gas Co. The New York Natural Gas Co. purchases 
from the Texas Eastern Transmission Co., Tennessee Gas Transmission Co., and 
others. It maintains substantial storage facilities in the Tioga, Pa., area and 
is developing new storage facilities at a point east of Pittsburgh, Pa. 

Consumers’ gas rates in the Syracuse area are regulated by the New York 
State Public Service Commission. The product consumed locally is 100-percent 
natural gas and consequently the consumer cost is materially affected by the 
control of the cost of the product in the field. 

The number of house-heating consumers has increased 300 percent from 
13,495 in 1950 to 40,670 in 1954, while the number of gas users has increased from 
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67,141 to 78,786 during the same period. ‘This represents a great number of 
conversions from coal and oil, to gas heat. The average annual consumption 
of house heating consumers is 197.07 M ec. f. as compared to a national average 
of 87 Me. f.; the average or all gas coustomers is 128.51 M c. f. compared to a na- 
tional average of 43 M ce. f. annually. 

The cost at the distribution head, to the distributor Niagara Mohawk Power 
Corp., has increased from 39.88 cents per thousand cubic feet in 1950 to 51 cents 
per M ec. f. in 1954, an increase of 11.12 cents; 22 percent in a 4-year period, of 
which the local customer has absorbed 7 cents per M ec. f. by rate increases filed 
with the public-service commission. Escalator clauses filed with rate schedules, 
however, make provision for the consumer to absorb all cost increases to the dis- 
tributor hereafter. . 

Price ranges in the field, prior to the Phillips Petroleum case (347 U. 8S. 672) 
increased from 5 cents per M ec. f. in 1945 to 10 cents per M ec. f. in 1954, with 
some producers receiving, under pressure of the demand, 15 cents to 20 cents 
per M c. f. Without some regulative power by the Federal Power Commission, 
prices in the field could very well increase another 10 cents per M ec. f., at an 
ultimate increase in cost to consumers in the Syracuse area of approximately 
$800,000 a year, or $20 a year to each house-heating customer. By the same 
token 78,786 gas customers in 1954 in the Syracuse area, consuming an average 
128.51 M ec. f. annually, would pay $12.88 increase in rates each year for each 
10 cents per M c. f. increase in the field. 

Syracuse area heating-gas consumers have an estimated $15 million invested 
in gas-heating equipment. These families would be at the mercy of the producers 
in the field, without Federal control, and financially unable to convert their $16 
million investment into coal or oil heating units. 

While these consumption figures are based on the metropolitan Syracuse area, 
the city of Syracuse constituted 68 percent of the house-heating customers and 
86 percent of the general-purpose users. Consequently, lack of control of price 
at source is of vital importance to our community. 

All that should reasonably be expected is a fair return on the investment. 
This has been accorded carriers and distributors, who, in turn, are dependent 
on the producers of gas for supply to the consumers. The entire matter of the 
use of zas for residential, commercial, and industrial purposes is affected with 
a basic public interest and should be contrelled, within reasonable limits, from 
the earth to the burner. No governmental agency can properly perform the 
public function this protection requires, other than the Federal Power Commis- 
sion. Congress should retain this control by defeating the Harris bill. 

The city of Syracuse respectfully requests this Congress to preserve to the 
people of this country the equal protection of its laws by retaining control of all 
phases of the production, fransmission, and consumption of gas in accordance 
with the existing provisions of the Natural Gas Act. 


The CHatrman. Before we proceed now with Mayor Berg, of 
Akron, Ohio, I want to state that before any agreement had been 
made among the group we are now hearing as to the order of appear- 
ance, that the committee had given a definite date to the attorney 
general for the State of Wisconsin for him to be heard at the opening 
of the hearing tomorrow morning at 10 o’clock. Then we will resume 
with the remainder of the mayors and city representatives. 

That being the case, we will hear your statement, sir, and then we 
will adjourn for today. 

Mr. Bere. If it pleases the committee, I can wait until tomorrow. 
T have made preparations to be here tomorrow if the committee would 
like to recess. 

The Cuarrman. The only point is that we have so many witnesses 
to try to clear during the remainder of the week. Your statement 
would take about 

Mr. Bere. Eight to ten minutes. 

The Cuatrman. If it is agreeable to you, then we will proceed with 
your statement at this time and then the committee will adjourn. I 
regret that because of the lateness of the hour we do not have as full 
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au committee membership present for you as we would like to have, 
but those are circumstances we cannot control. 


STATEMENT OF HON. LEO A. BERG, MAYOR, CITY OF AKRON, OHIO 


Mr. Bere. My name is Leo A. Berg. I am mayor of the city of 
Akron, a community which, by the end ‘of this year, will have approxi- 
mately 300,000 inhabitants, nearly all of whom are consumers of 
natural gas. 

It is as the elected representative of these consumers that I appeat 
here today. I am neither an engineer nor an attorney. Therefore, I 
must rely upon the technical knowledge and advice of my commis- 
sioner of public utilities and my public utilities attorney to evaluate 
the effects of this proposed legislation. They have advised me that 
there is no legal or economic reason which will cause any measurable 
decline in either the quantity or the price of gas if the Federal Power 
Commission regulates the independent producers as the Supreme 
Court has ruled it must. Conversely, I am informed that without this 
regulation, there will be no effective control of either the supply of 
gas or the price of gas at the wellhead. 

It is clear that the degree of control of supply exercised by a rela- 
tively few producers makes price setting by competitive methods im- 
practicable. Regulation, a process designed to fix fair prices in the 
absence of effective competition, is here ‘sought to be destroyed. One 
does not have to be an economist to realize that field prices for natural 
gas without regulation face an inflationary spiral. The fact that field 
prices have nearly doubled in the past 5 years, even with some color 
of regulation, should be warning enough of things to come should 
independent producers be given license to set rates at will. 

I am an elected official, just as are you gentlemen of this committee. 
As elected officials, we have a sacred obligation to advance the in- 
terests of the people we represent. My constituents are consumers of 
natural gas. Some of the people who sent you to Congress also use 
this exe -ellent natural resource. As a matter of fact, over 26 million 
consumers, representing over 100 million citizens, or over two-thirds 
of our population, do use natural gas. These consumers, the American 
people, will suffer from this legisiation. 

Recently, a tax bill was introduced in Congress which would have re- 
duced the small taxpayers’ burden by about $20 a year; it was de- 
feated because the Federal Government thought it had to have this 
revenue. But here, gentlemen, is an opportunity to save this taxpayer 
an even greater amount of money without any cost to the Federal 
Government simply by refusing to ‘pass the Harris bill or similar legis- 
lation. This is true because the eventual but inevitable result of non- 
regulation will be to raise the bill of consumers using natural ga 
for heating, not just $20 but perhaps several times th: at amount over 
the next few years. 

I have no animosity toward utilities in general or to gas companies 
in particular. But they seek nonregulation and I think it is pertinent 
to ask, “Why?” Is regulation so ‘burdensome that it will stifle the 
gas industry? ‘The proof i is otherwise, both within and without the 
gas industry, regulation while protecting the public has preserved and 
stabilized the industry regulated. Since regulation is fair to the in- 
vestor and the consumer alike, what do the gas producers do that 
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they wish to conceal?’ What do they wish to do that regulation will 
prevent ¢ Those who seek to prevent regulation expose themselves to 
the charge of favoring a powerful pressure group at the expense of the 
American people. 

I am presenting with my statement an editorial from a recent issue 
of the Akron Beacon Journal. This editorial opposes nonregulation 
in no uncertain terms. The Akron Beacon Journal is the only major 
newspaper in our city. It has been able to maintain its position 
largely by correctly interpreting and expressing the wishes of ifs 
readers. That its owner, John S. Knight, expounds governmental 
philosophy from the other side of the political fence does not detract 
from its views on this question; rather it confirms the concerted 
opposition in our area to tampering with the Natural Gas Act. _ 

In conclusion, I acknowledge that this problem has aspects with 
which I, as a practical administrator of a governmental unit, am not 
wholly familiar. Consequently, 1 know not what course you gentle- 
men will take. But as for me, reasons so powerful as to be over- 
whelming would be necessary before I would vote for any legislation 
which is clearly damaging to the vast majority of the persons who 
elevated me to public office. 

(The editorial referred to follows :) 


[Editorial, Akron Beacon Journal, April 14, 1955] 


THE GAS CONSUMER Is HELPLESS 


When J. French Robinson appeared before the House Committee on Interstate 
and Foreign Commerce in Washington a couple of weeks ago, Congressmen from 
gas-producing States gave him an extremely rough time. 

Robinson, president of the Consolidated Natural Gas Co., roused the wrath 
of southwesterners merely by urging modification of the pending Harris bill, 
which would exempt producers of natural gas from Government regulation. 

Richard O. Gantz, assistant law director of Akron, is scheduled to testify 
before the same committee today. He will be lucky to escape with his life. 
For he isn’t suggesting that the Harris bill be modified. He is urging that it 
be killed. 

The principal change recommended by Robinson, who is board chairman 
of the East Ohio Gas Co. as well as president of the Consolidated system, would 
continue regulation of field rates where contracts contain favored-nation and 
other escalator clauses. 

These clauses are a post-World War II phenomenon. Robinson described 
several types. His description of one of them, ‘“‘the two-party favored-nation 
clause,” may suffice to furnish a general idea of their effect. 

“Under this clause,” Robinson explained, “the specified price in a long-term 
fixed contract is increased in the event the buying pipeline company shall pay 
a higher price to another producer for gas in the same field or in an area 
specified in the contract.” 

Partly as a result of such clauses, the United States average field price per 
thousand cubic feet has risen from 4.9 cents in 1945 to 10 cents in 1954. 

As Robinson explained, “the Federal Power Commission proceeds on the 
general principle that it will allow as an operating expense in establishing tariff 
rates all costs which the pipeline companies pay under any unregulated contract 
with an independent producer. * * * 

“Thus, if the producers are exempt from regulation, the distribution com- 
panies and consumers are faced with the burden of automatically absorbing 
all price increases which resulted from favored-nation and other escalator 
clauses. The distributors and consumers have had no hand in determining or 
negotiating these clauses or prices. The pipeline has made its contract with the 
producer without consulting either the distributor or consumer and yet both 
producer and pipeline company expect that these real parties in interest will pay 
whatever price may result from the contract.” 
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Gantz also planned to stress the helplessness of the consumer. In a statement 
prepared for submission to the committee he described the growth of pipelines 
since 1948 and said: 

“The pipelines were, and are, interested primarily in the supply of gas and not 
in the price. Only the consumer was interested in the price and he was not ina 
position to complain. 

“During a comparable time period 100 oil and gas companies corralled over 85 
percent of the available supply of gas. This oligopoly of producers is now in a 
very favorable bargaining position. 

“On the other side of the bargaining table, supposedly representing the con- 
sumer, sits the pipeline company. The tragic part of the whole matter is that 
the pipeline company doesn’t represent the consumer at all, but really has an 
identity of interest with the producer. Most pipeline companies own substantial 
reserves of their own which they can use to supply their lines with a portion of 
their requirements. * * * 

“The consumer is forced to play in a game where everyone else is permitted to 
use loaded dice.” 

There may be difference of opinion as to whether the so-called favored-nation 
and escalator clauses are in themselves inimical to the public interest. There 
is no doubt that the rate increases which result from these clauses are a hardship 
to consumers and disadvantageous to distributing companies. 

Whether the Harris bill is amended as suggested by Robinson or killed as 
urged by Gantz, Congress should not leave the gas-consuming public unprotected 
against rate increases which have no relation to the intrinsic value of gas or to 
the cost of producing or acquiring it. 

If the Harris bill is killed and the Federal Power Commission begins effective 
regulation of field prices, there is no probability that rates will go down. But 
if the bill in its present form becomes law, rates surely will go up. 

The Cuarrman. Thank you very much, Mayor. 

Are there any questions? 

Mr. Harris. Mayor Berg, your great interest in the public and the 

. ©9 J 
consumers that you represent is to prevent any gouging or runaway 
or unreasonable prices, is it? 

Mr. Bere. That is correct. 

Mr. Harris. Would you agree that the question is for a policy to be 
determined whereby your consumers may have sufficient gas, at reason- 
able rates, and still be assured of a supply in the future? 

Mr. Bera. Your Honor, have we not already had that regulation 
in the Natural Gas Act? 

Mr. Harris. I am just asking you: At the present time you know 
there has been no policy set up as to how and in what manner the 
producers are to be regulated; you know that, as fact, do you not? 

Mr. Bera. In some instances the Supreme Court has borne out the 
regulation is there. 

Mr. Harris. The authority is there, but not regulation. 

Mr. Bere. That is right. However, I feel there has been a reason- 
able return, and it has enabled producers to progress, or I am sure 
that many of the cities who are without natural gas would not have 
been able to receive it had that regulation by the Natural Gas Act 
been in force, if it was burdensome upon the producer. 

Mr. Harris. And the producers have made progress; there is no 
question about that; they have made great strides in making available 
to the consumers in many cities this very fine fuel. 

Mr. Bera. That is correct. 

Mr. Harris. And you believe that the best way to do that is by 
Federal regulation ? 

Mr. Bera. That is correct. 

Mr. Harris. That, in the face of the fact that increases to the con- 
sumers over the last few years have been much greater in the segments 
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of the industry that have been regulated than the producing end that 
has not been regulated ; you are familiar with that, are you not ? 

Mr. Bere. That is regrettable. There are other factors that govern 
that particular phase. And I think basically the entire act covers 
the cost, and whatever the cost and investment is, that would be 
natur ally whatever, if any, increase were allowed. 

Mr. Harris. But that has been the result so far; has it not? 

Mr. Bere. That is part of the answer, yes. However, there are 
factors that bring about that answer But basically probably the 
increase has may be been greater in some instances per dollar invest- 
ment for the producer than it has been for the distributor and the 
transmission company. 

Mr. Harris. Do you know what the average price at the wellhead for 
gas sold in Akron is now ¢ 

Mr. Brera. No; I do not. I am not prepared to do so. I have my 
utility attorney, who has ail the data. 

Mr. Harris. According to the Federal Power Commission, in 1953 
it was 11.4 cents. In 1949, according to the same report, it was 9 
cents, which, during the course of these 5 years, the field price has 
increased by 2.4 cents. 

Now, to the average use per residential customer in Akron, in 1949 
this report shows that it was $1.311; for 1953, $1.613. 

So the cost—and I am not quarreling with it, I am sure it must 
have been necessary and I am sure it must be reasonable—but the 
actual fact is that the increased cost has been in the regulated field 
thus far, has it not? 

Mr. Bere. Congressman, that is correct. However, that has been 
brought about upon a tremendous investment, which we are again 
basing that on, which is by our local distributing company who have 
extended lines to customers in order to give them ‘the gas, in their total 
investment cost; which we realize and ‘think is fair. 

I do not think any of us would quarrel with a fair return, whether 
it be the producer, or distributor, or the transmission company. 

Mr. Harris. And so long as it is a fair return and can be done with- 
out burdensome regulation as far as concerns the utility use end of it, 
so se as that protection is afforded, then your consumers are pro- 
tected ¢ 

Mr. Bere. That is correct. I do not think we have quarreled here- 
tofore, even though we probably did not have too stringent a regula- 
tion from the Federal Power Commission, because the semblance or 
the regulation which was there always was a safeguard, and we felt 
that any 

Mr. Harris. I just wanted to call these facts to your attention for 
your consideration. I trust that your consumers would be guided by 
it, too. 

That is all, Mr. Chairman. 

The Cuamman. Mr. Hinshaw? 

Mr. Hinsuaw. Mr. Chairman, I just want to call attention to the 

fact that I believe the witness has made a misstatement that I think 
he would want to correct. 

He said “I have no animosity toward utilities in general, or to gas 
companies in particular.” And this is where I think he made a 
mistake : But they seek nonregulation, and I think it is pertinent to 
ask why.” 
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You do not mean that the gas utility companies are seeking nonregu- 
lation, do you? 

Mr. Bera. The gas producers are seeking nonregulation. Is not 
that what we are here for? 

Mr. Hrnsuaw. You are talking about the gas producer, but not the 
gas utility. 

Mr. Bere. The utility was referred to as the producer there. You 
would have to qualify it. The utility would be many branches. It 
would cover the producer, it would cover the transmission company 
and the final distributing company. I think the word “utility” covers 
all phases. 

Mr. Hinsuaw. You do not think the producer of natural gas is 
public utility, do you? 

Mr. Bere. I think so; yes. 

Mr. Hinsuaw. The producer? 

Mr. Bere. Yes. I think he is dealing in a commodity which is 
single commodity which is necessary for ‘the general public. 

Mr. Hinsnaw. How about coal; is that a similar commodity ¢ 

Mr. Bere. It is a heating commodity. There would be some simi- 
larity to it; not in total, no. There are similarities to many products. 

Mr. Hinsuaw. Do you not think that coal should be regulated, too ? 

Mr. Bere. I do not think so, because the supply is ample. 

Mr. Hinsuaw. How about the price of oil; do you think that should 
be regulated ¢ 

Mr. Bere. There again the supply is practically unlimited. I don’t 
think it would be necessary. 

Mr. Harris. The point is, I recall that not too many years ago they 
said we did not have but 10 years’ supply of oil. Today they think 
that perhaps under present provisions we have 29 or 33 years’ supply 
of oil. Somebody said there was only 22 years’ soppy ‘of gas. But 
each year we have incre: saed the reserves of gas. C onsequently, I do 
not share the fear that we are going to run out, 

Mr. Hinsuaw. I do not share it, either. But I am asking the ques- 
tion whether or not you believe that the production of oil for heating 
purposes should be a public utility. 

Mr. Bere. It may have to, Congressman, at some later date. I 
think that if the supply of fuel oil came to be depleted or they were 
unable to find any more reserves in the oil industry, that it would 
become of national concern, and Congress would want to regulate it. 

Mr. Hinstraw. I am interested in this because this is the only com- 
modity that I can find, the only commodity that is proposed to be 
regulated in the price. There is no other commodity that I can think 
of. Maybe you can suggest one, where there is an attempt to regulate 
the production of that ‘commodity in the price. 

Mr. Bere. Of course, I think that electrical rates are controlled 
either by States or by Federal Power Commission. 

Mr. Hinsuaw. But the price of the coal that goes into the manu- 
facture of the electricity is not? 

Mr. Bere. That is true. As I say, I think it has to be weighed in 
its total effect upon the national welfare of this country. 

Mr. Hinsnaw. Thank you; that is what I hoped you would say. 

The Cuairman. If there are no further questions, we thank you 
very much, Mayor. 
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The Chair desires to present for inclusion in the record at this point 
a statement from Gov. Robert B. Meyner, of New Jersey. 
(Statement referred to follows :) 


STATEMENT OF RopertT B. MEYNER, GOVERNOR OF NEW JERSEY, CONCERNING THE 
Harris Brit (H. R. 4560), on THE SUBJECT OF THE REGULATION OF NATURAL 
GAS PRICES 


My name is Robert B. Meyner, and I am Governor of the State of New Jersey. 

During the year of 1954 the people of New Jersey consumed more than 61 bil- 
lion cubic feet of natural gas. In order to consume this gas, many millions of 
dollars had to be spent on gas appliances. Much of this money for gas appliances 
was spent in recent years. 

The Harris bill to eliminate regulation over the supplier of natural gas would 
seriously affect the people of New Jersey. 

As of April 22, 1955, the cost of gas for house heating has gone up to approxi- 
mately 13 cents per therm, while the cost of oil is approximately 10 cents per 
therm. When the first transmission lines were constructed in the State of New 
Jersey the gas industry waged a strong advertising campaign in which it pointed 
out the advantages of natural gas as a fuel and implied that when natural gas 
became available to a larger portion of this State a decrease in the cost of gas 
could be expected. 

I know that at that time the gas industry made these statements in good faith. 
This expected decrease in the cost of gas has never materialized because the 
price paid to the supplier of natural gas at the wellheads has consistently in- 
creased. These increases are the result of provisions in the contracts that were 
entered into between the transmission pipe companies and the gas suppliers in 
the Southwest. 

Citing one instance, Transcontinental Gas Pipe Line Corp., which is one of the 
largest pipeline companies serving gas to the local companies in New Jersey, 
originally approached the gas-distributing companies and suggested that the 
cost of natural gas to them would be 22 cents per thousand cubic feet. On this 
basis, the companies in New Jersey signed a precedent agreement with Trans- 
continental to purchase stated quantities of natural gas per day. During the 
hearings for approval of Transcontinental’s application, there were some tech- 
nical difficulties that delayed action. The Federal Power Commission finally 
held up the granting of the certificate to Transcontinental until such time as the 
pipeline company could produce additional contracts for gas from the producers. 

As a direct result of the decision, Transcontinental lost a substantial part of 
the gas it had under contract and had to replace the gas it lost and also contract 
for additional supplies. It did purchase these additional supplies, but the new 
contracts contained clauses in them that would require Transcontinental to pay 
higher prices from time to time based upon higher prices being paid by Trans- 
continental in other areas. 

Ag a result of the additional prices paid by Transcontinental, the first gas 
delivered to distributing companies in New Jersey had been increased 27.9 
cents per thousand cubic feet, and has continued to increase to the point that it 
now costs 34.1 cents per thousand cubic feet. 

When you stop and analyze the amount of natural gas consumed in this State, 
you realize that for every cent increase in the price of gas it costs the people of 
New Jersey $615,000. The increase since March 18, 1953, to the gas companies 
has been 714 cents. This increase means that the people of New Jersey have paid 
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almost $5 million more than they would have paid under the 1953 prices, 

The producers argue that this amount is insignificant when it is spread over 
the many consumers in New Jersey. Such a suggestion amonuts to a recom- 
mendation that an annual tribute shall be collected from each of the consumers 
in New Jersey so that a fund of millions of dollars each year can be divided 
among 5,000 producers, 30 of whom are large oil companies and control 50 
percent of all the gas produced. 

| believe that the authority to regulate sales of natural gas to interstate pipe- 
line companies for resale in New Jersey, is necessary in the public interest. 
Natural gas is brought into New Jersey by pipeline companies and is then sold 
to distributing companies. They in turn are the only ones that can sell to the 
consumers, 

Under these circumstances, to say that the price of natural gas can be con- 
trolled by competition, is to turn your back on the realities. The price increases 
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that have resulted since 1950 are the result of a demand for natural gas that 
has had a phenomenal growth in recent years. When the demand so far exceeds 
the supply, competition is a hollow word. 

It is argued that the regulation of sales of natural gas would prevent producers 
from seling this gas in interstate commerce and would tend to discourage devel- 
opment of new wells. But this contention presupposes that the Federal Power 
Commission would not take into consideration the extraordinary risks the pro- 
ducers contend they are confronted with. 

The continuance of regulation by the Federal Power Commission is necessary 
adequately to protect the public interest by preventing unreasonable and excessive 
prices and windfall profits to gas producers. 

All of the arguments put forth by the producers are based on imaginary fears 
which, in the face of the Commission’s record, are wholly unfounded. 


CONCLUSION 


For the reasons set forth above, I am vitally opposed to any legislation which 
would remove the power of the Federal Power Commission for effective regu- 
lation. The price charged by the distributing companies in New Jersey is 
regulated. The price of gas from the pipeline company to the distributing 
company is regulated, and to have effective regulation the price from the pro- 
ducers to the pipeline company should be regulated. 


The CuairmMan. May the Chair inquire, before final adjournment, 
if there is anyone presently scheduled as a witness who may desire 
to file a statement in lieu of an appearance ? 

The committee will stand adjourned until 10 o’clock tomorrow 
morning. 

(The following material was submitted for the record :) 


Los ANGELES, CALIF., April 14, 1955. 
Hon. PERcY PRIEST, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatiwes, Washington, D. C.: 


Understand mayors of leading cities asked to oppose change in current Federal 
regulation of independent producers of natural gas. On contrary, as mayor of 
Los Angeles, I heartily support the Hinshaw bill, which will eliminate Federal 
regulation of the producer and will assure an adequate supply of natural gas to 
Los Angeles and other large consuming areas at a price fair to both producer 
and consumer, and I urge your honorable committee to recommend passage of 
the Hinshaw bill. 

NogRIs PouLson, Mayor. 


New ORLEANS, LA., April 28, 1955. 
Representative PERCY PRIEST, 
Chairman, House Interstate and Foreign Commerce Committee, 
House of Representatives, Washington, D. C.: 


Have withdrawn from mayor’s committee opposing gas legislation. Mayor 
Clark of Philadelphia did not receive notice of this until after he testified before 
your committee on Tuesday. However, would appreciate your filing my telegram 
with record. 

DeELEsseps 8S. Morrison, Mayor. 


STATEMENT OF JOHN ROSENBLATT, MAYOR OF THE CITY OF OMAHA, NEBR. 


My name is John Rosenblatt, and I am mayor of the city of Omaha, Nebr., 
which office I have held since May 1955. 

Prior to taking office as mayor, I was for 6 years a city commissioner of the 
city ef Omaha. 

I understand that legislation is now pending in the 84th Congress to the 
end that natural-gas producers and gatherers will be relieved from Federal 
regulation. The purpose of this statement is to urge the passage of such 
legislation as will accomplish this result. In my city and State we want and 
need an adequate supply of natural gas for industrial and home uses. From 
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such knowledge as I have of the situation I am satisfied that Federal regula- 
tion of the production of natural gas may and will adversely affect not onlv 
the quantity of natural gas available to the users in my city and State, but 
also the price. Furthermore, I am fearful that the extension of Federal regula- 
tion of the oil- and gas-producing industry may be the entering wedge of 
Federal regulation of other producing industries, and I am not in favor of such 
regulation. 

I might add that I have been informed that the Advisory Committee on Energy 
Supplies and Resources Policy, appointed by the President of the United 
States, after an exhaustive study of the subject, has recommended that “the 
Federal Government should not control the production, gathering, processing, 
or sale of natural gas prior to its entry into an interstate transmission line.” 
I believe this recommendation should be given great weight. 

For the above reasons, therefore, I urge without qualification the passage of 
such legislation by the Congress as will relieve natural-gas producers and 
gatherers from Federal regulation. 


A STATEMENT OF POSITION BY M. C. Mrxson, MAyor oF ALLENDALE, 8S. C., URGING 
AMENDMENT OF THE NATURAL GAs AcT 






























I am M. C. Mixson, mayor of the city of Allendale, S. C., and past president 
of the Municipal Association of South Carolina. 

During the summer of 1954, the Supreme Court of the United States held 
that the Federal Power Commission has jurisdiction under what is known 
as the Natural Gas Act to regulate sales made by gas producers if the gas sold 
by them goes into interstate commerce. I want to urge Congress to amend 
the said Natural Gas Act so that the producers and gatherers ef this raw 
product will be freed of this Federal regulation. Such amendment, in my 
opinion, should follow closely the recommendations as to natural gas contained 
in the report of the President’s Advisory Committee on Energy Supplies and 
Resources Policy, which report was released on February 26, 1955. 

In my opinion the extension of Federal regulation to the producers of raw 
products merely because interstate commerce is involved could result in 
Federal control of the producers of all products, since some of all raw 
products go into interstate commerce. The fact that gas is a fuel puts it in no 
different class from the hundreds of other basic products contributing to every- 
day living. If the producer of one can be controlled by the Federal Govern- 
ment. then there is no logical reason why the producers of other raw products 
cannot be similarly controlled. I would hate to see the day when the long 
arm of Federal control would reach out under the “commerce” clause and 
take over the Nation’s competitive producers of raw products. The time to stop 
that trend is now. 

It is also seems to me that this extension of Federal regulation completely dis- 
regards the inherent rights of the States to control their own natural resources. 
It is a fundamental principle of our Government, and a sound one, that the States 
should be interfered with as little as possible by the Federal Government in 
handling their own affairs. Sometimes Federal control may be desirable in 
some matters, but it seems to me that the Federal regulation doctrine is being 
carried too far when it deprives the several States of the right to control their 
own natural resources. Particularly is this true when the States—like the gas- 
producing States—have adopted sound measures to conserve their resources on a 
nonwasteful basis so that the benefits of their products will be available to all. 

I most strongly urge Congress to amend the Natural Gas Act to relieve the 
producers and gatherers of gas from the Federal control imposed on them under 
the said act as interpreted by the Supreme Court of the United States. 







STATEMENT OF JOHN D. BuTier, Mayor, City ofr SAN FRANCISCO 


I am John Butler, mayor of the city of San Diego, and have held such office 
for 4 years. This statement has reference to the recent decision of the United 
States Supreme Court holding that, under the Natural Gas Act, producers and 
gatherers of natural gas are subject to regulation by the Federal Power Com- 
mission. I respectfully suggest that, at the earliest possible date, the Congress 
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of the United States should enact such remedial legislation as may be appropriate 
to remove such Federal regulatory control. I submit the following reasons: 

1. There are thousands of such producers and gatherers of natural gas who 
produce oil and gas under a multitude of varying circumstances in active com: 
petition with each other. Federal regulation of a large segment of the activities 
of such producers and gatherers is a long step toward the elimination of the 
free enterprise which is fundamental to the economy of this country and toward 
the nationalization of all industry of the country. I greatly fear the implications 
and necessary consequences of such regulation. 

2. The production of oil and gas is a local activity and much of the oil and gas 
is used and sold within the States where the oil and gas are produced. The 
respective producing States have long acted efficiently to conserve these natural 
resources. Federal control over the production and gathering of gas, involving 
certification of commencement of deliveries, permits for the discontinuance of 
deliveries and fixing of prices received by the producers, is a tremendous en- 
croachment upon the rights of the States to control their local activities. Again, 
I fear the implications of this Federal usurpation of States’ rights. 

3. Our municipality and its citizens are dependent for our future welfare upon 
adequate supplies not only of natural gas but also motor fuel, heating oils, and 
other products of petroleum. Upon full consideration, I am satisfied that con- 
tinued supplies can be provided only by energetic exploration and development 
of oil and gas reserves by the oil and gas industries and that this can come only 
through the assurance to that industry of rewards which will furnish adequate 
incentive to them. Federal control of the sale, and therefore over the produc- 
tion, of natural gas is completely inconsistent with such assurance. It is my 
belief that such Federal control can result only in the reduction of exploratory 
efforts and ultimately if not immediately in smaller volumes of natural gas, 
motor fuel, heating oils, and other products of petroleum, with resulting higher 
unit costs and high prices. 

In my opinion, the extension of Federal regulation to the oil- and gas-producing 
industry is a long step toward Federal regulation of other producing industries. 
I do not want it. 

San Diego is largely dependent on natural gas produced in other States and 
delivered to us through long interstate transmission lines which are under the 
jurisdiction of the Federal Power Commission—and properly so, because in the 
public interest these lines are given utility privileges. Any savings that the 
Federal Power Commission could effect to the domestic consumer by reducing 
the prices of gas in the field would be insignificant as compared with the possible 
adverse effects of tampering with our supply. 

Only the producers of oil and gas can supply gas to us, not the Federal Power 
Commission. The most that it could Go Would be to save a few cents per thousand 
cubic feet by reducing the price of gas in the field at the risk of jeopardizing our 
supply. I do not want it. 

In our city of San Diego, we have had natural gas for about 10 years. The 
demands of our domestic customers will continue to grow. The needed addi- 
tional supplies to meet these expanding demands can be obtained only through 
the efforts of producers of oil and gas who are willing to sell the gas for this 
purpose. I understand that, since the decision by the Supreme Court, many 
producers are refusing to contract their gas for interstate sale. I do not want a 
Federal agency jeopardizing our future supplies in an effort to save a few cents 
per thousand cubie feet. The possible savings in money that the Federal Power 
Commission could effect are limited, but the possible detrimental effects of tam- 
pering with the supply are enormous. 

In my opinion, an amendment of the Natural Gas Act conforming to the rec- 
ommendation of the President’s Advisory Committee on Energy Supplies and 
Resources Policy in its report released February 26, 1955, would be in the best 
interest of consumers, producers, and the public at large. 


CONGRESS OF THE UNITED STATES, 
HousE OF REPRESENTATIVES, 
Washington, D. C., April 21, 1955. 
Hon. J. Percy Priest, 
Chairman, Interstate and Foreign Commerce Committee, 
House of Representatives, Washington, D. C. 


DEAR COLLEAGUE: The attached letter from the Honorable Stanley I. Dale, 
mayor of the city of St. Joseph, Mo., relative to H. R. 4560, in my opinion, reflects 
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the views of the great majority of the people in northwest Missouri. Likewise, 


it suecinctly sets forth my own position. I and my constituents feel that the 
law as stated in the Phillips case should not be reversed in this instance by 
legislative fiat. 
I would appreciate it if you would place this letter and its attachment in the 
record of the hearings and give consideration thereto in your deliberations. 
Sincerely, 


W.R. Hutt, Jr., Member of Congress. 


Sr. JosepH, Mo., April 14, 1955. 
Hon. WILLIAM R. HUtt, Jr., 
Sixth District, Missouri, 
Congress of the United States, 
Washington, D. C. 

DEAR CONGRESSMAN HULL: I am writing to you, as mayor of the city of St. 
Joseph, to request that you appear in our behalf to oppose the passage of H. R. 
4560, commonly known as the Harris bill. This bill vitally affects, not only the 
residents of St. Joseph, but the entire area which you represent. We have been 
advised that the hearings will be held by the Interstate and Foreign Commerce 
Committee of the House of Representatives on April 27, 28, and 29. These dates, 
of course, are subject to change, and you will probably want to verify the 
correctness. 

n the past, the Federal Power Commission has not attempted to control the 
price of natural gas that is charged by the gatherers to the supplying pipeline 
company at the wellhead, on the theory that it was not at that time in interstate 
commerce. However, the Supreme Court of the United States on June 7, 1954, 
in the case of Phillips Petroleum Company v. State of Wisconsin, et al. (347 U.S. 
672), held that the Federal Power Commission has jurisdiction "* * * over the 
rates of all wholesalers of natural gas for resale in interstate commerce ; whether 
by pipeline company or not, and whether occurring before, during or after trans- 
mission by an interstate pipeline company.” 

If the proposed legislation is enacted into law, it would overrule the Phillips 
decision, and it would also negate the primary intent of the Natural Gas Act 
which the Supreme Court stated to be “the protection of consumers against 
exploitation at the hands of natural gas companies.” 

A reading of the proposed bill indicates that it was designed to fulfill the 
desires of the independent producers of natural gas. Their purpose, of course, 
being to exempt themselves from Federal regulation. Such exemption would 
result in higher profits to the producers. The bill supposedly provides a measure 
of protection to consumers from excess field prices of patural gas, but this 
protection would prove ineffiective, impractical, and costly of application. It 
seems unthinkable to me to expect a public service Commission in an oil produc- 
ing State to rule against the local producers. 

Last year, the Cities Service Gas Co. filed an application before the Federal 
Power Commission (Decket No. G—2410) in which they sought a large increase 
in rates for natural gas. These rates would affect the city of St. Joseph, and the 
Sixth Congressional District. The city of St. Joseph intervened in this applica- 
tion, and the case is presently pending before the Federal Power Commission. 
The progress that we have been able to make has been due to the Supreme 
Court’s ruling in the Phillips case. The passage of the Harris bill would de- 
stroy the effect of the Phillips decision. 

It is impossible for me to completely enumerate the reasons why we request 
that you oppose this bill; however, I certainly hope that you will do everything 
within your power to defeat this piece of legisilation. If you care to, you may 
read this letter into the record of the House committee. For your convenience, 
I am enclosing three extra copies of this letter so that it may be filed and made 
a part of the committee record. 

I am also enclosing remarks of Senator Alexander Wiley, of Wisconsin, which 
Were made on March 18, 1955. This has been made a part of the Congressional 
Record. It cites the specific reasons why this bill is a bad piece of legislation 
and should be defeated. 

Upon behalf of the residents of St. Joseph, I wish to thank you in advance for 
your efforts in this matter. With kindest personal regards, I am, 

Yours very truly, 
STANLEY I. DALE, Mayor. 
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City OF BIRMINGHAM, ALA., 
April 14, 1955. 
Re Harris bill (H. R. 4560) and similar exemption bills 


Hon. George HupDLESTON, Jr., 
House of Representatives, 
Washington, D. C. 

DeAR Mr. HuppLeston: As you are of course aware, the Committee on Inter- 
state and Foreign Commerce of the House of Representatives is holding hearings 
on the Harris bill (H. R. 4560) and other pending bills of similar purpose which 
I am advised include H. R. 3703, 3902, 3940, 3941, 4168, 4214 and 4675. 

This legislation is proposed in an attempt to take away from the Federal 
Power Commission jurisdiction which in Phillips Petroleum Co. vy. State of 
Wisconsin et al. (347 U. S. 672, 74 S. Ct. 794), the Supreme Court held such 
Commission possesses under the present provisions of the Natural Gas Act. 

The city of Birmingham considers that the national interest and the protec- 
tion of consumers of natural gas from exploitation requires that such attempt be 
defeated. In support of this view attention is invited to the following: 

(a) Message of President Truman dated April 15, 1950, vetoing the Kerr 
natural gas bill (H. R. 1758) considered by the Congress in 1949-50. 

(b) Resolutions adopted by the National Institute of Municipal Law Officers, 
San Francisco meeting, September 1954; which resolutions were at the request 
of Hon. Paul H. Douglas ordered by the Senate printed in the Congressional 
Record and appear therein in volume 101 at page 1164 (issue of February 9, 
1955). 

(c) Remarks of Hon. Paul H. Douglas in the United States Senate on February 
28, 1955, and appearing in the Congressional Record, volume 101, pages 1884-1887 ; 
especially the document included in such remarks and entitled “Background 
Information on Proposed Amendment of Natural Gas Act, 1955°’ (101 Congres- 
sional Record 1886). 

(d) “Statement by representatives of consumers to President Eisenhower 
opposing destruction of consumer protections under the Natural Gas Act” which 
statement at the request of Hon. Alexander Wiley was ordered by the Senate 
printed in the Congressional Record and appears in the March 18, 1955 issue 
thereof (101 Congressional Record 2667-2669). 


It is requested that you cause this letter to be made a part of the record 
of the hearings before the committee in order to record the opposition of the 
city of Birmingham to enactment of the Harris bill or any other of similar 
purpose. 

Your cooperation in this matter will be much appreciated. 


Very truly yours, 
J. W. Morean, 


President of the Commission of the City of Birmingham and Mayor. 


OFFICE OF THE CrtTy SoLicrTor, 
Lorain, Ohio, March 29, 1955. 
Congressman J. PERCY PRIEST, 
Chairman, Interstate and Foreign Commerce Committee, 
House of Representatives, Washington, D. C. 

HONORABLE Sirk: On March 21, 1955, in a regular constituted meeting of the 
council of the city of Lorain, State of Ohio, the members unanimously passed a 
resolution titled : 

“A resolution recording the opposition of the city of Lorain to any change in 
the Natural Gas Act, which would exempt producers of natural gas from regula- 
tion by the Federal Power Commission, and authorizing and directing the 
solicitor to use all proper means to make known to the Congress of the United 
States, the opposition of the city of Lorain, and to prevent the enactment of any 
such legislation.” 

Pursuant to said directive of council, it is the purpose of the writer, to strongly 
oppose the passing of legislation which in effect exempts producers of natural 
gas from regulation by the Federal Power Commission. 

In the State of Ohio, regulatory powers of utilities are controlled and directed 
by our State public utilities commission. In my opinion, the furnishing of gas is 
a public utility. If the Federal Power Commission is removed from the area 
of regulation on natural gas, our State public utilities commission would be 
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almost completely without power to regulate the cost of gas provided by the 
suppliers’ monopoly. ; 

Our city, which has a population of approximately 58,000, is dependent, for the 
most part, upon a supply of natural gas for cooking, water heating, space 
heating, and other domestic uses. We believe that the removal of effective 
regulation of Federal control of natural gas could only result in skyrocketing 
gas prices to our local consumers. 

We believe in the system of free enterprise, but where a monopoly, such as 
our southwest gas suppliers enjoy, the principle has no application. 

We urge the committee to consider the position of the ultimate consumer of 
natural gas in dealing with this problem and to refrain from exempting these 
suppliers, who are certainly engaged in interstate commerce, from regulations 
now in effect by our Federal Power Commission. 

We authorize and direct the chairman of the Interstate and Foreign Commerce 
Committee to read into the record our opposition as hereinbefore stated. 

Very truly yours, 
Epwarp J. Coniey, City Solicitor. 


RESOLUTION OF THE LEAGUE OF WISCONSIN MUNICIPALITIES 


Whereas certain bills are now pending in the Congress of the United States 
to exempt sales of natural gas by the producers and suppliers thereof to 
pipeline companies for resale in interstate commerce from Federal regulation ; and 

Whereas the great percentage of natural gas sold in interstate commerce for 
transportation and resale by pipeline companies is by a relatively few major 
companies ; and 

Whereas an adequate supply of natural gas reasonably priced to the consumer 
is essential to the economic stability of the citizens and industries of Wisconsin 
and many other States and can only be guaranteed by reasonable regulation 
of sales by producers and suppliers; and 

Whereas consumers dependent upon natural gas will be left without adequate 
protection if there is no Federal control over the price of natural gas as sold 
by the producer and supplier; and 

Whereas the majority of Wisconsin consumers are located in cities and villages: 
Now, therefore, be it 

Resolved, That the League of Wisconsin Municipalities, representing 451 cities 
and villages in the State of Wisconsin, urges the Congress and President of the 
United States to reject any legislation which will leave the price of natural gas 
unregulated by Federal authority. 

Attested to: 

Ep JOHNSON, 

Executive Secretary. 


RESOLUTION No. 55-91, REQUESTING APPROVAL or H. R. 4560 


Whereas since the decision by the Supreme Court of the United States in the 
Philipps Petroleum Co.’s case, and other similar cases, new legislation has been 
introduced to free from regulation by the Federal Power Commission the pro- 
duction and gathering of natural gas; and 

Whereas unless this legislation is enacted, producers may lose the incentive 
to explore for and produce natural gas, and the cost to the consumer may be 
increased in the long run and the income to the producing agencies may be les- 
sened, adversely affecting the people in those States that are importers of natural 
gas: Now, therefore, be it 

Resolved by the City Council of the City of Santa Ana, That it hereby favors 
the adoption of H. R. 4560, a bill designed to correct the situation hereinabove 
referred to, and urges its Representatives to work therefor. 

Passed and adopted by the City Council of the City of Santa Ana at its regular 
meeting held on the 21st day of March 1955. 

CourTNEY R. CHANDLER, Mayor. 

Attest: 

[SEAL] ERMA KEELER, 
Clerk of the Council. 
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STATE OF CALIFOLNIA, 
County of Orange, 
City of Santa Ana, 88: 

I, Erma Keeler, do hereby certify that I am the clerk of the Council of the 
City of Santa Ana; that the foregoing resolution was regularly introduced to 
said council at its regular meeting, passed and adopted by the following vote, 
to wit: 

Ayes, Councilmen William Jerome, J. L. McBride, Thomas F. Larsen, Milford 
W. Dahl, Courtney B. Chandler. 

Noes, councilmen: None. 

Assent, councilmen: None, 

[SEAL] ERMA KEELER, 

Clerk of the Council. 


STATE OF CALIFORNIA, 
County of Orange, 
City of Santa Ana, 88.: 

I, Erma Keeler, clerk of the Council of the City of Santa Ana, Calif., hereby 
certify the foregoing resolution to be a full, true, and correct copy of Resolution 
No. 55-91, passed and adopted by the city council at its meeting held the 21st 
day of March 1955, and on record in this office. 

In witness whereof, I have hereunto set my hand and seal this 28th day of 
March 1955. 

[SEAL] ERMA KEELER, 

Clerk of the Council. 


RESOLUTION No. 6149, By ALDERMAN LEROy P. FAarRNESS 


Whereas certain legislation is pending before the Congress of the United 
States, including the so-called Harris bill which would amend the Natural Gas 
Act of 1988 and exempt from rate regulation of the Federal Power Commission 
those companies producing and supplying natural gas for sale in interstate 
commerce ; and 

Whereas it appears that passage of such legislation would result in increased 
gas rates to the consumers of West Allis; and 

Whereas it appears regulation of natural gas rates at the wellhead is required 
to protect the public because of limited competition and concentration of own- 
ership in a few companies; and 

Whereas the League of Wisconsin Municipalities and the National Institute 
of Municipal Law Officers have already gone on record in opposition to such leg- 
islation: Now, therefore, be it 

Resolved, That the Common Council of the City of West Allig hereby tecords 
its opposition to any Federal legislation which would eliminate Federal tegula- 
tion of natural-gas rates at the wellhead, and calls upon the Members of Con- 
gress to defeat any such legislation, including the Harris bill. 

Let a certified copy of this resolution go forward to President Eisenhower, 
to both Senators, and all Congressmen from the State of Wisconsin. 

Adopted March 22, 1955. 

Pui Evviort, City Clerk. 

Approved March 24, 1955. 

ARNOLD H. KLeNtz, Mayor. 


OFFICE OF THE CITY CLERK, 
West Allis, Wis., March 25, 1955. 

I hereby certify that the foregoing is a true and correct copy of a resolution 
adopted by the Common Council of the City of West Allis, Wis., at a regular meet- 
ing of said common council held on the 22d day of March 1955. 

Puit Exvviorr, 
City Clerk. 


“ 
RESOLUTION No. 1955—9, OpPOSING ANY LEGISLATIVE CHANGES IN THE NATURAL 
Gas ACT BY THE CONGRESS OF THE UNITED STATES 


Whereas several bills have been proposed in both the Senate and House of 
Representatives of the Congress of the United States to amend the Natural Gas 
Act; and 





NATURAL GAS 1535 


Whereas two of such proposals are H. R. 4560 and H. R. 4675 which have 
been introduced into the House of Representatives and are presently under the 
consideration of the House Committee on Interstate and Foreign Commerce ; and 

Whereas both of these legislative proposals amend the Natural Gas Act by 
excluding from Federal regulation the wellhead prices of the field producers of 
natural gas; and 

Whereas by virtue of the decision of the United States Supreme Court in the 
Phillips case, the entire natural-gas industry, including wellhead prices of the 
field producers, are now being regulated and supervised by the Federal Power 
Commission ; and 

Whereas this council feels that if the people of this community are to receive 
fair, just, and reasonable gas rates in their homes that the entire gas industry 
should be regulated and that no part of it should be excluded from Federal 
or State control: Now, therefore, be it 

Resolwed, That the Council of the City of New Philadelphia, Ohio, acting for 
and on behalf of the people of this community, are opposed to and strongly 
protest any change in the Natural Gas Act which would exclude from Federal 
regulation the wellhead prices of the field producers of natural gas; and be it 
further 

Resolwed, That the clerk of council forward copies of this resolution to the 
Honorable J. Percy Priest, Representative to Congress and chairman of the 
House Committee on Interstate and Foreign Commerce, Senator George H. 
Bender, Senator John W. Bricker, Representative Frank T. Bow, and the Ohio 
Public Utilities Commission. 

Earu BE. MATHIAS. 

Adopted April 11, 1955. 

Attest : 

Rosert O. STEMPLE. 

Approved : 

FRED SCHNEIDER, Mayor. 


RESOLUTION, CITY OF SOUTH St. PAUL, MINN. 


Whereas the mayor and the City Council of the City of South St. Paul have 
heen advised that the Interstate and Foreign Commerce Committee of the House 
of Representatives of the United States will hold meetings for the presentation 
of arguments, pro and con, on the merits of those bills already introduced in the 
House of Representatives directed toward certain proposed amendments in the 
Natural Gas Act of 1938, which bills are designed to amend the said Natural 
Gas Act to provide for the exemption, from the jurisdiction of Federal regula- 
tion and control, of the so-called independent producers in the natural-gas field 
in connection with the transmission of gas in interstate commerce by interstate 
commerce by interstate pipeline carriers, said bills being designated as H. R. 
1675, H. R. 4560, H. R. 3703, H. R. 3902, H. R. 3941, H. R. 3940, H. R. 4168, and 
H. R. 4427; and 

Whereas the State of Minnesota has no native sources of fuel and must rely 
upon fuels transported considerable distance into this area, making it inherently 
un area of high fuel prices; and 

Whereas the citizens of South St. Paul, Minn., are served, in the supply of 
natural gas for home and industrial use, by the Northern States Power Co., 
which purchases its supply of gas from that certain interstate pipeline carrier, 
the Northern Natural Gas Co.; and 

Whereas the city of South St. Paul has thus been served with natural gas for 
many years, and the use of natural gas for industrial and home consumption 
has grown to a point where the amount of natural gas used in this community 
is in the amount of over 402 million cubic feet per annum, exclusive of the pack- 
ing industries; and 

Whereas the Mayor and City Council of the City of South St. Paul are advised 
that the passage of the legislation hereinbefore referred to, and the exemption of 
this segment of the industry, hereinbefore referred to, from Federal regulation 
and control can only lead, in the ultimate, to a higher cost of natural gas for 
industrial and home use to the local citizens and corporations resident in the 
city of South St. Paul: Now, therefore, be it 

Resolved by the mayor and City Council of the City of South St. Paul, Minn., 
speaking in behalf of the citizens of this municipality, That said governing body 
hereby expresses opposition to any proposed legislation in Congress seeking to 
exempt such independent producers from regulation and control by the Federal 
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Government, said regulation to be imposed through the Federal Power Com- 
mission, and said Commission’s regulation and control of interstate pipeline 
carriers carrying said natural gas in interstate commerce, the said bills having 
been specifically designated hereinabove; and be it further 

Resolved, That the city attorney of South St. Paul is hereby directed to dis- 
patch copies of this resolution to the chairman of the House Interstate and 
Foreign Commerce Committee, to the honorable Senators of the State of Minne- 
sota, and to each of the honorable Representatives of the State of Minnesota. 


RESOLUTION 


On motion of Alderman Eckholm. 

Seconded by Alderman O’Hara. 

Whereas the Common Council of the City of West St. Paul has been advised 
that the Interstate and Foreign Commerce Committee of the House of Represent- 
atives of the United States will hold meetings for the presentation of arguments, 
pro and con, on the merits of those bills already introduced in the House of 
Representatives directed toward certain proposed amendments in the Natural 
Gas Act of 1938, which bills are designed to amend the said Natural Gas Act 
to provide for the exemption, from the jurisdiction of Federal regulation and 
control, of the so-called independent producers in the natural-gas field in con- 
nection with the transmission of gas in interstate commerce by interstate pipeline 
carriers, said bills being designated as H. R. 4675, 4560, 3703, 3902, 3941, 3940, 
4168, and 4427; and 

Whereas the State of Minnesota has no native sources of fuel and must rely 
upon fuels transported considerable distance into this area, making it inherently 
an area of high fuel prices; and 

Whereas the citizens of West St. Paul, Minn., are served, in the supply of 
natural gas for home and:industrial use, by the Northern States Power Co., 
which purchases its supply of gas from that certain interstate pipeline carrier, 
the Northern Natural Gas Co.; and 

Whereas the city of West St. Paul has been served with natural gas for many 
years, and the use of natural gas for industrial and home consumption continu- 
ously is growing; and 

Whereas the Common Council of the City of West St. Paul is convinced that 
the passage of the legislation hereinbefore referred to, and the exemption of 
this segment of the industry, hereinbefore referred to, from Federal regulation 
and control can only lead, in the ultimate, to a higher cost of natural gas for 
industrial and home use to the local citizens and corporations resident in the 
city of West St. Paul: Now, therefore, be it 

Resolved by the Common Council of the City of West St. Paul, Minn., speaking 
in behalf of the citizens of this municipality, That said governing body hereby 
expresses opposition to any proposed legislation in Congress seeking to exempt 
such independent producers from regulation and control by the Federal Gov- 
ernment, said regulation to be imposed through the Federal Power Commission, 
and said Commission’s regulation and control of interstate pipeline carriers 
carrying said natural gas in interstate commerce, the said bills having been 
specifically designated herein above; and be it further 

Resolved, That the city clerk is hereby directed to dispatch copies of this 
resolution to the chairman of the House Interstate and Foreign Commerce Com- 
mittee, to the Honorable Senators Thye and Humphrey and to the Honorable 
Congressman O’Hara. 

Ayes, 6; nays, 0. 

Approved April 26, 1955. 

JOHN V. SpERL, Mayor. 

Attest: 

E. ZEHNDER, City Clerk. 
CERTIFICATION 


I, Earl Zehnder, city clerk, hereby certify that the above resolution is a true 
and correct copy as adopted by the council at their adjourned meeting held April 
26, 1955, as recorded in minute book. 

[SEAL] BE. ZEHNDER. 


(Whereupon, at 5:30 p. m. the hearing was recessed to reconvene at 
10 a.m., Wednesday, April 27, 1955.) 
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WEDNESDAY, APRIL 27, 1955 


House OF REPRESENTATIVES, 


CoMMITTFE ON INTERSTATE AND ForeiGN COMMERCE, 
Washington, D. C. 

The committee met at 10 a. m., pursuant to adjournment, in room 
1334, New House Office Building, Hon. J. Percy Priest (chairman) 
presiding. 

The CuatrmMan. The committee will come to order. 

The Chair desires to present for the record at this time a letter 
from the gentleman from North Dakota, Mr. Burdick, in support of 
the pending legislation, and presents also a letter, enclosing another 
letter, from the gentleman from Illinois, Mr. Simpson, in support of 
the pending legislation. 

(The letters above referred to are as follows:) 


House oF REPRESENTATIVES, 
Washington, D. C., April 26, 1955. 
Hon. J. Percy PRIEstT, 
Chairman, House Committee on Interstate and Foreign Commerce, 
House Office Building, Washington, D. C. 

My Dear CoLLeaGueE: Since your committee is currently holding hearings on 
H. R. 4560 and H. R. 4675, and related bills to amend the Natural Gas Act, I 
just wanted to inform you that of the scores of letters I have received from 
North Dakotans on this subject, not one has been favorable to Federal regulation. 

Since your committee has already scheduled so many witnesses of a like 
view on this subject, my personal testimony would be repetitious, but I hope 
you will make this a part of the record on the subject. 

Sincerely, 
UsHeEr L. Burpicx, Member of Congress. 


HovseE or REPRESENTATIVES, 
Washington, D. C., April 25, 1955. 
Percy PRIEstT, 
Chairman, House Interstate and Foreign Commerce Committee, 
House Office Building, Washington, D. C. 

Dear Percy: Enclosed please find a copy of the letter received from the Illinois 
Rural Electric Co., at Winchester, Ill., relative to the Harris bill, H. R. 4560. 
In the last paragraph of the letter, it is stated that the board of directors urges 
you and the members of your committee to give favorable consideration to the 
Harris bill and press for its enactment. Frankly, since the bill has not been 
reported out of committee, I have not studied it too much. 

I know Mr. Sam Jenkins, the attorney for the Illinois Rural Electric Co., and 
I know Mr. Stan Faris, its manager. I certainly have every reason to believe 
that their request is a very sincere one from their point of view. I would request, 
if I am not out of order, that their communication be incorporated as part of 
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the hearings and printed within the same. Any time that it is convenient, 
will be glad to talk with you or Oren Harris on the House floor about it. 
Thanking you, I am 
Sincerely yours, 
Sip Srmpson, Wember of Congress. 


APRIL 8, 1955. 
Re the Harris bill, H. R. 4560 
Hon. J. Percy PRIEST, 
Chairman, Committee on Interstate and Foreign Commerce, 
House Office Building, Washington, D. C. 

DEAR CONGRESSMAN Priest: The Illinois Rural Electrie Co., with headquarters 
at Winchester, Ill., is a rural electrification cooperative serving the rural areas 
in all of Pike, Greene, Scott, and Calhoun Counties and in parts of Adams, Cass, 
Morgan, and Jersey Counties, Ill. The cooperative serves about 8,000 connected 
consumers and has about 3,000 miles of distribution and transmission lines. It 
is the only rural electrification cooperative in the State of Illinois which gen- 
erates all of its own electricity. It has a generating plant located at Winchester, 
Ill., and another at Pittsfield, Ill. All of the generating units in these 2 plants 
(except 2 small engines installed back in 1936) are equipped to operate on either 
diesel fuel or natural gas. 

The cooperative has in force with Panhandle Eastern Pipe Line Co. contracts 
for the purchase of natural gas on a “dump load” basis at prices which are con- 
tributing substantially to low-cost power to the member-consumers of the cooper- 
ative. Since we buy “dump load” gas from l’anhandle at rates that we consider 
fair and reasonable, we feel that we are contributing to the efficiency of the 
trunk line distribution of gas by making it possible for Panhandle Eastern to 
improve its load factor in the transportation of its gas and at the same time make 
it possible for Panhandle to make use of its transportation facilities at times 
when it has a reduced demand for gas for domestic use or other priority 
customers. 

This cooperative has invested about $200,000 in the installation of facilities 
to make it possible to use natural gas in the production of electricity. Very 
careful engineering and cost studies were made by this cooperative before it took 
the step of making these investments and, furthermore, consideration was given 
to the provisions of the Natural Gas Act and past decisions of the Federal Power 
Commission to the effect that the act and the regulatory powers of the Commis 
sion should and did “not apply * * * to the production and gathering of gas.” 

We feel that the only hope we have for the continuation of adequate supplies 
of natural gas at fair and reasonable prices is to have the decision of the Supreme 
Court in the Phillips case reversed through enactment of the Harris bill by the 
Commission. We buy natural gas because of the resulting economy that helps us 
generate and transmit power to the rural areas at rates that the farmer can 
afford to pay. If supplies of natural gas are curtailed, either directly or indi- 
rectly, as a result of the Court’s decision in the Phillips case, this cooperative 
will suffer irreparable injury. The members of the board of directors of this 
cooperative, who come from rural areas throughout western central Illinois, 
have considered this whole question very carefully and very seriously and they 
have instructed me, as manager of the cooperative, to write to you in this matter, 
They have directed that I urge you and the members of your committee to give 
favorable consideration to the Harris bill and to press for its enactment by the 
84th Congress. 

We request that this letter be made a part of the record of the hearing before 
your committee. 

Very truly yours, 
ILLINoIs RurRAt EvLecrric Co., 
S. R. Faris, Manager. 


The Cu —_ AN. We have met this morning for further considera- 
tion a H. R. 4560 and H. e 4675, and other related bills, to amend 
the Natural Gas Act of 193 

Again this morning the C hair wishes, without attempting to imply 
pressure, to solicit the cooperation of all witnesses, wherever conden- 

sation may be in order in a prepared statement. We still have an 
extremely heavy schedule of witnesses. We have made some definite 
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commitments of a particular time when witnesses might appear, and 
that somewhat interferes sometimes with what other witnesses might 
expect ; but we ask your continued cooperation. 

The committee is interested only in receiving the greatest amount 
of information possible—suggestions of a constructive nature—that 
will help the committee to do a job which this committee feels it must 
do, to remove some of the confusion and chaotic conditions that exist 
today. That is all we are after, and every member of the committee 
is just as interested in doing a good job for the public as any other 
member. 

Some members have different viewpoints, Just as some witnesses do. 
We solicit your wholehearted cooperation and thank you for what 
you have done in the past. 

As we proceed with these hearings this morning, our first witness 
is Hon. Vernon W. Thompson, attorney general of the State of 
Wisconsin. 

May the Chair state for the information of the committee members, 
in their questionings, that it is necessary for Mr. Thompson to catch 
a noon plane. We hope that will be kept in mind, and as we proceed 
with our questions that they might be limited only to those of a very 
important nature that might grow out of his statement. 

General Thompson, we are happy to have you present now as our 
first witness. 





















STATEMENT OF HON. VERNON W. THOMPSON, ATTORNEY GENERAL 
OF THE STATE OF WISCONSIN, MADISON, WIS. 













Mr. THompson. Mr. Chairman and members of the committee: 
My name is Vernon W. Thompson. I am attorney general for the 
State of Wisconsin. 

The Cuamrman. You may proceed, General. 

Mr. THompson. I am appearing here in opposition to the Harris 
bill. 

Mr. Harris. Mr. Chairman, I want to say, if the General will per- 
mit, that you have a fine delegation from the State of Wisconsin. 
Many of them I know very w ell, and one of your members particularly 
expressed his interest in your appearance here, and that is Hon. Glenn 
R. Davis, who asked us to arrange to hear you in order that you 
might keep your commitment today. 

Mr. Tuompson. Well, I appreciate very much your consideration. 

lam appearing in opposition to the so-called Harris bill and related 
matters, and I would like to tell you very briefly what our situation 
is in the State of Wisconsin. 

As you well know, we are served with 95 percent of the natural ga 
that comes into Wisconsin by the Phillips Petroleum Co. It is irene 
ported by the Michigan-Wisconsin Pipeline Co. Our principal dis- 
tributing company is the Milwaukee Gas Light Co., which is an 
affiliate of the American Natural Gas Co. of Detroit and New York, 
which also owns or has affiliated with it the Michigan Consolidated 
Gas Co., which is the principal distributing company of the State of 
Michigan and they have an application pending for the construction 
of another pipeline from Louisiana by the American-Louisiana Pipe- 
line Co., which is also an affiliate. 
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We have no other source of supply than the Phillips Petroleum Co., 
and as you are aware the State of Wisconsin and the Public Service 
Commission of Wisconsin, and the city of Milwaukee took a very active 
and vigorous part in the prosecution of the case against the Phillips 
Petroleum Co., which began by hearings at Bartlesville, Okla., in ape 
1951, and the decision by the Supreme Court was handed down last 
June. 

We are dependent upon the Phillips Co. We are the victims of a 
monopolistic situation, as far as the distribution of natural gas in 
Wisconsin is concerned, and we feel that we are the victims of a 
monopolistic situation in the production of natural gas by the sup- 
pliers—and I am not talking about the thousands of little independent 
producers and gatherers of natural gas, and I want to direct my re- 
marks to the Phillips Petroleum Co., which is not one of those so-called 
little independents who are striving to get along in a system of compe- 
tition and free enterprise, because the Phillips Petroleum Co. is the 
largest supplier of natural gas in the United States of America. 

They entered into a contract with the Michigan-Wisconsin Pipe- 
line Co. in 1945 to produce a certain quantity of gas to the Michigan- 
Wisconsin Pipeline Co. at a price of 5 cents a thousand cubic feet and 
presumably that was a fair price at that time; but before Michigan- 
Wisconsin was able to take any of the gas that had been sold to them 
at a price of 5 cents a thousand cubic feet, the Phillips Petroleum Co. 
began to search for ways whereby they could raise the price of the gas 
that was coming to Wisconsin before they put any of it into the Michi- 
gan-Wiseonsin pipeline. 

Now, we think that the facts that were developed in the Phillips 
case show conclusively that the prices that were exacted from the 
transportation company could not have been exacted except by a com- 
pany that held a monopoly of the supply. 

As early as 1947, in March—and, I would like to read briefly from 
volume III of the joint appendix of the Phillips Petroleum case, which 
was a case of the State of Wisconsin v. Federal Power Commission, on 
page 7191—Memorandum. 

This is by the Phillips Petroleum Co. regarding the possibility of 
increasing the price of gas from Phillips acreage dedicated to Michi- 
gan-Wisconsin Pipeline Co. This is by Allen B. Hiatt. 

This matter has been the subject of discussion on numerous occasions by 
Messrs. Biddison, Rippel, and me, and on one occasion with Mr. Don Emery, 
and on two occasions with Messrs. Hummer and Hudson, of the Legal Depart- 


ment, with Mr. Bunn in attendance at 1 of the 2 latter meetings. 
Our discussions have developed the following approaches to accomplishment 


of the objective: 
that was, raising the price. 

1. Increase price now. 

2. Agree with Michigan-Wisconsin now that prices will be increased after the 
line is placed in operation. 

3. Wait until line is placed in operation, then increase prices. 

4. Contract now with Panhandle Eastern Pipe Line Co. for the sale of gas if 
and in the event the Michigan-Wisconsin project fails to materialize. 

They had four alternative methods, each one of which was designed 
to increase the price of the gas that was going to the Michigan-Wis- 
consin Pipe Line Co., and all of those discussions were taking place 
before they had sold or had delivered any of the gas to the pipeline 
company. 




















- 
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Now they were successful in that activity, and before they delivered 
the gas in August of 1948, following these surveys they were making, 
they entered into an amended contract with the Michigan-Wisconsin 
Pipe Line Co. extending the initial delivery date and providing for a 
50-percent increase in the base cost of gas. That is, the initial 5-cent 
rate was increased to 714 cents, with a corresponding increase for sub- 
sequent years, and that was done before the gas was delivered to the 
pipeline company. 

And in June 1949 the delivery date was extended to December 1949. 
Several other amendments were entered into, the result of which was 
to increase the cost of gas before it had been delivered by 70 percent. 

And as a result of other clauses that they enacted about that time, 
and for all practical purposes, the rate charged by Phillips Co. to 
Michigan-Wisconsin Pipe Line Co. increased about 100 percent be- 
tween the date of the initial contract and the date of the fuel-contract 
deliveries to the pipeline company. 

Now, I think the result of that is clearly reflected in the financial 
statement by the Phillips Petroleum Co. as schedule 1, exhibit VII, 
in the so-called Phillips case which reports the earnings of the Phillips 
Petroleum Co. and subsidiaries under the heading “Excess Earnings 
and Tax Savings, Natural Gas Department, Year Ending December 
31, 1950,” and that clearly shows that for that year the tax base, or the 
rate base rather, of the investment, the net investment of the company 
in the gas business was $43,788,960, and on that net investment that 
year the Phillips Petroleum Co., at an assumed rate of 814 percent, 
earned $3,722,000, and they made an excess return over this 814 percent 
of $3,556,537. 

They were earning at that time almost 17 percent on their invest- 
ment. 

Now, we think that those facts show very clearly that if there was 
competition in the production and sale by the producers of natusal 
gas that that type of contractual relationship could not exist. 

We feel in Wisconsin that we are dependent upon the benevolence 
of a monopoly in the supply of natural gas, and we think it has been 
historic and traditional in America that this Congress enunciates the 
principle of protection of the people against monopolies, particularly 
monopolistic enterprises, and we are most hopeful that this Congress 
will not reverse that great tradition of protection of the people against 
those whom they have no opportunity to protect themselves against— 
because the consuming public does not bargain with the producers; 
the distributing companies do not bargain with the producers; only 
the pipeline companies bargain with the producers, and they are at a 
disadvantage because their necks are in the noose. 

In the case of Michigan-Wisconsin Pipe Line Co., they had already 
laid $8 million worth of pipe at the producing end prior to the time 
that Phillips exacted another hundred percent in the cost of that gas 
before it was put into the pipeline. 

I do not want to trespass upon the time of this committee, but there 
is the other very interesting circumstance that I would commend to 
your attention in the report of the Phillips case, and that is the im- 
position of unnecessary middlemen between the owners of the gas, the 
pipeline, and the consumer, and that is the very interesting case of 
the corporation called the Tascosa. The Tascosa was formed by the 
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Kerr-McGee interests. They borrowed money at the First National 
Bank of Chicago, and I wondered when I read of the enthusiastic 
defense of the Harris by an executive of the First National Bank of 
Chicago, what his interest was, and then I remembered that in the 
Tascosa Co., it was the First National Bank that loaned $3 million 
to the Tascosa firm 6 days prior to that time; repayment guaranteed 
by Kerr-McGee and Phillips, in which the Phillips Petroleum Co. 
leased out to this Tascosa Co. 100 square miles of gas-producing land; 
100 square miles in the very heart of the acreage alre: ady dedic: ated by 
the Phillips Petroleum Co. to the Michigan Wisconsin Pipe Line Co. 
It was not marginal land. It was gas land, proven reserves. 

And that lease-out agreement provided that the Tascosa Co. was to 
drill 100 gas-producing wells. It also provided that each one of these 
wells was to produce a minimum of 2,500 thousand cubic feet of gas 
a day, or the Phillips Co. would take that lease out. It did not have 
to be a dry hole. It just had to produce less than the minimum that 
they required. They would take that out of the lease; Phillips would 
pay Tascosa for drilling that well, and they would replace it with 
another square mile of gas-proven reserves to replace that particular 
gas well. 

There was not any risk to the Tascosa Co. There was a guaranteed 
profit, because Phillips then bought back from the Tascosa Co. the 
very gas that they had owned before they leased it to the Tascosa 
and bought it back from Tascosa at a price within a few hundreds of 
a cent of what it would have cost them to buy gas from some other 
independent producer who is producing the gas in that particular area. 

It is things like the Tascosa deal; it is things like the hundred per- 
cent increase in the cost of this natural gas before it was put into the 
pipeline; it is the 17 percent net earnings on the gas that they are 
sending exclusively to Wisconsin, that the people of Wisconsin think 
they have the right to scrutinize, when a monopoly is controlling that 
production. 

Now, we are in favor of making a fair return on the investment. 
We want the distributing companies in the community to make a fair 
return; we want the transmission company to make a fair return, and 
we want the producers to make a fair return also; but the committees 
of this Congress have repeatedly said, and the Supreme Court has 
mopratorny said, that you cannot have effective regulation that has a 

gap in the regulatory system; you cannot say it is : free enterprise, on 
the 1 hand, for 1 part of the sale, and regulation, on the other hand; 
you cannot have a chain with a link cut out of the middle of it. 

And in 1935 the committees of Congress—and the Federal Trade 
Commission reported, page 612 and page 614 here, expressed that 
philosophy. The House and the Senate committees in the report on 
the bill that became the Natural Gas Act expressed the same philos- 
ophy, and we think that it is historical in America that that is the 
philosophy of the Government of this country. 

The Harris bill would reverse that policy. 

And, we are here to plead with you to continue a long program of 
interest in protection of the people of America, and I am speaking 
for the people of the State of Wisconsin. 

I would like to point out to you one reason why it is necessary. The 
Milwaukee Gas Light Co. is an affiliate of the same company that 
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brings the gas up to Milwaukee. They intervened before the Federal 
Power Commission, but they never objected to any price increase or 
any device that is used to increase the cost to the consuming public 
of Wisconsin. They are not able to. They are not free to express 
what should be their concern for the consuming public. 

So I have come here today—I am sorry that Congressman Dies is 
not present—-I agree with him that when there is fair, free, open com- 
petition, that we do not need to worry about the price; and I was glad 
that he made the confession before this committee yesterday that if 
that situation did not exist he would be interested in correcting it; 
and I think that this record in the Phillips case is replete with un- 
controverted evidence that the people of Wisconsin, at least, and others 
similarly situated, are victims of monopoly at the producing end, 
supply of natural gas, as well as at the consuming end, and that for 
that reason the Harris bill should not be enacted by this Congress. 

Thank you very much. 

The CuHairman. Thank you very much for your statement, General. 

Are there any questions? 

Mr. Friedel, do you have any questions ? 

Mr. Friepen. I would just like to ask one question. 

The CHAIRMAN. Very well. 

Mr. Frrepet. You mentioned that in August of 1948 they raised 
the price 50 percent and then in December 1949, by 70 percent. Was 
that 70 percent on the original price of 5 cents? 

Mr. Tompson. The 70 percent from the original price; yes. 

Mr. Friepet, Now, did the Federal Power Commission grant them 
the increase, or how could they raise the price on them? Do not the 
pipelines come under the control of the Federal Power Commission ? 

Mr. THompson. The price the pipeline charges to the consumer 
does: but this information was developed in an action to bring the 
Phillips Co. itself under regulation. They were not at that time. 
The Commission had denied at that time that they had jurisdiction 
over the Phillips Co. 

And so, that was completely unregulated. 

Mr. Frrepet. That is all. 

The Cuatrman. Mr. Derounian. 

Mr. DerountrAn. I want to compliment General Thompson for the 
very graphic testimony he gave. And, you gave it “off of the cuff,” 
without any prepared statement, indicating to me that you do know 
your subject. 

I would like to ask you a few questions about these various kinds of 
clauses we have been hearing so much about—the escalator, the spiral 
and like clauses. 

Would you say that if these clauses were eliminated, that the con- 
sumer or distributing company might have a good chance in negotiat- 
Ing a fair price? 

Mr. Tuompson. I think that that would be a great step forward in 
the regulation of prices. 

Mr. Deroun1tan. Would you say that if those clauses were elimi- 
nated that your objection to the Harris bill might be withdrawn ? 

Mr. Tuompson. I would not want to go that far. I think that the 
proposals in the Harris bill are the greatest collection of all of the 
ingenious devices so far conceived by the producers of natural gas 
inimical to the interests of the consumers. 
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Mr. Deroun1an. General Thompson, on that increase from 1945, in 
the Phillips negotiations with the Michigan- Wisconsin Pipe Line Co. by 
until 1949, when they actually were ready to deliver, you said that 
there was a 100 percent increase, so I assume that the contract price of 
5 cents was increased to 10 cents, by the time the pipeline was ready to 
varry the gas; is that right? 

Mr. Tuompson. I do not want to say 10 cents. There were changes 
in the pressure; of the gas; there were introductions of gas from other 
acreages, but for all practical purposes the price was increased 100 
percent. The exact figure of 10 cents, I cannot say. 

Mr. Derountan. Approximately ? 

Mr. Tuompson. It was approximately. 

Mr. Derountan. I have no further questions. Thank you very 
much. 

Mr. Sraccers. Mr. Chairman. 

The Cuarman. Mr. Staggers. 

Mr. Sraccers. I would like to compliment the gentleman on the 
part of his testimony that I heard, and I would like, for my informa- 
tion, to get the spelling of this Tascosa Co. 

Mr. THompson. T-a-s-c-o-s-a. It is found in exhibits 65, 68, 69, 
70, 71, and 72 of the so-called Phillips case and at page 1087 and fol- 
lowing of the printed report in that case. 

Mr. Sraccers. Thank you. 

I would like to ask you if this is the only known case of a similar 
nature in the gas industry? Only one used? 

Mr. Tuompson. Well, it is the only one I know of, and the testimony 
in this case shows that a lease-out arrangement is generally related to 
1 or 2 wells; what the record does not show is that ordinarily when they 
lease them out, they expect that there will be a dry hole; but in this case, 
the Tascosa case, if it were a dry hole, or even if it produced less than 
2,500 M c. f. a day, Phillips took it out of the lease and replaced it 
with one that did produce that minimum and paid for the drilling of 
that particular well. 

Mr. Sraacers. In that case there would not be any element of risk 
at all? 

Mr. Tompson. There was not any risk at all. The Phillips Co. 
bought the gas back, paid the Tascosa Co. royalties bearing on the 
period during the period of the lease. After the money was paid back 
to the First National Bank, the royalties of Tascosa jumped. 

Mr. Sraccers. Well, this is developing a new angle for me. I had 
not heard it before. And, I think it is quite interesting, and I hope 
that the rest of the committee will develop it a little further. I think 
it could be very pertinent in the overall gas hearings. 

I would like to ask the gentlemen here about a bill that I have 
introduced. I do not know whether you are conversant with it or not. 
That is H. R. ou. 

Mr. THompson. I am not familiar with it, Congressman. 

Mr. Sraccers. I thought that you were so well versed, that you 
could probably give an opinion on that. I am sorry that you are not. 

That is all of the questions I have, Mr. Chairman. 

The Cuarrman. Mr. Beamer. 

Mr. Beamer. I have no questions to ask. I do think that we should 
compliment the witness this morning. I feel that he has given us some 
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very valuable information here that is basic in connection with this 
argument, and something which all of us here appreciate. 

The Cuarrman. Mr. Williams. 

Mr. Wiu1ams. I would like to join the others in complimenting 
you on your testimony to the committee. I realize that you have made 
a very deep study of this problem in the prosecution of the Phillips 
case. I must say that I disagree with you on the basic principle 
involved. You being a very profound lawyer, I would like to ask 
you what, in your opinion, is the difference between private own- 
ership of natural gas and private ownership of timber; private own- 
ership of land; private ownership of coal, oil, or any other commodity ; 
and why natural gas should be put into a separate category, and why 
the Federal Government should take jurisdiction over the sale of 
natural gas, as a private transaction. 

Mr. Tuompson. Well, Mr. Congressman, I do not think there is 
any analogy at all between the ownership and production and sale of 
natural gas with timber, with coal, with oil, with any of the other 
resources that you have mentioned, for a good many reasons. 

Coal, for instance, is produced very widely. It is transported by 
rail, by boat, by motor carrier—it is sold by innumerable different 
concerns; it is a highly competitive business. 

The same is true with oil, with some reservations that I want to 
make, concerning the control of oil by the major oil companies. 

The same is true of timber. You can cut timber in Washington, 
you can cut it in Maine, you can cut it in Wisconsin, and it is shipped 
in every manner; but natural gas is produced in a limited area. It 
is amonopoly in space. The sale of it is a monopoly in time, because 
as soon as that pipeline is run down to the Sherman plant of the 
Phillips Co., you do not have any alternative, any other opportunity 
to buy it from anybody else. 

And I am just as much interested in private ownership as you are, 
but I think that it is the historical policy of this country, when there 
is a monopolistic situation, to protect the people against it. 

Mr. Witutams. Well then in your analysis there is a difference 
between natural gas and these other commodities, and it would be your 
contention that the production of natural gas is a monoply. 

Mr. Tuompson. To all practical purposes. And, I want to com- 
mend to you the testimony that will be presented by the Wisconsin 
Public Service Commission who will follow me shortly in that par- 
ticular area of this discussion. 

Mr. Witu1aMs. You realize, of course, that there are thousands of 
producers of natural gas? 

Mr. THompson. I am well aware of that. 

Mr. Witirams. Could you say how many individual producers of 
coal there might be in this country ? 

Mr. THompson. I am talking, Mr. Congressman, generally about 
the control of the commodity and the method of distribution and sale; 
the number of 

Mr. Witi1Ams. You have said one is a monopoly and the other is 
competitive ? 

Mr. THompson. That is right; the sale of it is competitive. 

Mr. Wiu1aMs. I would like for the record to show, if the gentle- 
man can furnish the information for the record, how many natural 
gas producers, independent producers of natural gas, we have in the 
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country and how many independent producers of coal we have in the 
country. 

Mr. ications I think that information is all available, Mr. Con- 
gressman, in the record. I have heard other members recite it. I 
could get it for you, but I do not think the number of producers is 
the critical question in this particular proceeding. 

Mr. Wixu1ams. There could be no monoply unless there is a trust 
or it is all under one head, could there? 

Mr. Tompson. I think less than 100 companies control the vast 
part of all of the reserves in productive capacity of natural gas in 
this country. 

Mr. Hesevron. Will the gentleman yield ? 

Mr. Witu1aMs. Yes. 

Mr. Hrsevron. We have testimony in the record I think, General, 
that shows something like 19 companies control approximately 43 
percent of the reserves of this country. I do not know whether you 
have seen that evidence or not. 

Mr. Dies. Will the gentleman yield ¢ 

Mr. Heseriron. Mr. Williams has the floor. He yielded to me. 

Mr. WittraMs. I will yield. 

Mr. Dies. I just want to ask, does not that same condition exist in 
connection with all other natural resources ? 

Mr. Hesevron. Well, no. 

Mr. Dres. All natural resources? You say that 19 companies con- 
trol 43 percent. What about coal; what about oil; what about timber ? 
What about other natural resources ? 

Mr. Hesetron. Mr. Dies, I cannot agree with you. You can cut 
timber in Washington, Maine, or Florida, or Texas. 

Mr. Dies. I am talking about control. 

Mr. Hesevton. No. 

Mr. Dies. Timber—— 

Mr. Hesevron. Timber is certainly widely held. 

Mr. Dries. It is widely held, but if you were to take the big com- 
panies, the big pulp companies, and timber companies, you would 
find out that of the total ownership there would i as great a per- 
centage as in the case of gas. 

Mr. Hesevron. I thank you, Mr. Williams. I do not want to pur- 
sue it any further. 

Mr. Witt1ams. General Thompson, of course as a lawyer and as an 
American citizen, I am sure that you regard the ownership of prop- 
erty as being one of the most sacred rights accorded the individual 
under the Constitution. I recognize also that, being a lawyer, you 
must consider the tenth amendment to the Constitution to be an inte- 
gral and indispensable part of our form of Government. Further 
it is quite apparent that you feel that the Federal Government has a 
right to go into the States and to control the sale of this particular 
commodity, under the commerce clause of the Constitution. 

It is there that I must say that I differ with your views on the 
matter. Obviously the commerce clause of the Constitution grants 
the Federal Government the right, and imposes on it the responsi- 
bility to regulate the movement of goods and commodities in inter- 
state commerce; but in what way, General, do you think the sale of 
natural gas comes under the commerce clause of the Constitution when 
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the sale of natural gas at the wellhead is obviously purely a local 
operation ¢ 

Mr. THompson. Well, the sale of natural gas of. 

Mr. Wiru1aMs. May I go a little bit further. And, assuming that 
it is a purely local operation, but assuming that it should be controlled, 
then why should not the Federal Government move in also to con- 
trol the sale of oil, which goes into interstate commerce; the sale of 
coal which enters into interstate commerce, or timber, or sand, or any 
other mineral, which is shipped in interstate commerce and sold in 
other States ? 

Mr. THomrson. Well, of course, if it is purely a local operation, 
as you say, the Congress has no authority over it. The only authority 
they have is over sales in interstate commerce or sales for resale in 
interstate commerce and the Congress has taken control of those sales 
which so vitally affect the public interest as a sale of natural gas, and 
there is not any question about their authority to do so under the 
Constitution and there is not any question but what the States are 
inhibited from exercising any control over those sales in interstate 
commerce. 

Mr. Witi1aMs. You say there is no question of the right of the 
Federal Government to do that. I might say that that is purely 
your opinion, or your construction of the Constitution. Mine is 
otherwise. I do not feel that the Federal Government has the right 
to move in to control purely local operations, and, of course, that is 
the bone of contention in this legislation. 

Now, to get around to another point, you stated that the sale of 
natural gas was not competitive. Is it not a fact that natural gas as 
a commodity must compete with all other forms of fuels? 

Mr. Tuompson. It is competitive with other fuels at the distribu- 
tion end only, insofar as the customer is able to make a conversion to 
the use of those other fuels. If he is already connected to the natural 
gas line and has a gas-burning furnace, it involves an investment of a 
thousand or two thousind dollars to convert, and who is going to 
invest that amount of money to make the conversion? It is impos- 
sible, economically, for the average American citizen. 

Mr. Witu1ams. Am I to assume that you believe the Federal Gov- 
ernment should protect the interest of the individuals receiving the 
natural gas, but should disregard completely the protection of the 
rights of the individuals who sell the natural gas? 

Mr. THomeson. Not at all, Mr. Congressman. I said that we were 
as interested in seeing that the producer receives a fair return on his 
investment as we are in protecting the distribution company, or the 
transportation company, engaged in this process of providing, proc- 
essing, transporting, and distributing the commodity. 

Mr. Wiutams. General, you have given a great deal of study to 
this question. Do you know what prices are paid by the consumers 
of natural gas in the State of Wisconsin; what percentage of the price 
paid by the ultimate consumer is reflected by the prices paid by the 
pipeline company to the producer ? 

Mr. THompson. Mr. Congressman, I think you are asking me a 
question on something you should ask a rate expert. I am not a rate 
expert. We will have a rate expert from the Wisconsin Public Serv- 
ice Commission who will follow me with testimony which will show 
that it runs as high as 50 percent. 
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Mr. Harr. What is as high as 50 percent ? 

Mr. THompson. The cost of gas to the price paid by some classifi- 

‘ations of consumers is 50 percent. 

Mr. Wi1aMs. I believe it was testified here that the average price 
paid to the producer of natural gas, by one of the big concerns which 
distributes natural gas throughout the Middle West was 13.8 cents 
per thousand cubic feet. 

Do you know of any consumers in your area who are paying as 
little as 27.4 cents per thousand cubic feet for their natural gas / 

Mr. Tuomrson. Well, I do not think I am qualified to answer that 
question, Mr. Congressman. 

Mr. Wituiams. Mr. Chairman, I will defer the rest of my questions. 

The Cuarrman. Mr. Bennett. 

Mr. Bennerr. I too want to commend Mr. Thompson for a very 
fine statement and also for the very fine effort that he has made over 
the years to help get gas to Wisconsin and the Middle West at 
prices the consumer “could afford to pay for such gas. 

Mr. Thompson, do you favor any action being ‘taken by Congress 
on this subject at this time ? 

Mr. Tuomrson. Mr. Congressman, I feel that the Federal Power 
Commission now has adequate authority and jurisdiction to provide 
adequate regulations and I think some very workable and sound sug- 
gestions have been made by the Wisconsin Public Service Commission 
to provide relief for the so-called small independent producers and 
gatherers; and while the Phillips Petroleum Co. is technically one of 
those so-called small producers and gatherers, I think actually it 
should not be so designated. But, our commission has suggested i in 
a docket number that is presently before the Federal Power Commis- 
sion. which they will tell you about, a proposal to classify the pro- 
ducers under methods heretofore approved in regulatory proceedings, 
and to permit the so-called smaller producers to be relieved from the 
red tape and the burdensome requirements of filings that the big 
producers are making and give them an option which has been sug- 
gested for charging for the gas that they sell, the same price that has 
been permitted to ‘larger companies which have been subject to the 
scrutiny of the regul: tions or to come before the Commission with a 
showing of their own which justifies a higher price. And, they would 
be relieved from much of the burden of the regulatory system which 
would be imposed only on the larger companies, and the small men 
then could come in and agree to take what had been approved, or to 
make a showing on their own account. 

Mr. Bennetr. Then I take it that you feel that no action is indi- 
cated by Congress at this time; that that is sufficient ? 

Mr. Tompson. It might be a salutary thing for Government in 
this country and for the Federal Power Commission to have the Con- 
gress enunciate a policy anew for the protection of all of the people 
in this country. It might provoke them to assuming the power that 
they have long had. 

Mr. Bennerr. Do you take the same position that counsel for the 
city of Detroit took yesterday that the Federal Power Commission 
could exempt certain classes of producers from regulation and at the 
same time regulate others? In other words, could they under existing 
law regulate the so-called large producers and exempt the so-called 
small producers from regulation / 
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Mr. Tuoompson. I do not like the terminology that he used. 

I think in the classification system they would still be under regu- 
lation, but they would have alternative methods of complying with 
it, which would be much less burdensome than those required of the 
large companies. 

Mr. Bennett. In other words, you do not believe that the Power 
Commission could exempt from regulation the price of gas produced 
by large producers and exempt entirely from regulation another group, 
on account of their size ¢ 

Mr. Tuompson. I do not think that. 

Mr. Hesetron. What was that answer ? 

Mr. Tuompson. I do not think that that would be a proper method. 

Mr. Bennett. I do not think it would be a proper method either, 
but du you believe they have any such authority ‘ 

Mr. Tuompson. No; I doubt very much that they have the authority 
to arbitrarily exempt them from regulation. 

Mr. Bennetr. What effect do you believe that the decision of the 
Phillips case had upon existing contracts in the sale of gas by pro- 
ducers and pipelines ¢ 

Mr. Tuompson. Well, Mr. Congressman, I am very hopeful that 
that decision will give us an opportunity to look at the reasonableness 
of the rates charged and I think it probably does give us that right. 

Mr. Bennetr. Do you believe that the Phillips decision had the 
effect of giving the Federal Power Commission the right to set aside 
existing contracts insofar as price is concerned and to fix new prices 
for all existing contracts on the basis of the formula in the present 
law ? 

Mr. Tnomrson. I doubt if they would go that far. I think they 
have some right of review under that decision of contracts between 
the producer and the pipeline companies. 

Mr. Bennerr. Well, now, the decision says that the Federal Power 
Commission has the right to regulate the producers who sell gas in 
interstate commerce. 

I assume that means that the Federal Power Commission always 
had that right—in other words, had it since the inception of the law. 

That is one of the things that is not clear in my mind—what effect 
does the decision have upon existing contracts? It seems to me that 
It is a very important thing for the Congress to know, if there is an 
answer to it, because it involves the question of whether existing con- 
tracts are, or preexisting contracts have any validity insofar as prices 
are concerned, or whether all contracts now, under the Phillips case, 
are subject to review, revision, and new price fixing on the part of the 
Federal Power Commission. 

Mr. THomrson. Well, Mr. Congressman, when we went to Bartles- 
ville in 1951 we fully expected to go into the question of regulation 
and price that Phillips was charging. The presiding examiner, most 
unexpectedly, ruled that the only question to come before that hearing 
would be the question of the jurisdiction of the Commission to con- 
sider that question. That was settled in the Phillips appeal and we 
are hopeful and waiting now for the Federal Power Commission to 
renew their hearing of the rates charged by Phillips. 

Mr. Bennerr. In other words, in the case of Wisconsin—and, I 
take it in the case of Michigan, and other States—rates for pipelines 
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to distributors have been fixed by the Federal Power Commission on 
the basis of contracts which the pipeline made with producers. 

Now, in the case of Wisconsin, the pipeline company and the pro- 
ducing company that furnishes gas to Wisconsin, do you feel that 
since the Phillips case was decided; that the Commission now has the 
right to go in and set aside those contracts and fix a new price so far 
us the price it will allow the pipeline to sell to the distributor is 
concerned ? 

Mr. Tuomrson. Well, that is our position in the matter, Mr. Con- 
gressman. We expect to press that before the Federal Power Com- 
mission in the hearing on rates that Phillips charges. 

Mr. Bennett. Well, if your philosophy or your reasoning is correct, 
then the answer to my question is that the Federal Power Commission 
would have the right to review and change, if it saw fit, the prices 
fixed in all existing contracts between producers and pipelines insofar 
as they related to the rate that a pipeline may charge to the distribut- 
ing company. 

Mr. Tuomrson. That is our position. 

Mr. Bennett. Is that an accurable statement of your position? 

Mr. Tuompson. That is correct. 

Mr. Bennett. Just one other question in reference to the new for- 
mula that the Commission set up in the Panhandle case for pipelines, 
that is, on their own reserves. 

Do you feel that that decision will result in unfair prices to the 
consumers ¢ 

Mr. Tuomeson. I certainly do. My view of the fair field price is 
that does not constitute regulation at all and that is one of the evils 
of the Harris bill. It not only relates to the regulation of so-called 
independent producers and gatherers, but gives windfall profits of 
tremendous amounts to the pipeline companies who have long owned 
their reserves and long been under regulation. 

Mr. Bennett. Well, do you know—I asked Mr. Lee yesterday about 
it—if an electric utility owning some coal mines—and it seems to me 
this is somewhat similar to a pipeline company which owns its re- 
serves—have you ever had any experience in situations, in ratemaking 
situations, where an electric utility owned its own mining property 
and supplied itself with its own coal? 

Mr. Paonienist I never heard of such a thing until you suggested 
the question yesterday. 

Mr. Bennett. Well I understand that there is some large uitlity, 
electric utility company that—at least I have been told there is, a big 
company in Chicago—I forget the name of it, it may be Consolidated 
Edison, or one of the Edison companies—owns its own coal mines. 

Now in that kind of a case, what would the fair price be for it to 
charge for that coal? Would it be the reasonable market price, or 
would it be the going market price, or would it be the cost of producing 
the coal to the company ? 

Mr. THompPson. It would be, the investment of the company less 
their depreciation for reserves and such other incidents as are re- 
quired in producing it. 

Mr. Bennett. Do you feel that this ratemaking formula that Mr. 
Harris has in his bill constitutes a wide departuce from previous rate- 
making practices or theories for public utilities? 
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Mr. Tuompson. It certainly is foreign to the accepted doctrine that 
has been followed by most regulation bodies up to this time. I do not 
think that provides a base for ratemaking. It is going to be pro- 
ductive of considerable confusion. It is a nebulous subject filled 
with uncertainty that will never be enforcible. The rate will be 
whatever the producer wants it to be. 

Mr. Harris. Will the gentleman yield ? 

Mr. Bennerr. Yes; I will yield to the gentleman. 

Mr. Harris. General, the same question was brought up, and I 
think that the record should be cleared up, if there is any misunder- 
standing. 

Under the provisions of section 2 of the pending bill the formula of 
reasonable market price is referred to, which does not in any way 
relate to amending the usual and traditional methods—just and rea- 
sonable—for utilities, as included in section 4 of the Federal Power 
Act. The proposal does not in any way amend that provision. I 
asked the question yesterday, because there is a developing idea or im- 
pression around here that the traditional method of utility ratemaking 
based on just and reasonable rates, was being changed, and it is not 
being changed in any manner whatsoever. 

Mr. Bennett. My understanding is, in your bill, you are giving the 

Federal Power Commission the right in these new contracts, wherever 
the formula becomes applicable, to ) fix the price of gas at the reasonable 
market price of the commodity. 

Mr. Harris. In the field ? 

Mr. Bennerr. In the field. 

Mr. Harris. Yes. 

Mr. Bennetr. Now, your view is that it does not have any affect 
upon the ratemaking formula for the pipeline insofar as the construc- 
tion of the pipeline is concerned; the maintenance and many other 
things that go into that; but actually it does affect the whole rate- 
making structure because it fixes a different formula for the price of 
gas than would be used, if the Phillips decision were allowed to stand. 

In other words, as the Phillips decision stands, it would be my un- 
derstanding that the Federal Power Commission in determining what 
price to ¢ allow for gas, would fix a fair and reasonable price, on a cost- 
plus-a-reasonable-return basis. In any event it would be related to 
cost ; but if the Harris bill were to prevail in such a situation the Fed- 
eral Power Commission would not be bound by that traditional for- 
mula, but would use the new basis, namely, a reasonable market price. 
To that extent—maybe my question is not well put—but I understand 
that only to that extent—which is very important—the ratemaking 
formula would be changed. Is that your understanding, Mr. Thomp- 
son ¢ 

Mr. ‘THomeson. That is correct. 

Mr. Bennerr. Well, if this new formula were to be adopted, what 
effect do you think it might have, if any, on other utility rates; that is, 
rates fixed by the Federal Power Commission for electrical energy, 
let us say, in that type of a situation. Do you believe that there would 
be a demand, if this formula were applied to gas, to also apply it to 

other forms of energy now being regulated ? 

Mr. Tuompson. There is that distinct possibility. I certainly hope 
that. this so-called formula would not be applied in any other fie d 
and not in this field. 
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Mr. Bennett. That is all, Mr. Chairman. Thank you, Mr. 
Thompson. 

Mr. Harris. Mr, Klein. 

Mr. Kier. Mr. Chairman, I just have one or two questions. I was 
interested in your comments here on the monopolistic aspect of this 
situation, and whatever question there may be, as to whether it is 
2 monopoly on the production end, there is no doubt in your mind, is 
there, that there certainly is a monopoly so far as concerns the delivery 
of gas? 

Mr. THompson. None at all. 

Mr. Kuietn. Were you here yesterday when I had a little colloquy 
with Mr. Lee? 

Mr. THomeson. I was. 

Mr. Kern. Then you know my position. 

In New York City, we differ possibly from any other city through- 
out the country in that so many of our people have apartments, and 
not small homes and, therefore, they do not have any control over 
the type of gas that goes into their home, for their use. They have 
got to take whatever the distribution company supplies. 

Would you agree with me that those consumers at least in my city 
have no choice whatsoever, not only over the type of fuel that they 
may get, or gas; but even the type, whether it is gas or electricity or 
oil. Is that correct, so far as you know, sir? 

Mr. Tuompeson. I think it is. I think you are in a condition of 
secondary dependency. Perhaps we in Wisconsin, who own our 
homes are ina primary condition of dependency. 

Mr. Kier. That is right; you can change. If you want to go 
to the expense of changing, you can change the type of fuel you get. 
Our people cannot. Therefore we are entirely dependent on the rate- 
making bodies to see that our consumers get this fuel at a price they 
can afford to pay. Iam very much troubled by the fact that there is 
this tremendous increase in the price of this gas, to the consumer, 
when at least in dollars and cents it seems very little at the wellhead. 

Would you comment just briefly, if you will, on the difference in 
prices, between the time when it starts at the wellhead, and goes 
through the ditribution line and gets into the lines of the distributing 
company in the cities? 

Mr. THomeson. I think, Mr. Congressman, the essential question is 
whether at all stages the commodity is subject to regulation. If the 
transportation company makes a showing that to provide the required 
earnings for that pipeline company a rate increase is required, no one 
will question that. And, the same is true with the distribution end. 
That is subject to the scrutiny of the ratemaking authority in the State 
of New York, and if the distributing company makes a showing of 
need to guarantee them a fair return—a reasonable return—we should 
not complain about that, although we should be vigorous before the 
Commission to see that all the facts are brought forth, and I think to 
make it complete, it is essential that the producer be treated accord- 
ingly, that he be granted a reasonable and fair return; but in that 
method, we have the assurance that there are not unnecessary middle- 
men; that there are not monopolistic practices; that there are not un- 
warranted increases that are made without relation to cost or invest- 
ment; and with that assurance, I do not think anyone would complain. 

Mr. Harris. Mr. Heselton. 
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Mr. Hesevton. I have been greatly encouraged by the presence here 
of public officials who are willing to take the time to analyze this 
problem and present to this committee what you believe to be the 
best information that you can provide for us in trying to solve this 
complex question. 

I am not entirely clear from some of the answers you have made 
to previous questions, as to what you would recommend, if anything, 
in terms of legislation. I understood you to say you felt the Com- 
mission had full power to do all that it needed to do. 

There have been, however, many suggestions that the situation is 
not clear at all and that it is up to us, as a congressional committee, to 
recommend some type of legislation which will clarify the situation. 

It so happens that Mr. MacDonald, my colleague from Massachu- 
setts, and I have filed similar bills, seeking to restate emphatically that 
the majority opinion of the Phillips decision is the law of the land so 
that there cannot be any question heed the intent of Congress. 

Am I to understand that you feel that it is not necessary to do 
anything like that ? 

Mr. Tuompson. I think it is the law of the land, but I would not 
say it is not necessary or that it would not be helpful, that the Con- 
gress enunciate that as a policy. 

Mr. Witii1ams. Will the gentleman yield at that point? 

Mr. Hesevron. Gladly. 

Mr. Wituiams. You say that that is the law of the land. Do you 
believe that Jaw was created by Congress or is it legislation passed by 
the courts? You are familiar with the present Natural Gas Act? 

Mr. Harris. I think that I might indicate that the witness, while a 
profound lawyer, and is appearing before the courts, may not want 
to comment on the question. I think it is proper for him not to 
comment on it if he believes that he should not. 

Mr. WitutaMs. Well, he said it was the law of the land. I would 
like to know how it came to be the law of the land. 

Mr. THomprson. Mr. Congressman, you understand that we vere very 
heartened with the decision of the Supreme Court. They took the 
same position that we were taking on that question in the interpreta- 
tion of the Natural Gas Act passed by the Congress in 1938. 

Mr. Witu1AMs. Of course you are familiar with the legislative his- 
tory of the National Gas Act. You have read the debates? 

Mr. THompson. Yes; I am somewhat familiar with it. 

Mr. Wituiams. And it is your opinion that the Congress intended, 
in passing the Natural Gas Act, for the Federal Power Commission 
to take jurisdiction ? 

Mr. TrHomeson, Exactly. 

Mr. Heseiron. Mr. MacDonald and I have filed a bill—and I have 
no pride of authorship. I would be glad to have it changed if that 
is wise—the intent of which is to relieve some 2,000 small producers 
of natural gas from regulation. We feel that they do not contribute 
significantly to the interstate flow of natural gas and that it would 
be a tremendous burden even upon them, as you have indicated that 
you had some idea about letting them be relieved, but to have the 
power to come in and ask for new rates. And it would be a terrific 
burden on the Federal Power Commission to administer under the 
present conditions, 
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Do you think that sort of a provision is worth consideration— 
legislatively, I mean, not administratively ? 

Mr. Tuomeson. Well, I would like for that proposal to be made by 
the Public Service Commission of Wisconsin. I think it is very 
workable. I wish that when the chairman, Mr. Durfee, is here, and 
Mr. O’Hara, the rate analyst, from that commission, that they could 
develop that much further. I do not like to say that—or maybe 
what I want to say is that I do not like to comment on the relative 
merits of the proposal, because I had not heard of your bill until 1 
came here. 

Mr. Hesevron. I was interested in whether you felt it was a legis- 
lative possibility rather than an administrative responsibility to try 
to woot out a reasonable method of handling conditions lke this 
problem of these small producers. . 

Mr. THompson. Well, I do not take the dim view that the Federal 
Power Commission can do it or that it is impracticable or impossible 
to perform this regulation problem that confronts them. 

ak Hesetton. That brings me squarely up to a question I want 
to ask. 

You have in mind that the majority of the Federal Power Com- 
mission has recommended the enactment of the Harris bill. Appar- 
ently they are dead set against Federal regulation. 

Therefore, does it not come squarely back to us as a legislative 
committee in the Congress to work out the policy and insist that they 
as an administrative agency carry out that policy ? 

Mr. Tuompson. In view of the position that they have taken, it 
certainly is. And I regret very much that they have taken that 
position. 

Mr. Hesexton. I do, too. 

You referred, in answer to some question, to the number of com- 
panies that control the reserves of natural gas in this country. 

Earlier in the hearings I request the Federal Power Commission 
to develop, as best they could, the current information as to natural- 
gas reserves, and their report indicated that 42 companies sold 72 
percent of the natural gas purchased by pipeline companies. 

Mr. Dies has brought up what I think is one of the most significant 
points in the whole situation. That is the question of the regulaion 
between the Federal Power Commission and the pipeline companies 
in terms of their rates. Have you made any study of that in 
Wisconsin ? 

Mr. THompson. We have intervened, through the public service 
commission, and I would say, in every rate hearing involving rates 
effecting consumers in Wisconsin. 

Mr. Hesetron. That is, you have taken a position in opposition to 
rate increases ? 

Mr. THompson. We have in some of the rate increases, and in others 
we have intervened as the interest of the State might develop at that 
hearing. i 

Mr. Hesevton. Can you tell this committee whether the Federal 
Power Commision has granted every increase requested ? 

Mr. THompson. Well offhand I would say no; but the figures are in 
the statement that the public service commission has here. They have 
granted some rate reductions. y 
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Mr. Hesevton. You referred to the Phillips Petroleum Co. Are 
they the present suppliers to Wisconsin ¢ 

Mr. THompson. 95 percent of the gas comes from the Phillips 
line. 

Mr. Hesex.ton. Phillips Petroleum Co., as of December 31, 1953, 
controlled 13,200 billion cubic feet of the natural-gas reserves, so 
that they are a substantial holder of the natural-gas resources in the 
Nation. Is that not true? 

Mr. THompson. I think that the figures would show that they are 
the largest gas company in America. 

Mr. Hesevton. The Humble Oil controls 16 trillion. 

Mr. THompson. That is reserves; but sales. 

Mr. Hrsevron. So, they are the second largest. 

Mr. LeBoeuf was here on April 14 in behalf of the Consolidated 
Edison of New York and I thought he made a very good point which 
I would like to comment on. 

He said if the value of their 91 trillion cubic feet is increased merely 
one cent that will represent an increase of $910 million in the value of 
their gas reserves, plus an unknown increment for the reserves known 
to exist and not yet developed. 

Is it not a fact that if the bill Mr. Harris has proposed were to 
be passed there would be a very substantial increase in value of these 
reserves held by these relatively small group of oil companies? 

Mr. THompson. I think it is unquestioned that it would result in 
windfall profits to those companies of untold millions. 

Mr. Heseiton. That would be passed on to the consumers of this 
country ¢ 

Mr. THompson. It will. 

Mr. Hesevron. There could not be any control as far as the State 
commissions are concerned, because it is interstate transmission. 

Mr. THomrson. That is right. 

Mr. Heseiton. That is all. Thank you very much. 

The Cuairman. Mr. Harris. 

Mr. Harris. Mr. Chairman, | intended to pass, but I do not want to 
let the record stand as it is. 

First, General, I want to say that you have paid me the highest 
compliment, a moment ago, I think I have received in a long time. 

And, from that standpoint, even though it might not have been so 
intended, I appreciate it very much. 

I might say that you mentioned ingenuity of the provisions of 
this bill. 

We had this problem when this matter came before Congress in 
1947, when legislation was undertaken; we had the problem again 
in 1949, which resulted in a veto after Congress had acted on it in 
1950, and the effort at that time was to exempt the independent pro- 
ducers of natural gas, if the sale was at arm’s length, from regulation 
of the Federal Power Commission, on the basis that the Congress, 
as stated at the time, believed it was the intent originally that the 
independent producers and gatherers should not be subjected to utility 
status in the control of the Federal Power Commission. 

Now, this bill has attempted, so far as the existing situation down 
to the eet time is concerned, to do precisely the same thing; and 
smee there was a great clamor of what is going to happen in the 
future, then to provide such a review in the future. 
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Now, if this is ingenuity, then I just want to explain how it was 
brought about over the period of a good long while, and because I 
did have some little part to do with these developments from that 
standpoint over the years. 

I might say on the other hand, if I might pass a compliment to 
those who have the viewpoint, and honestly so, as you have expressed 
it, it is one of the greatest ingenious operations that I have ever 
observed in the annals of American history with reference to protect- 
ing rights. In 1937—in 1935 it started and 1936 and 1937, during the 
consideration of this Natural Gas Act of 1938, which became the law, 
the independent producers and gatherers of this Nation were not in 
here, and the members of that committee who “eine ie at that 
time—if you care to talk with some of them will tell you that they 
assured the producers that they were not to be included and so con- 
trolled. Even the then chairman of this committee, who later became 
the majority leader and is now the Speaker, told them to go home; 
that they would not be included. That was done. 

And him. over the years, through the ingenuity of very able people, 
the Supreme Court has been prevailed upon to construe the law dif- 
ferently and consequently the consuming areas of this country now 
feel that they would be much better off with this, on the basis that 
we have got you tied in this method. We have got you caught and 
we are going to hold on to you. 

Mr. THomprson. Mr. Congressman, we feel just the reverse. You 
have got us caught. 

Mr. Harris. Well, let us see if we have. When you started this in 
1950—1949 and 1950—you had the same viewpoint, that there were 
going to be great, enormous increases; there was going to be digging 
of the consumer by the producer. I know that that was a sincere and 
honest approach. But in your own State of Wisconsin, in Milwaukee, 
the average costof gas to all customers in 1949 was $1.71; in 1950 it 
was $1.09. That is when you really converted to natural gas. 

Then during all of the years the proceeding was going on which 
cultimated in the decision a year ago, in 1951 it went down to 97 
cents; in 1952 it was 97 cents; in 1953 it was 97 cents. 

So you see during these years when you have had this great fear, 
beginning back there at the start, concerning what was going to 
happen to you, it has not happened, has it? 

Mr. Tuompson. As I pointed out, Mr. Congressman, the producer 
raised the prite 100 percent between the contract initially and before 
putting the gas in the lines. So he had it all that time. 

Mr. Harris. I realize that he started out, according to the record 
of the Federal Power Commission, in 1949, with a field price of 8.1 
cents and that has gone all of the way up to 9.5 cents. Would you 
say that is about right ? 

Mr. Tuompson. I think that is approximately correct. 

Mr. Harris. Well, that is only a 1.4-cent increase to the producer 
during all these years. 

Now, you know what has happened to the price of coal, do you not, 
during these years, as purchased in Wisconsin? You know what 
has happened to the price of oil, do you not? It has gone up a lot 
more than that, has it not? ’ 

Mr. Tuompson. The prices have gone up, Mr. Congressman, but I 
do not think it is a fair analogy to say that because they have gone 
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up it has any relationship to the een under discussion here. In 
the production of coal, we are all aware of the fact that the coal 
miners, who contribute a great deal to the production of coal, have had 
substantial wage increases. There are other elements in those prices 
that do not exist in the field of the production of natural gas. 

Mr. Harris. You would agree that the producer of natural gas 
has his costs increased, and that that has had a great deal to do with 
the production of natural gas. 

Mr. THompson. You are correct. 

Mr. Harris. Yes, of course. And, the thing that sincerely concerns 
me about this is the conflict of opinion, an sincere and honest opinion, 
when there is such a great demand in the consuming areas for an 
increase in the supplies of natural gas from all over the country, and 
the attitude of the consumers thinking that we can bring them more 
natural gas, and that we can have more natural gas, by putting the 
producers in a straightjacket. 

Now, that is fundamental to me, and I cannot understand it to save 
my life, because I am interested in doing justice at both ends. 

Mr. TuHompson. That is all we are asking. 

Mr. Harris. I am interested in seeing that the system we have 
developed in this country whereby the ingenuity of the business 
people who know and have learned through the years of experience 
how to develop and find these rescerves and make them available 
may continue, a system which you said a moment ago you believed 
in, and I know you do, and I do too. 

Mr. Tuompson. Might I just observe, Mr. Congressman, that all 
of the concern here is for the so-called poor little independent pro- 
ducer and gatherer. Nothing is being said about the vast holdings 
of the pipeline companies themselves who produce perhaps 40 percent 
of the gas that goes into interstate commerce. 

Mr. Harris. I am glad you mentioned that. 

Mr. THomrson. And they have been under regulation all during 
this time. 

Mr. Harris. I am glad you mentioned that. 

Mr. THompson. We are only asking that the regulatory system be 
complete and that your producers be assured of a reasonable profit. 

Mr. Harris. Well, and to be made a utility ? 

Mr. Tuompson. They are a utility. 

Mr. Harris. That is what you think. Well, the producers do not 
think so. They think they are in a rugged type of business that is 
highly speculative, hazardous, and they have to use all methods, in- 
cluding luck, to find it. You would say that was quite different from 
laying a pipeline or a distributing system across the country into a 
community, would you not? 

Mr. Tuompson. I think you would be very interested in the figures 
that the public service commission has compiled concerning this 
question of hazard and luck in the development of gas wells. 

Mr. Harris. You do not see any of these distributing companies 
and these people who make these great claims going out and getting 
into the business of exploring and trying to discover and find this great 
resource, do you ? 

: = Tompson. Well, some of the pipeline companies are doing 
rat; yes. 
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Mr. Harris. Some of the pipeline companies. You mentioned that 
au moment ago, and I would lke to refer to the case of the Federal 
Power Commission, the recent decision in the Panhandle case in which 
they indicate the average weighted price was used. Would you think 
it would be rather important that they found that the method which 
the Commission had pursued over the years of fair cost, reasonable 
cost plus fair return, had brought about a reduction in Panhandle’s 
reserves from 51 percent to a little less than 30 percent? 

Mr. THompson. What is your question ? 

Mr. Harris. Is that not really important as to whether or not you 
are going to have future supplies for your consumers ? 

Mr. Tuompson. To be very frank with you, Mr. Congressman, I 
think these producers of natural gas are pretty well able to take care 
of themselves. I do not think they are going to give up a market 
which amounts to more than 50 percent of their production at the 
»resent time. I think they are going to carry out their commitments. 

think it is a lucrative business and they are going ahead. 

Mr. Harris. I agree with that, but what I do not want to see is that 
when we come to 22 years from now, the supplies of gas run out, as 
some figure. That is the interesting thing to me. 

Now, let me ask you this one question. I wanted to get to it yester- 
day. Michigan-Wisconsin is a subsidiary of the company there 

Mr. Tuompson. American Natural Gas Co. 

Mr. Harris. American Natural Gas Co., that is right. Now, Michi- 
gan-Wisconsin gets its gas from Phillips Petroleum Co. only ? 

Mr. Tuompson. Correct. 

Mr. Harris. American Natural Gas has then gone and organized 
what is called the American-Louisiana, has it not ? 

Mr. THompson. Correct. 

Mr. Harris. And you have gone to southern Louisiana and you have 
contracted, or this company has contracted, for huge supplies of gas? 

Mr. THompson. Correct. 

Mr. Harris. You agreed to pay them even though you are paying 
Phillips an average of 9.5 cents? 

Mr. Trompson. Please do not use the word “we.” 

Mr. Harris. The company that serves them. They agreed to a con- 
tract for 20 cents with an escalation clause to 27.5 ? 

Mr. THomrson. We are vigorously opposing that before the Com- 
mission, and we will in the course. 

Mr. Harris. If you have entered into a contract? 

Mr. THomrson. We have not entered into a contract and we are 
going to prevent them from, if we possibly can. 

Mr. Harris. You are familiar with the fact that there are certain 
clauses that these contracts will not become effective unless there is 
something done about this problem with the exception of 1 or 2 of the 
companies ¢ 

Mr. Tompson. We filed a motion with the Federal Power Commis- 
sion just the other day asking that the application of the Superior 
Oil Co. be dismissed because they did not agree to abide by the rules 
of the Commission at the time they made a request for the benefits of 
the policies of the Commission. 

Mr. Harris. That was the point that I wanted developed for the 
information of the committee because it has not been a point that has 
been developed previously, and that is that those companies, those in 
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the consuming are, are pursuing a method, it seems to me, of going 
down in the field where the producers are and saying, “Through this 
method we have gone out and brought you in. We are going to make 
you give the gas to us.” 

Mr. THomrson. Oh, no; not in Wisconsin. 

Mr. Harris. That is what you are doing when you say to the com- 
pany that you referred to that “We are not going to let you get out 
from under that contract, even though there is a provision in it.’ 

Mr. Tuomrson. All we ask that company to do is to abide by the 
law of this country at this time. 

Mr. Harris. All they are asking, I assume, and it is a thing that has 
to be given consideration, is that a contract into which they entered be 
carried out. 

Mr. Tuompson. Contract with so many escape clauses in it that it is 
practically a nullity, as far as any regulation 1s concerned. 

Mr. Harris. Then, consequently, you have no gas, no contract, and 
consequently ; you are out ? 

Mr. Tuomprson. That is one of the economic methods of coercion 
that they are trying to enforce upon this Congress and the people of 
this country, and I do not think they are going to get away with it. 

Mr. Harris. I could say just as easily from my own viewpoint, it is 
i matter of coercion that is being brought about on a great industry of 
this country to make available their product which is really the crux 
of this issue that we have here, and so far as the consumers of America 
are concerned. 

That is all, Mr. Chairman. 

The CuHatrman. May the Chair inquire, General, as to how your 
time schedule is arranged? There may be some other questions. What 
about your time schedule, General ¢ 

Mr. Tuomrson. [ have to be at the airport at 12 o'clock. 

The CHatrman. May the Chair state that we regret that the situa- 
tion is such as it is, but if you have to be at the airport, and knowing 
traffic at this season of the year, the Chair feels that he will have to 
(dismiss you at this time. The public service will appear and questions 
may be asked of them. 

Mr. O’Hara. Mr. Chairman, I regret that General Thompson has 
to leave. I know he has to leave, but I did have some questions. 

The Cuatrman. I am sure that others who did not get to ask 
questions would like the privilege, but if you have to get to the 
airport, the Chair would say to you that you had better get going. 
Thank you for your appearance. ; 

Mr. THomrson. We appreciate all the courtesies very much. 

The Cuarrman. Before calling the next witness, the Chair has a 
statement prepared for the record by Mr. A. T. Lundberg, who repre- 
sents the League of Virginia Municipalities Utilities Committee. Is 
Mr. Lundberg present ? 


STATEMENT OF A. T. LUNDBERG, ON BEHALF OF THE LEAGUE OF 
VIRGINIA MUNICIPALITIES UTILITIES COMMITTEE 


Mr. Lunppere. Yes, sir. 

The Cuatrman. You desire your statement to be included in the 
record ? 

Mr. Lunppere. I would, sir. 
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The Cuarrman. Thank you very much. 
Mr. Lunpserc. Thank you. 
(The statement referred to follows :) 


STATEMENT OF A. T. LUNDBERG ON BEHALF OF THE LEAGUE OF VIRGINIA MUNICcTI- 
PALITIES UTILITIES COMMITTEE 


Mr. Chairman and members of the committee, my name is A. T. Lundberg, 
county manager of Arlington County, Va., Arlington County Courthouse, 
Arlington, Va.- I appear before the committee in my capacity as chairman 
of the utilities committee of the League of Virginia Municipalities. The League 
of Virginia Municipalities is a statewide organization having a membership of 
182 municipal governing bodies throughout the State of Virginia. Many of the 
communities have natural-gas service, provided in some cases by municipal 
distribution systems, and in others, by privately-held corporations. With but 
minor exceptions, the natural gas served is purchased by the distribution systems 
from transmission companies engaged in interstate commerce. Production of 
natural gas in Virginia is in very small quantities; the total production in 1953 
was reported by the Bureau of Mines to be approximately 4 million M. c. f. 
or five-hundredths of 1 percent of the 1953 nationwide production for that year. 

The constituency of the League of Virginia Municipalities embraces about 
99 percent of the urban population of the State of Virginia. It is currently 
estimated that constituent communities have a population of 1,700,000. This 
compares to the 1950 census of population for the State of Virginia of 3,318,000. 

The utilities committee, of which I am chairman, is composed of nine members 
appointed by the president of the league, whose membership origins range over 
the State. Its purpose and reason for existing is to give study to utility problems 
which face urban communities. It is concerned with the rates charged by 
companies engaged in the provision of utility service and gives particular atten- 
tion to rates and services rendered by companies operating on a statewide basis. 
On statewide cases expert assistance is employed and paid for on an assessment 
basis, the participating communities sharing costs on a population basis. 

With respect to the Federal regulation of natural-gas operations, the league 
and its utilities committee has encouraged the efforts of the State corporation 
commission of Virginia in its activity and participation in the rulemaking pro- 
ceedings before the Federal Power Commission (docket R-142) which were the 
followup of the United States Supreme Court decision in the Phillips case. 
Accordingly, the utilities committee of the league has met to consider the legis- 
lation being considered by your committee. Upon a formal motion, duly car- 
ried, the committee, on March 11, 1955, meeting in the league offices in Richmond, 
Va., delegated its chairman to appear before your committee. The chairman 
was instructed to prepare a statement giving full and complete support to the 
statement and testimony of H. Lester Hooker, of the State corporation commis- 
sion. It is the statement of the utilities committee of the League of Municipali- 
ties that the committee concurs in the statement of H. Lester Hooker. It is fur- 
ther the opinion of the utilities committee of the league that it has confidence in 
the ability of the Federal Power Commission to regulate the prices paid to and 
charged by producers of natural gas in interstate commerce. It is also the 
opinion of the committee that the Federal Power Commission is able to set rates 
which will continue the movement in interstate commerce of ample supplies of 
natural gas by allowing incentive rates of return for independent gas producers. 
It is believed that this will result in fair returns to investors in properties and 
exploratory developments, and these fair rates of return will encourage the 
development of adequate future supplies of natural gas, much of which is, at 
present, undiscovered and undeveloped. 

The utilities committee opposes any legislation exempting independent pro- 
ducers of natural gas from the jurisdiction of the Federal Power Commission, 
and respectfully urges that the authority of the Federal Power Commission to 
set prices for natural gas produced and sold in interstate commerce be continued. 
In short: The utilities committee of the League of Virginia Municipalities urges 
that the decision of the United States Supreme Court in the Phillips case be 
allowed to stand as the proper interpretation of the law of the land. 


The Cuatrman. The Chair understands that Mr. W. D. Johnson, 
vice president of the Order of Railway Conductors and Brakemen, 
desires to file a statement for the record. 





NATURAL GAS 1561 





STATEMENT OF W. D. JOHNSON, ON BEHALF OF THE ORDER OF 
RAILWAY CONDUCTORS AND BRAKEMEN, BROTHERHOOD OF 
LOCOMOTIVE ENGINEERS, BROTHERHOOD OF RAILROAD TRAIN- 
MEN, AND BROTHERHOOD OF LOCOMOTIVE FIREMEN AND 


ENGINEERS 


Mr. Jounson. That is right, Mr. Chairman. If you have just a 
minute, I am appearing on behalf of the Order of Railway Conduc- 
tors and Brakemen, the Brotherhood of Locomotive Engineers, the 
Brotherhood of Railroad Trainmen and the Brotherhood of Locomo- 
tive Firemen and Engineers in support of the Staggers bill, H. R. 
4943. In order to save time, I would like to have our statement incor- 
porated in the hearings in full, and I have supplied the clerk with 
sufficient copies. 

The CuarrMan. It will be so incorporated, Mr. Johnson, and thank 
you very much. 

Mr. Jounson. Thank you, gentlemen. 

(The statement referred to follows :) 


TESTIMONY OF W. D. JOHNSON, VICE PRESIDENT AND NATIONAL LEGISLATIVE REp- 
RESENTATIVE, ORDER OF RAILWAY CONDUCTORS AND BRAKEMEN, ON H. R. 4943 


My name is W. D. Johnson. I am vice president and national legislative rep- 
resentative of the Order of Railway Conductors and Brakemen. I reside in 
Washington, D. C., and maintain an office at 10 Independence Avenue SW. The 
headquarters of the order is located at Cedar Rapids, Iowa. 

I am appearing before your committee in support of the Staggers bill, H. R. 
4943, and in doing so I am authorized to speak for Mr. Lawrence VY. Byrnes, 
assistant grand chief for the Brotherhood of Locomotive Engineers; Mr. A. M. 
Lampley, vice president of the Brotherhood of Locomotive Firemen and Engine- 
men; and Mr. Harry See, national legislative representative of the Brotherhood 
of Railroad Trainmen. These gentlemen all maintain offices in the city of 
Washington at the above address and represent their respective organizations in 
respect to legislative matters coming before Congress. The four organizations 
for which I speak are labor unions representing approximately a quarter of a 
million persons employed in engine, train, and yard service on the steam rail- 
roads of the United States. For many years we have been cognizant of the 
fact that the ever-increasing expansion of natural gas service has been displac- 
ing coal as a fuel at a constantly multiplying rate. As employees of an in- 
dustry that is rigidly regulated as to the rates it may charge, as well as the 
service it renders, in the face of the fact that the railroads no longer constitute 
a monopoly in the transportation field, we have come to feel that the natural 
gas pipeline companies enjoy certain privileges which their status as quasi- 
public utility organizations does not warrant. The pipeline companies have a 
complete monopoly on the transportation of natural gas for the reason that 
there is no other method of carriage by which that commodity can be delivered 
from areas of supply to consuming markets. On the other hand, the railroads 
are confronted with bus and truck competition, as well as with competition by 
inland waterways and the airplane. Nevertheless, their rates and services are 
kept under strict control under the provisions of the Interstate Commerce Act, 
and State regulatory laws. 

The Natural Gas Act is patently deficient in this respect at least, that it only 
partially regulates the price at which natural gas transported in interstate com- 
merce may be sold. A substantial portion of the sales by natural gas pipeline 
companies operating in interstate commerce are made directly from the trans- 
mission lines to the ultimate consumer at prices which they, themselves, are 
able to fix without heed or restriction by any Federal regulatory body. This 
creates what we believe to be an unfair competitive advantage over other fuels 
which may be transported by rail, such as coal and oil, and this we believe 
should be corrected by vesting the Federal Power Commission with jurisdiction 
over the fixing of rates for direct sales. The most objectionable feature arising 
from the prevailing situation is the fact that the pipeline companies are in a 
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position to negotiate for sales to direct industrial customers at prices which do 
not necessarily reflect the cost of rendering that service, nor include a com- 
pensatory return upon the service rendered. We believe it entirely consistent 
with the public interest and fair to the pipeline companies and their com- 
petitors that all interstate sales, whether to public utilities for resale or to 
consumers directly, should be subject to the regulation of the Federal Power 
Commission. Sales for resale are already regulated. We understand that the 
Federal Power Commission has on several occasions recommended that this 
power be given to that body by the Congress. We are fully in accord with this 
thought. 

We also believe that, by assuring that large industrial consumers pay their 
fair share of the cost of rendering the service, unreasonably low-priced wasteful 
uses may be substantially reduced, thus restoring coal to what should be con- 
sidered one of its natural markets in areas where it is readily available. This 
would not only have the effect of prolonging the life of our relatively scarce 
natural gas reserves, but would also insure to a greater extent the maintenance 
of coal productive capacity at levels which would be calculated to afford greater 
protection to consumers of energy and fuel in times of national distress. 

If the Federal Power Commission is to be authorized by the Congress to regu- 
late direct sales of natural gas to be made by the pipeline companies, it follows 
as a natural corollary that competitive interests should be given authority to 
participate in rate-fixing proceedings where the charges for direct service may 
be established by the Commission. By an amendment to the Natural Gas Act 
adopted in 1942, with the support of the railroads and their employees, we were 
given the full right of participation in hearings on applications for certificates of 
public convenience and necessity. We think that it should be made clear by 
congressional action that competitors of natural gas, in addition to appearing 
in cases involving certificates of public convenience and necessity, should have a 
similar right to appear in cases affecting the rates which may be charged for 
gas that is sold in competition with other fuels, and that is one of the objectives 
of the Staggers bill (secs. 7 and 8). 

Another objectionable condition which prevails under the present law and 
which would be cured by the Staggers bill is that relating to applications for 
permits for the importation of natural gas. We believe that applicants for 
permits should be subject to the same requirements of proof that apply to appli- 
eants for certificates authorizing the building or expansion of pipelines within 
the United States. 

At the present time applicants for permits must show only that the importa- 
tion of natural gas will not be inconsistent with the public interest—in other 
words, that it will not be injurious to the public interest. On the other hand, 
applicants for certificates must show that the service proposed is required by 
the public interest. We feel that it is bad enough to have a foreign fuel im- 
ported into this country tax free, to be used in competition with our native fuels, 
as a result of which mineworkers and railroad employees are put out of work, 
but we believe it is even more objectionable when the means by which these 
importations may be accomplished are less stringent than those which apply to 
our citizens undertaking to transmit and sell United States gas within the con- 
fines of our own borders. All this bill does is provide that the same rules apply 
in both instances and this proposal, we understand, has also been approved by 
the Federal Power Commission in a number of its recommendations to Congress. 

The use of natural gas in great quantities for the generation of steam in areas 
where coal is readily available should be reduced to the extent possible for the 
preservation of our remaining natural-gas reserves for higher use purposes, 
and consistent with the rendering of natural-gas service at reasonable rates to 
ultimate consumers who use gas for cooking, space heating, and other purposes 
in their homes, and for similar purposes in commercial and industrial establish- 
ments and where gas has a special adaptability to industrial uses. 

We have no way of telling even approximately the amount of natural gas 
that is used for inferior purposes. We do, however, have information indicative 
of the trend of such use as boiler fuel. According to reports filed with the 
Federal Power Commission by electric utilities, 550 billion cubic feet of natural 
gas was used by such companies in the year 1949 as boiler fuel. Five years 
later, or in 1954, this amount had almost doubled to more than a trillion cubic 
cubie feet. This latter figure approximated 12 percent of the total production 
of the country for that year. More than half of this gas was used in areas 
abundantly supplied with coal at reasonably comparable prices. We believe 
that this is a flagrantly extravagant dissipation of a highly valuable natural 
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resource and steps should be taken to reduce this type of consumption. We are 
not alone in this point of view. The report of the President’s Materiels Policy 
Commission entitled “Resources for Freedom,” transmitted to the Congress by 
the President in June 1952, had this to say: 

“The desirability of eliminating low-value general uses (such as boiler fuel 
at points distant from the fields) as rapidly as possible is universally recog- 
nized.” 

The Federal Power Commission, dealing with the same subject matter in ar 
order issued by it under date of December 14, 1953, in Docket No. F—1995, said: 

“The utilization of large volumes of natural gas under boilers of an 
electric-generating plant tends. to dissipate natural-gas reserves otherwise 
available for essential domestic and general-service use * * *.” 

One of the most salutary effects of the Staggers bill would be to strengthen the 
hands of the Commission in dealing with application cases involving the use of 
natural gas in large quantities for boiler fuel in areas where coal could do the 
job just as well, and this situation we desire to see brought about. We believe 
the Congress should put its stamp of approval upon the conserving of our natural- 
gas supplies for purposes that will serve the general public in the most highly 
beneficial manner for the longest period of time. 

The need for this is obvious when we reveiew the decline in the life of our 
natural-gas reserves. As has previously been stated by witnesses before your 
committee, this decline has been consistent from year to year through the 9 years 
that the American Gas Association, representing the natural-gas industry, has 
heen making annual estimates. 

I would like to file with your committee, with the chairman’s approval a tabu- 
lation entitled, “Natural Gas Reserves of the United States.” This tabulation, 
based on reports of the natural-gas industry, itself, shows the decline of the life 
index of our natural-gas reserves over the period 1946 through 1954. This is 
the only period of consecutive years in which we have natural-gas reserve esti- 
mates which may be considered as reasonably accurate. 

It will be noted that the tabulation relates to the United States as a whole 
and to the States of Texas and Louisiana. I have included Texas and Louisiana 
for the reason that those two States contain 67 percent of our presently known 
natural-gas reserves. They produce 66.5 percent of the total gas supply of the 
United States and, for all practical purposes, may be considered as the principal 
common source of supply for New England, the Middle Atlantic, and South 
Central States. As will be noted, the life index of the reserves of the country 
declined over the 9-year period under consideration by approximately 10 years. 
For the State of Texas, the decline was almost 20 years and for the State of 
Louisiana 12 years. The decline in the life index for these 2 States considered 
as a unit was 15.7 years. The remaining life of the combined reserves of both 
States at current rates of production is 23 years. If this trend should continue, 
it will not be very long before the natural-gas consumers of the eastern part of 
the United States will find the continuity of their supply for fuel purposes is in 
serious jeopardy. 

The situation in other States, considered as a whole, is equally as bad. With 
combined recoverable reserves of less than 70 trillion cubic feet and a total pro- 
duction for 1954 of 3,156,013 million cubic feet, the life index for those States 
is 22 years. 

The recent experience in my home State of Texas is particularly alarming. 
Texas contains approximately one-half of the natural gas reserves of the United 
States. It supplies slightly more than one-half of the gas used in the United 
States. According to Bureau of Mines reports, 36 States and the District of 
Columbia rely largely upon Texas gas for their natural-gas requirements. While 
it is true that the reserves of natural gas in Texas have been increasing from 
year to year during the past 9 years, the increases have not kept pace with pro- 
duction since 1949. In Texas, while reserves increased by amounts exceeding 3 
trillion cubic feet a year from 1946 through 1951, the increase in 1952 was only 
79% billion cubic feet. In 1953 it was 800 billion cubic feet, but in 1954 the 
reserves of Texas dropped by 1 trillion, 400 billion cubic feet although in that 
year it produced almost 5 trillion cubic feet. It should be noted that since 
1952 there has been included in the Texas reserve estimates the offshore gas 
discovered in the gulf, adjacent to the Texas coastline. Now, if this trend 
should continue, it may be readily foreseen that the people of the United States 
who are relying upon Texas gas for the meeting of their fuel needs may soon 
find themselves in extreme difficulties. I think this is a matter that this com- 
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mittee may very well consider as requiring greater surveillance over our natural- 
gas reserves to the end that they may be properly conserved. 

I do not wish to burden this committee with any repetitious testimony unneces- 
sarily, but, before closing my statement, I, of course, would like to point out 
the reasons why we are so concerned about this matter. Coal is the greatest 
single source of freight revenue for the American railroads. It represents the 
largest tonnage of any single commodity handled by those railroads. Loss of 
coal tonnage in appreciable quantities inevitably results in loss of railroad jobs. 
I have with me a table which I have designated as table No. 1 which I would 
like to file as a part of my statement, with the Chair’s permission. This table 
shows that the combined tonnage of bituminous and anthracite coal dropped 
from 479 million tons in 1948 to 320 million tons in 1954, or a decrease over that 
period of 38 percent. I have used the figures commencing with 1948 because they 
were most readily available to me and because of the fact that they show the 
consistent downward trend of coal tonnage handled by the railroads. I also 
have with me another table which I have designated as table No. 2 and which 
I would like to have incorporated as part of my statement. It is entitled 
“Railroad Employment Trends.” This table contains figures taken from the 
Interstate Commerce Commission reports. I have included in the table the 
showing as to the number of employees classified by the Interstate Commerce 
Commission as Transportation (yard masters, switch tenders, and hostlers)”’ 
and also that classification which is designated as “Transportation (train and 
engine service).” I have done this because employees include those over which 
the labor organizations which I am speaking for today exercise jurisdiction in 
labor relations matters. These figures show that in 1948 there were employed 
in these classes of service 299,034 men. In 1954 this number had been reduced 
to 245,416 men, or a loss of over 53,000 jobs in this branch of railroad employ- 
ment. It will be noted that there was a moderate increase in the number of 
transportation employees in 1950 and 1951 but this was caused by the unusual 
demands on the railroads as a result of the Korean war. 

Of course, the calamitous loss of jobs did not fall solely upon the men engaged 
in handling the trains. It had a similar effect upon all other railroad employees. 
In my table No. 2, it is shown that railroad employment as a whole declined from 
1,373,031 employees in 1948 to 1,110,135 employees in 1954, or a loss of 263,000 
jobs representing a decline in railroad employment approximating 20 percent 
over the course of those years. 

Of course, this loss of jobs was not attributable solely to the encroachment of 
natural gas on coal markets, but this has been a very substantial factor in 
reducing the number of jobs. Foreign oil has had its adverse effect on railroad 
employment and so has technological improvements in railroad operation. 
However, the latter was largely accomplished prior to 1948 and loss from that 
source is not substantially reflected in the figures that I have given you. What 
we are here trying to do is to stop this erosion of railroad employment to the 
extent that it ean be done by establishing a more equitable competitive relation- 
ship between the natural gas and railroad industries. We think this will tend 
to preserve existing jobs and perhaps put some railroadmen back to work. We 
think it has been amply shown that the passage of the Staggers bill will be 
perfectly consistent with the public interest. And if this can be accomplished 
and at the same time the lot of the railroadmen improved, we believe time spent 
by your committee and the Congress on this subject will be well rewarded by the 
benefits which will be reflected in the outcome. Thank yon. 
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Natural-gas reserves of United States, tabulation based on estimates of 
committee on natural-gas reserves, American Gas Association 
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TaBLeE 1.—Revenue freight—Bituminous and anthracite coal originated by 
class I railways 
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TABLE 2.—Ruailroad employment trends 





‘Transporta- 
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Source: Wage statistics of class 1 steam railways in the United States; Interstate Commerce Commissions 
Bureau of Transportation Economics and Statistics. 


The CHatRMan. Our next witness is Mayor Quigg Newton, of 
Denver, Colo. Is he present ? 


STATEMENT OF HON. QUIGG NEWTON, MAYOR, DENVER, COLO., IN 
BEHALF OF THE CITY AND COUNTY OF DENVER, COLO. 


Mr. Newron. Yes, sir. 

The Cuarrman. Mayor, may the Chair inquire as to how much 
time your statement will require / 

Mr. Newron. I believe it will be about 10 or 15 minutes. 

The CHarrman. Very well. You may proceed and at any point 
that you wish to condense your statement, it will all appear in the 
record, if you desire so to do. 

Mr. Newton. Thank you, Mr. Chairman. 

Mr. Chairman and members of the committee, I am mayor of the 
city and county of Denver. I have held that office since 1947. I 
would like to read a prepared statement if I may, at this time. 

The city and county of Denver, Colo., opposes all of the proposed 
legislation which witl destroy the Natural Gas Act’s protection for 
consumers. We speak for the municipal government, which is a user 
of gas, and also for approximately 600,000 people who live in and 
near the city and county of Denver. We urge you not to approve any 
bill which allows any seller of natural gas in interstate commerce, for 
resale, to exploit consumers by charging unreasonable prices. We 
believes that consumers are entitled to this protection against unrea- 
sonable prices. 

The Supreme Court of the United States has said that the purpose 
of the Natural Gas Act, which was adopted in 1938, was to protect 
consumers against exploitation at the hands of natural gas companies 
(Federal Power Commission v. Hope Natural Gas Co., 320 U.S. 591, 
610). The fact that such an act was needed has been shown by Den- 
ver’s experience. 

Denver has been supplied with natural gas since 1929. This gas 
is distributed by the Public Service Co. of Colorado, which in turn 
purchases the gas from the Colorado Interstate Gas Co., under an 
FPC rate schedule. Colorado Interstate produces approximately 62 
percent of all gas which it sells from the Panhandle field of Texas. 
The balance of its gas is purchased from independent producers. 
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The Natural Gas Act went into effect in 1938. On December 22, 
1938, Denver filed with the Federal Power Commission a complaint 
charging that the rates of Canadian, Colorado Interstate, and Public 
Service Co., were unjust and unreasonable. The hearing was con- 
solidated with several others and resulted in a ruling by the Com- 
mission that the rates of the Colorado Interstate were unjust and un- 
reasonable in the amount of $2,065,000 annually. This order of the 
Commission was appealed to the Circuit Court of Appeals of the 10th 
Circuit, and the order of the Commission was upheld. This case was 
taken to the United States Supreme Court which upheld the Com- 
mission’s order. (Colorado Interstate Gas Co.v. Federal Power Com- 
mission, 324 U.S. 581.) 

In 1948 the Federal Power Commission instituted a proceeding to 
determine whether the rates charged by the Colorado Interstate Gas 
Co. were excessive. In 1952 the Commission found these rates to 
be excessive, unfair, and unreasonable, and ordered a reduction in 
jurisdictional rates of $3,095,392 per year. Denver had intervened 
in this proceeding and Colorado Interstate then took the Federal 
Power Commission and the city and county of Denver into court and 
the Court of Appeals for the 10th Circuit upheld the Commission's 
order, with the exception of one small point. The matter of the rate 
reduction was then appealed to the United States Supreme Court and 
that Court on March 28, 1955, upheld the order of the Federal Power 
Commission in its entirety. 

On September 2, 1953, Colorado Interstate filed an application for 
a rate increase of approximately $9 million per year over the rates 
which the Federal Power Commission had held to be reasonable ?n 
1952. These rates went into effect on January 1, 1954, under bond and 
subject to refund if later found to be excessive. 

On April 15, 1954, the Federal Power Commission in the Pan- 
handle Eastern case departed from its previous rule that the price of 
gas should be fixed on the cost method, including a fair return on 
actual investment, and held that the price of gas produced by a pipe- 
line company should be based not upon the cost of production but upon 
the average unregulated price obtained by independent producers for 
sales in the same gas field. 

Following this decision, Colorado Interstate on July 30, 1954, filed 

another application for a further rate increase of approximately 
$10,500,000 per year. These increased rates were also placed into 
effect on February 1, 1955, under bond and subject to refund if later 
found to be excessive. These last two applications for rate increases 
have been consolidated and they are now in the process of being heard 
hy the Federal Power Commission. 
_ The fact that gas rates were held to be excessive and unreasonable 
in 1952 by some $3 million and that in spite of that fact an increase of 
$9 million was applied for in 1953 and another increase of $1014 
million was applied for in 1954, is ample evidence of the fact that 
control of natural gas rates by the Federal Power Commission is 
justified. 

These increases are drastic and shocking. The rates prescribed by 
the Commission in 1952 for sales ‘to’ Public’ Service Co. and other 
utilities in Colorado averaged 11.9 cents per thousand cubic feet. The 
rates proposed in the most recent rate filing and which are being col- 
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lected under bond average 27.99 cents per thousand cubie feet which 
amounts to an increase of 135 percent in 2 years. 

Proposed legislation which seeks to destroy the Natural Gas Act’s 
protection for consumers does so either (1) by removing independent 
producers from the jurisdiction of the Federal Power Commission 
or (2) by specifically changing the Natural Gas Act so that the price 
to be charged by a natural gas company for gas which it produces is 
fixed not by its actual cost of — but rather by the market 
price of gas in the same gas field where produced. We will discuss 
these separately. 

1. Removal of independent producers from the jurisdiction of the 
FPC: On June 7, 1954, the Supreme Court of the United States in 
the Phillips case held that a natural gas producer came within the 
jurisdiction of the Federal Power Commission. (Phillips Petroleum 
Company v. State of Wisconsin, 347 U.S.) We quote the last portion 
of that opinion: 

Protection of consumers against exploitation at the hands of natural-gas com- 
panies was the primary aim of the Natural Gas Act. Federal Power Commission 
v. Hope Natural Gas Company, supra, at 610. Attempts to weaken this protec- 
tion by amendatory legislation exempting natural-gas producers from Federal 
regulation have repeatedly failed and we refuse to achieve the same result by a 
strained interpretation of the existing statutory language. 

The presently proposed legislation is another attempt to weaken the 
protection given to consumers by the Natural Gas Act by exempting 
independent natural-gas producers from Federal regulation. The 
Supreme Court refused to do this. Previous attempts at similar leg- 
islation have failed. The present attempts should also be defeated. 

Denver gas consumers are now absolutely dependent upon those who 


sell gas in interstate commerce for resale. nver consumers have 

invested an estimated $150 million in gas-burning appliances in the 

belief that gas rates would remain at a fairly stable level. Gas is 

the only fuel which can be utilized by this equipment. Consumers 

‘cannot change eer if the distributing company increases the price 
i 


of gas. The Public Service Co. is committed under a long-term con- 
tract to buy gas from Colorado Interstate. 

The Public Service Co. also owns 15 percent of the common stock 
of Colorado Interstate. Unless the Federal Power Commission has 
jurisdiction to control the initial price of gas in the field, no effective 
control exists. In 1952 Colorado Interstate paid other producers an 
average price of 7.65 cents per thousand cubic feet. In the most 
recent case its evidence shows an average price of 12.89 cents per 
thousand cubic feet, an increase of 68 percent in 2 years. 

Proceedings before the Federal Power Commission show that there 
is no real competition between sellers of gas in the field and that the 
only competition is between buyers. To limit the act to sales by pipe- 
lines, as pending bills propose, eliminating sales to pipelines, as pend- 
ing bills propose, eliminating sales to pipelines in interstate commerce 
would be to ignore obvious evils which the present act eliminates. 

2. Market price for cdeapay Bed teed gas: Denver is also vigor- 
ously opposing congressional authorization for the change from the 
cost method of pricing gas to the market price method. 

In order to see the injustice which would be done if this bill is 
passed, it is necessary to review certain facts concerning the history of 
Denver’s gas supply. 
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The Colorado Interstate Gas Co. and the Canadian River Gas Co. 
were incorporated in 1927 and 1928, respectively, for the purpose of 
connecting certain gas reserves in the Texas Panhandle field with 
markets in Denver and Pueblo, Colo., through a transmission pipe- 
line. These two companies were organized by Southwestern Develop- 
ment Co. which owned extensive gas reserves, Standard Oil Co. of 
New Jersey which was to construct the pipeline, and Cities’ Service 
Co., which had the Denver franchise and was to furnish the market. 
In carrying out this project, Canadian River became the owner of 
the gas properties in the Texas Panhandle field and continued drilling 
operations there. It also built additional gathering lines and pipe- 
line facilities to deliver gas to Colorado Interstate at Clayton, N. Mex., 
just across the Texas State line. Colorado Interstate undertook the 
construction of the transmission pipeline from Clayton, N. Mex., to 
Pueblo and Denver, Colo. 

As consideration for the transfer of the Panhandle gas reserves by 
Southwestern Development Co. to Canadian River, and the agree- 
ment by Canadian River to sell natural gas to Colorado Interstate 
at out-of-pocket cost and without any profit to Canadian River, South- 
western received from Colorado Interstate $5 million in cash and one- 
half of the preferred stock and 4214 percent of the common stock of 
Colorado Interstate, valued at $2 million. Cities Service received 
15 percent of the common stock of Colorado Interstate and this stock 
has since been transferred to Public Service Co. Standard Oil paid 
$2 million in cash for the remaining 50 percent of the preferred stock 
and 4214 percent of the common stock of Colorado Interstate. South- 
western Development owned all of the stock of the Canadian River 
Co. 

As provided by the project agreement, Canadian River was to sell 
gas to Colorado Interstate at cost and Canadian River was obligated 
to deliver all of the natural gas underlying its properties including all 
of the hydrocarbons associated therewith, to Colorado Interstate so 
long as the buyer determined the operation to be profitable. The 
natural gas contained liquid hydrocarbons which were removed and 
sold, and under the project agreement Colorado Interstate obtained 
all revenues from this source. 

The original transmission line was placed in operation in 1928 and 
reached its maximum normal operating capacity by 1946. In 1947 
Colorado Interstate constructed another transmission pipeline from 
the Kansas-Hugoton field to Denver. 

In 1950 Colorado Interstate and Canadian River claimed that in 
order to meet the present and future demands for gas in and around 
Denver an additional transmission line should be constructed from the 
Texas Panhadle field northward to connect with the existing Hugo- 
ton-Denver line and that in order to finance the construction of such 
a line the properties of the two companies would have to be merged. 
A joint application was made to the Federal Power Commission and 
on May 1, 1951, the merger was authorized. This was not the con- 
ventional type of merger. Under the plan of merger Southwestern 
was to relinquish its legal title to the capital stock of Canadian River 
to Colorado Interstate, in consideration for which Southwestern was 
to receive legal title to all liquid hydrocarbons associated with the 
natural gas underlying Canudian River’s acreage. Colorado Inter- 
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state was to bear all expense of producing, transporting, and proc- 
essing the gasoline obtained in connection with gas production, and 
Southwestern was to get 50 percent of the gross proceeds from 1 plant 
and 15 percent of the net proceeds of the other plant, derived from the 
sale of this gasoline. In this merger hearing before the Federal 
Power Commission it was estimated that Southwestern would receive 
from 18 to 25 million dollars from this production of gasoline. 

In FPC rate proceedings the amount received from the sale of liquid 
hydrocarbons ordinarily has been treated as a byproduct revenue and 
credited to the cost of gas. The revenues of from 18 to 25 million 
dollars, given up to Southwestern as a result of this merger, must be 
made up by the gas consumers for the reason that their cost of gas is 
increased by an equivalent amount since they can no longer enjoy this 
credit. 

It can thus be seen that Colorado Interstate first paid for these gas 
reserves, including the liquid hydrocarbons, by making the payment 
of $5 million to Southwestern Development Co. Colorado Interstate 
passed this cost on to consumers prior to regulation. In the merger 
the consumers lost the benefit of the revenue from the liquid hydro- 
carbons, thereby paying from 18 to 25 millions of dollars more for 
these gas reserves. The consumers will again pay for these gas re- 
serves many times over if Colorado Interstate is allowed a commodity 
value instead of cost for its produced gas. 

In this merger Denver also lost the advantage of the contract under 
which Canadian River was obligated to deliver all of the natural gas 
underlying its properties to Colorado Interstate, at cost and without 
any profit to Canadian River, so long as Colorado Interstate deter- 
mined the operation to be profitable. 

Denver did not oppose this merger because of the critical need for 
additional gas supply; because of the representation that the merger 
was necessary to finance additional transmission facilities which 
would utilize the much lower-priced supply of gas in the Panhandle 
tield; and because we naneniien that we would continue to have the 
protection of the Natural Gas Act and that the cost method of regu- 
lation would be continued in the future. 

Denver's decision, however, not to oppose the merger application 
was made expressly upon the condition that higher rates would not 
result from the merger; and the order of the Commission was based 
upon the conclusion that Colorado Interstate was obtaining title to 
natural gas reserves containing some 3 trillion cubic feet of gas which 
would supply “consumers in the Rocky Mountain area for at least 
20 years at a low cost” and that the need for large additional deliveries 
of natural gas to meet the requirements of the Rocky Mountain area 
“will be satisfied without any increase in present rates to the con- 
sumer.” 

I would like to interpolate here a paragraph from the Federal 
Power Commission opinion in Docket No. G-1326, March 16, 1951, 
10 FPC Report, pages 105-116. 

However, to avoid any possible doubt as to the full protection to the gas con- 
sumers depending on Colorado, we conditioned our certificate to provide * * * 

3, that it would tender to its retail customers service agreements in which 
it would commit itself not to-oppese any increase in any-resale. rate attributable 
in whole or in part to the acquisition and merger authorized by the certificate. 


We also required that Colorado file with the Commission within 30 days its 
written acceptance of the certificate as conditioned. 
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Colorado Interstate produces 62 percent of the gas sold by it. It 
has proven reserves in the Panhandle Field of 3,300 billion cubic feet 
of gas. Its 1954 estimated annual production is 124,395,881 thousand 
cubic feet. In its latest rate filing with the Federal Power Commis- 
sion, Colorado Interstate shows an average production cost of 1.92 
cents per thousand cubic feet for gas eee in the Panhandle and 
Keyes fields. Also, in its latest rate filing, the application states that 
the going rate for long-term supply is now up to 15 cents per thousand 
cubic feet, but for the purpose of that case, Colorado Interstate is 
only claiming 9.19 cents per thousand cubic feet for gas produced in 
the Panhandle field and 12 cents for gas produced in the Keyes field. 

If Colorado Interstate is permitted to include in its rates its pro- 
duced gas costing 1.92 cents per thousand cubic feet at prices of 9.19 
cents and 12 cents per thousand cubic feet, the impact upon the con- 
sumers in Colorado and other States will be an annual increase of 
approximately $9,155,000. This annual increase will amount to ap- 
proximately $4 million for consumers in the city and county of Den- 
ver. With the 15-cent price just around the corner, another huge 
increase is also in sight. 

When we consider the tremendous proven reserves which Colorado 
Interstate owns, it is apparent that its consumers will, over the life of 
the reserves, pour several hundred millions of dollars of extra profits 
into the coffers of Colorado Interstate if the proposed legislation 
changing the formula for ratemaking is adopted. 

The enactment of the Harris bill would require the FPC to allow 
the market value of the Panhandle Field gas and thus deprive Denver 
of the rights granted under the conditions attached to the merger 
decree and also deprive Denver of the right to oppose the FPC’s use 
of the value basis of regulation. This would result in a grave injus- 
tice to Denver gas consumers who had rights which they surrendered 
and who have invested an estimated $150 million in gas-burning appli- 
ances under an assurance from the FPC that gas rates would remain 
at a fairly stable level. It is a great shock to be confronted with pros- 
pective doubling of our city gate rates based upon an act of Congress 
in utter disregard of all past relationships and considerations between 
Denver, the Federal Power Commission, and Colorado Interstate Gas 
Co. Because of this situation, Denver is compelled to actively protest 
with all means at. our command the passage of a bill which would 
sanction the exploitation of our consumers and perpetrate this rank 
Injustice upon our citizens. 

In conclusion, we again urge you not to approve any legislation 
which will destroy the protection which the Natural Gas Act gives 
to consumers. 

The Cuairman. Thank you very much, Mayor Newton. 

Are there any questions ? 

_Mr. Newton. Mr. Chairman, I would like to state in this connee- 
tion that these facts have come from the Federal Power Commission 
reports, and to the best of my knowledge are, of course, true. 

The Cuatrman. Thank you very much. 

Mr. Hayworrn. Mr. Chairman? 

The Cuatrman. Mr. Hayworth. 

Mr. Hayworrn. I would like to refer to the top of page 7 of your 
report, if I may. You state, “Denver’s decision, however, not to 
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oppose the merger application was made expressly upon | the condition 
that higher rates would not result from the mer ger.” Could you tell 
me the background and the nature of that condition ¢ 

Mr. Newton. Yes; I will be glad to try to do so. The Colorado 
Interstate Gas Co. and the Public Service Co. , through its representa- 
tives, first appeared in my office and urged that the city take a neutral 
position in the Federal Power Commission proceeding. In connec- 
tion with those hearings in my office, the representatives of both com- 
panies indicated that Denver, as a result of the merger, would not lose 
the benefit of the low gas rates under the Canadian River contract. 
We went into that in very great detail, because obviously it was a 
matter of great concern as to whether we would lose the benefits of 
a contract which had been in existence for a long period of time. 

First, I was assured that the Colorado Interstate would become 
subject in whole to the jurisdiction of the Federal Power Commis- 
sion, which would continue in effect. Of course, I could not at that 
time anticipate the possibility that the Federal Power Commission’s 
jurisdiction might be removed. Nevertheless, all the parties to that 
agreement, including Colorado Interstate and Public Service Co. of 
Colorado entered into it on the distinct assumption that the Federal 
Power Commission regulation would continue over the Colorado 
Interstate. 

Mr. Hayworrs. That was an oral agreement ? 

Mr. Newron. This is all, I am trying to give you now the back- 
ground of it, what led up to the whole story. 

Secondly, i it was assumed, and I was assured by the representatives 
of both companies that the base for the regulation of gas, of.the Colo- 
rado Interstate, would continue in the traditional manner as it had in 
the past on the basis of a fair return on investment and reimbursement 
of cost of production, the traditional ratemaking policy that had been 
in effect by the Commission in such companies. Then the city and 
county of Denver and the representatives of both companies went be- 
fore the Federal Power Commission and it is my understanding, al- 
though I do not have the testimony in front of me, that representatives 
of Colorado Interstate on the witness stand testified to that same 
effect, although not in those words. I am sure that they would not 
agree today that that testimony was to that same effect, but neverthe- 
less, that was our understanding of their testimony and that is the 
effect to which we hope to hold them in the Federal Power Commis- 
sion proceedings that are now underway. They testified in other 
words, on the stand, that there would be no rate increases as a result 
of the merger. 

As a result of that background, the Commission itself issued an 
order which in our view is conditioned upon no increase in present 
rates to the consumer, is conditioned upon and, as I read in my state- 
ment, it is conditioned as follows: 

Three, that it would tender to its retail customers service agreements in 
which it would commit itself not to propose any increase in any resale rate 
attributable in whole or in part to the acquisition and merger authorized by the 
certificate. 

Therefore, we feel that the merger was conditioned upon those 
agreements that rates would not be increased; that Denver would 
continue to get the benefit of the low prices, cost of production prices, 
under the Canadian River contract. We are now party to proceed 
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ings before the Federal Power Commission in which we are urging 
that contention against the proposed rate increases that I have set 
forth in my statement and we will naturally an necessarily take the 
matter to the Supreme Court to determine once and for all whether 
we are entitled to that as a condition. 

I might say that this case has already been once before the Supreme 
Court. I do not have the decision in front of me, but the Court passed 
upon another condition and in effect said, I do not remember the exact 
language, that it did not sit well with the Supreme Court for the 
Colorado Interstate, after the merger took place, to attempt to get out 
from under one of the other conditions imposed by the Commission. 
That was not this same condition, but presumably that same ruling 
would apply in this case. 

Now, it is our view that if the Congress of the United States passes 
i law which in effect sets a field price for reserves held by a pipeline 
producing company, that it will wipe out automatically all of the re- 
lationships that have existed between Denver and Colorado Inter- 
state and the Colorado Public Service Co. to the detriment of Denver 
and it will be a very serious injustice upon our people. So I plead 
with you at least to reconsider that provision. I do not think the 
act should be passed at all, but it would be just the most utter, rank 
injustice in our view, if that provision were to remain in the law which 
in effect would add millions of dollars, literally, to the valuation of 
the reserves of Colorado Interstate which the Denver consumer would 
ultimately have to pay. 

Mr. Haywortrn. And which would be a windfall profit? 

Mr. Newton. Which would be an absolute windfall profit. The 
Colorado Interstate went into this merger, merged their properties, 
I mean the Colorado and Canadian River properties were merged on 
the full assumption of the Federal Power Cueianisehan regulation and 
traditional cost-of-production rules. They will be treated fairly by 
the Federal Power Commission; they are doing very well as a com- 
pany today. Their profits are high and are increasing year by year, 
and I am glad that they are, and I am not in any sense against that; 
I believe in the profit motive and the profit system, and I believe that 
companies have to make profits to do business. 

Mr. Haywortu. When was this promise made to you in your office 
by the representatives ? 

Mr. Newron. Prior to this date, I think it is May 1, 1951, when the 
case was decided by the Federal Power Commission. 

Mr. Hayworti. Then they reversed themselves and asked for an 
increase ? 

Mr. Newton. Immediately after. Well, within 2 years after the 
decision of the Federal Power Commission they apply. Well, first, 
I want to make this clear. They applied twice for increases in rates. 
(nce in 1953 and then in 1954. As to the 1953 rates I am not sure as 
to what elements were involved in their request. I cannot say until 
we get into the hearing, the FPC hearing, that that was in any sense 
an act of bad faith. But I can say, and I firmly believe, that going into 
the Federal Power Commission and asking for additional rates of 
+10 million based upon the FPC’s Panhandle ruling, I believe is an 
act of bad faith. I may be wrong about it, and if I am I am perfectly 
willing to withdraw. I do not pretend to be an expert in these mat- 
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ters and I have not participated in these hearings myself except now. 
If I am wrong about it, I am perfectly glad to have the record show 
that I was wrong. 

Mr. Dries. Will the gentleman yield briefly ? 

Mr. Hayworru. Yes. 

The Cuarrman. Mr. Dies, you are recognized. 

Mr. Dries. I just want to read into the record that in 1949 the aver- 
age cost of gas to the residential customer in Denver was 48.3 cents 
per thousand cubic feet and in 1953 it was 47.3 cents, or a reduction 
of 1 cent per thousand cubic feet during that period, according to 
the figure that I have here. Is that correct ¢ 

Mr. Newton. I do not have the exact figures that you have and I 
will certainly accept those if they are from the records. 

Mr. Dies. Your price of gas, field price, increased from 1949 to 
1953 by 3 cents exactly. You started out with 4.7 which was a very 
low cost. 

Mr. Newton. All right. 

Mr. Dies. And it was finally raised, well, every year you had a little 
increase. It was not much in 1950, not much in 1951. In 1952 it was 
increased a little over 2 cents. Finally, the total increase was 3 cents 
in that period. 

Mr. NewrTon. I assume those are from the official records, Mr. Dies. 

Mr. Harris. Would the gentleman also include what the cost of 
natural gas supplied at the Denver city gate was? 

Mr. Dies. The average cost of natural gas supplied at the Denver 
city gate was? 

Mr. Dries. The average cost of natural gas supplied at the Denver 
city gate in 1949 was 17.1 per thousand cubic feet and that was de- 
creased, which is an exception to practically every other city that I 
have the record of here, that was decreased to 16.7 in 1953. 

Mr. Harris. Decreased ? 

Mr. Dries. Decreased. I know you had that litigation. I under- 
stand that. explanation, but the figure shows that Denver in the cost 
of transportation was about the only city that had a decrease in the 
same period. Most of them had a substantial increase in transmission. 

Mr. Newton. I just-want, and I do not know whether these figures 
correspond to yours or not, sir, but my figures here show for Colorado 
Interstate, the Denver gate rate in 1952 was 13 cents. Does this 
correspond with your figures? 

Mr. Dries. No; mine shows 14.5. 

Mr. Newton. What is your 1954 figure? 

Mr. Dies. I do not have 1954. 1953 was 16.7. 

Mr. Newton. My figure shows 1952, 13 cents, and 1954, 26 cents. 
Now, I cannot tell you exactly what record these came from, but I 
would like to point out 

Mr. Dries. These came from the reports filed with the Federal 
Power Commission. 

Mr. Newton. Then undoubtedly they are more accurate than mine. 

Mr. Dries. So far as your consumer is concerned to date, he has 
gotten gas relatively cheap. In other words, compared to some cities 
here where they are paying as much as $1.55 per thousand cubic feet, 
your consumer in Denver has been furnished gas at a very reasonable 
cost ¢ 
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Mr. Newton. That is right. 
Mr. Dries. I do not say it is not justified. 

Mr. Newron. I would! like to point out that in that connection that 

our rate has increased by 7.26 cents in the last year. As of February 1, 

1955, the rate has gone up 7.26 cents and that is based on the fact that 

these requests for increases have been filed with the Commission and 

they have been granted under bond. So, if we win with the Federal 

Power Commission we assume that we will be able to reduce that 

increase. 

The second point I would like to make is that we recognize that we 
have very favorable gas rates in Denver as compared to other cities. 
Of course, there are a lot of explanations for that. We were a pioneer 
in the field; we undertook gas in 1929, whereas most cities are only 
receiving it very recently. Also, we have a very large volume that has 
been built up over that period of time as compared to many other 
cities of comparable size, and we have the benefit of the costs of con- 
struction of pipelines. 

Mr. Dres. Let me interrupt you for this observation. Is not the 
real question here whether there is competition, sufficient competition, 
in the production and gathering of gas? You certainly do not favor 
regulating any industry that is subject to bona fide honest competi- 
tion, do you? 

Mr. Newton. No,I donot. I would say there are two essential ques- 
tions, as far as we are concerned, in this case. One, of course, is the 
provision on the fair field price for the reserves. 

Mr. Dries. I understand that, but I am talking about basically the 
problem of regulating producers and gatherers ought to be decided 
on whether or not we come to the conclusion as to whether there is 
honest competition among the producers and gatherers? 

Mr. Newron. I agree with that statement. 

Mr. Dies. In other words, we certainly regulate a natural monop- 
oly. If an industry is not a natural monopoly, then we have antitrust 
laws, and the theory of our Government is to break up the monopoly 
so as to restore competition. We have here, say, 4,500 to 8,000 pro- 
ducers. I do not know; I have heard different figures used, but some 
4,400 have filed applications since the Phillips case. Now, we have all 
these producers. The point is made that because 200 of them control 
whatever percent of the reserves, 70 or 80 percent, that that ipso facto 
and per se means there is no competition. 

Well, of course, that is a fallacious argument in and of itself, because 
half a dozen automobile companies control all the automobiles and 
just because the number of people engaged in the business are limited 
does not necessarily mean that it is a monopoly. So that is no argu- 
ment; we have to go further and find out whether there is an absence 
of competitive conditions there. Now, the big point made is that 
everybody can see that there is competition in producing and gather- 
ing; I do not think anybody will argue that, but they say that because 
of the limited market, the fact that the producer must sell to pipelines, 
that that creates a different situation, and by reason of that difference 
we are justified in departing from our traditional standard and under- 
taking to regulate the producer. Do you not think that summation 
is fairly correct? I mean as to what the real issue is? 

Mr. Newton. The real issue, I believe, is whether or not there is 
effective competition, thereby setting effective competitive prices at 
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the field, with that competitive price situation being the protection 
for the consumer. 

Mr. Dries. A great many people say, well, not a great many, but 
certain people who have come before us say that the only thing that 
keeps competition from existing adequately in production is these 
escalation clau:es. There is some ground to believe some of these 
clauses are not justified economically. 

Suppose that were true, that we come to the conclusion here that 
there would be ample competition if it were not for the fact that in 
the last 3 or 4 years this thing of escalation has arisen under which they 
have spirals and favored-nations clauses and third parties, artificial 
conditions that prevent competition. Then would not we be per- 
forming a greater service to the people of the country to try to restore 
in our legislation competitive conditions than we would simply to 
blanket all these producers in regulation? I mean so far as the con- 
sumer is concerned, he does not care what method is used providing he 
can be assured that whatever price is fixed is a price that is based 
upon honest economic consideration. He knows he has to pay an in- 
crease where an increase is justified. He just does not want to be 
gouged by monopolistic practices. Is that not just about what the 
matter is? 

Mr. Newton. I think that is the question you have to decide. 

Mr. Dres. If it be true, the consumer in this country has been very 
fortunate in many respects in that many long-term contracts were 
made in the beginning under which tremendous reserves were tied 
up at a price that is now ridiculously low. They are getting the 
benefit, and have gotten the benefit, throughout the years in those 
contracts. Now, if we can devise legislation here that will give some 
reasonable assurance that we are going to have competitive con- 
ditions, if they are not now existent, it seems to me that the con- 
sumer throughout the country will be far better off than he will if 
the Government steps in and undertakes what I believe would be 
almost a hopeless task of regulating so many producers. Do you not 
agree that at least what I have said is the issue before the committee? 

Mr. Newton. I believe that is the issue, Mr. Dies. I would like, if 
I might, to make 1 or 2 comments about the Denver situation that 
might be of some interest. In the first place, as to this competition, 
the Public Service Co. of Colorado is our distributor and has a 
franchise for 20 years to distribute gas in Denver. Secondly, it has 
2 long-term contract with Colorado Interstate. Because we have 
had gas for a long time, I think we have something like 200,000 gas 
users in the Denver area and I am not sure how many of those are 
residential, but most of them are. A great percentage, and I was not 
able to get this percentage, but a very great percentage of those gas 
users have homes that have been built since our gas supply in 1929. 
They have been built around a gas supply. They are little homes, and 
you understand, they could not be changed. 

Mr. Dies. That is true in Texas, and generally true now everywhere. 

Mr. Newton. In Denver it is not just a question of buying a new 
appliance, buying a new furnace and replacing it, it is a question of 
buying a new house, or it is a question of very substantial remodeling, 
or adding to the house to provide space for some other kind of equip- 
ment. Our users of gas in Denver are absolute captives and they have 
no choice whatsoever but to pay the price. 
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Mr. Dies. Do you not think your trouble arose through some escala- 
tion clauses in the producers’ contracts? I understand your trans- 
mission company is your producer ? 


Mr. Newton. Yes. 
Mr. Dres. These increases that you have been talking about, were 


they not due to some favored-nation clause, or spiral clause? 

Mr. Newton. No, as I understand it, the increases they have re- 
quested are based upon the change, at least, the last one of $10 million 
is based upon the change of the Federal Pow er Commission. 

Mr. Dres. I know the last one, but the previous ones were not, they 
were predicated on some increase in the field under some favored- 
nation clause, or some spiral clause ? 

Mr. Newton. I do not know what they are predicated upon, sir; 
the previous one. 

Mr. Dies. Thank you very much. 

Thank you, Mr. Hayworth, for letting me ask those questions. 

The CuatrMan. If there are no further questions, we thank you 
very much, Mr. Mayor. 

Mr. Newron. Thank you, gentlemen. 

The Cuamman. The Chair understands that Mr. Simons who is 
county utility counsel for Detroit, Mich., desires to present a state- 


ment for the record. 


STATEMENT OF LEONARD SIMONS, SPECIAL ASSISTANT PROSECUT- 
ING ATTORNEY OF WAYNE COUNTY, MICH. 
























Mr. Simons. I am county utility counsel for the county of Wayne. 
The county of Wayne encompasses the city of Detroit. The city of 
Detroit speaks for itself through its representative. I desire to have 
my statement, which I have sent in in accordance with the rules, 
accepted as if I had made it here in person. In order to facilitate the 
hearing and rather than go into a 3- or 4-hour discussion, I would 
like to have the chairman accept my statement. 

The Cuairman. The Chairman will accept your statement and it 
will appear in full in the record at this point. 

Mr. Simons. Thank you. 
(The statement referred to follows:) 
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My name is Leonard Simons and I am special assistant prosecuting attorney 
of Wayne County, Mich., in charge of utility matters. I am appearing here today 
as a representative of the county prosecutor, Mr. Gerald K. O’Brien. 

Wayne County is one of the largest counties of the country in population. 
The county ineludes the city of Detroit and the numerous surrounding commu- 
nities and it comprises large residential areas as well as some of the biggest and 
most important industries in the United States. The industries in our area 
use vast quantities of natural gas and the people use it for cooking, water heating, 
and to heat their homes as well as for other uses. 

For many years the county prosecutor, Mr. O’Brien, and I have participated 
actively before the State and Federal commissions and the courts in matters 
relating to the gas supply and requirements of the people and the industries of 
our county and the rates which are charged for gas service. We participated 
in the Phillips case and we feel compelled to appear before this committee to 
speak out against the Harris bill, which will not only permit the independent 
natural-gas producer to escape from regulations but provides a license to the 
interstate pipeline to write up the value of its own gas reserves at the expense 
of the consumer. 
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If this bill were to pass in its present form, the public would be far worse off 
than it was before the Phillips decision by the United States Supreme Court. 
This bill does not just reverse the Court decision—it goes further than that and 
writes into law an obligation on the part of gas consumers to provide natural- 
as transmission companies with billions of dollars of additional and unwar- 
ranted profits. This estimate of the cost is not made by me, but is the state- 
ment of the staff of the Federal Power Commission. 

One of the principal beneficiaries of the proposed legislation is Panhandle 
Kastern Pipe Line Co., which is one of the gas suppliers in our area. The 
price increases which this company has placed in effect in the past year, or is 
seeking to place in effect in the near future, on the basis of the regulatory prin- 
ciples set forth in the Harris bill proves beyond doubt that the Commission staff’s 
evaluation of the cost to the ultimate consumer is absolutely correct. 

After many days of hearing the proponents of the Harris bill, the committee 
is certainly well aware that the proposal would exempt the independent gas 
producers who sell gas to interstate pipeline companies from regulation by the 
Federal Power Commission. The bill contains a second provision, however, which 
is far more unjustified and more unfair than this. It provides that the inter- 
state natural-gas transmission company who owns its own gas reserves shall be 
permitted to write up the value of this gas to some mysterious amount which 
would be called the reasonable market price for such natural gas in the field. 

The language of this provision might sound reasonable, but the result certainly 
is not. This provision of the bill would require the natural-gas consumers, who 
have already paid the pipeline company the cost of developing these gas reserves 
to buy them back at 150 or 200 times their cost. This is extortion, not regula- 
tion, and the public is the victim. 

You have already heard in these hearings of the decision of the Federal 
Power Commission on April 15, 1954 (opinion No. 269) in which it reversed 
ali of its previous regulatory philosophy and authorized Panhandle to charge its 
customers the so-called fair field value for its own produced gas. Previous 
to this decision the Federal Power Commission had allowed Panhandle and 
other interstate natural-gas transmission companies to earn a fair return upon 
the cost of their own gas reserves. 

Some indication of the results of this decision upon the gas consumers is 
shown in the 1953 annual report of the Panhandle Co. In this report the 
company boasted that it expected to receive an increase of at least 13 cents per 
thousand cubic feet in the price of its 3.5 trillion cubic feet of gas reserves. Prior 
to the decision these gas reserves were valued at $3 million, but after the ruling 
they could be written up to $455 million, an increase of 15,000 percent. 

A dissenting opinion by Commissioner Draper pointed out that, on the fair 
field price formula, Panhandle will receive a return of 78 percent on the equity 
capital invested in gas reserves. Actually this return will be much higher for 
the decision merely was a foot in the door. The real effect is just being developed 
now in further rate-increase applications. 

But even this tremendous increase does not tell the whole story of the exaction 
that is to*be imposed upon the public. At the time Panhandle was attempting 
to persuade the Federal Power Commission to authorize the fair field price, or 
the average field cost, for its gas, this company indicated that if it received this 
bonanza it would then be willing to dedicate its own gas to the service of the 
public and supply some of the needs of its market. In other words, the company 
threatened—give us what we want, or we won’t sell our gas. 

Well, Panhandle got what it wanted, but apparently it wasn’t satisfied even 
then. The company filed an application to increase its pipe line capacity by 
255 million cubic feet a day by using some of its own gas reserves. The Federal 
Power Commission gave it emergency authorization to build 100 million cubic 
feet of this additional capacity and then the pipe line withdrew its application 
for the remainder of its expansion program from its own gas reserves. Appar- 
ently the company has decided that it will not sell this gas—which was bought 
and paid for by the public—unless this proposed Harris bill passes and it can 
get an even higher price. If this bill should pass, the interstate natural-gas 
transmission companies will lose no time in arguing to the Federal Power Com- 
mission that the “reasonable market price in the field” is really the highest price 
prevailing in the field. 

You gentlemen don’t have to speculate as to the results of this portion of the 
lezislation. You can look to the facts. Just 1 year ago the Federal Power 
Commission approved the fair fleld price philosophy in the Panhandle rate case. 
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Prior to that determination, the previous approved rate of Panhandle for gas 
delivered to the distribution company serving the Wayne County area was 18% 
cents per thousand cubic feet at 100 percent load factor. Of course the price 
would be considerably higher if there were fluctuations in the volumes delivered 
to the distribution company. The decision of April 15, 1954, increased the price 
to approximately 23% cents. Six weeks later, having established the philosophy 
of fair field price, Panhandle filed an application to increase its rate to about 
28.5 cents per thousand cubic feet. A portion of this rate increase application 
was dismissed, but a new rate of approximately 264% cents was placed in effect 
on January 1 of this year, subject to refund upon final determination of the 
Commission. On March 25, Panhandle filed a certificate application with the 
Commission in which it proposes a rate of 37 cents per thousand cubic feet. 
This is just double the price authorized before the decision of a year ago. Inci- 
dentally, Panhandle is also proposing to reduce the gas deliveries to Detroit by 
about 30 percent. 

Is it any wonder that we representatives of the public are coming before Con- 
gress for protection against these increased costs? Certainly the staff of the 
Federal Power Commission was correct when it said that the fair field formula 
of regulation would ‘‘mean literally billions of additional profits” to the natural- 
vas transmission companies. Now, it is proposed to write into law even a more 
disastrous formula of pricing these gas reserves. 

The county of Wayne has appealed the decision of the Federal Power Com- 
mission in the Panhandle case to the courts and the matter is now pending. 
We believe that the decision is contrary to law. Apparently the pipeline com- 
panies think it is too, for they now want the law changed, and they want it 
changed quickly. 

This committee has heard arguments that the independent producers of 
natural gas should be freed from Federal price regulation because they are not 
engaged in a utility business, but are operating a competitive enterprise in which 
they are risking large amounts of their own money. If there is any merit to 
this argument, then there is all the more reason why the natural-gas transmis- 
sion company should not be permitted to inflate, or write up the cost of its own 
gas under any “fair field” or “reasonable field price” formula. 

The natural-gas transmission company is engaged in the utility business. Its 
cost of operation are paid by the gas consumers and the company is provided with 
a fair return upon its investment. The pipeline company has not risked its 
money in finding and developing gas reserves. The money that it has snent 
in this activity is an operating expense of the company and has been paid by 
the gas consumers. 

If the pipeline company drilled dry holes in searching for gas, it did not lose 
anything. The rate payers paid the cost. They also have paid the cost of delay 
rentals, the cost of abandoned leases and all of the expenses of taxes and admin- 
istration relating to the exploration and development of the pipeline companies’ 
gas reserves. In other words the risk was borne by the ratepayers and not by 
the stockholders. The consumer pays the bills and a few pipelines grab the 
profit. 

Under the Harris bill which is now before you, the rate payers would be 
required to pay more than a hundredford for the gas their money developed. 
There is no justice in this. 

If the independent gas producer should be freed from regulation because he 
risked his own money, then certainly the natural zas transmission company who 
incurred no such risk should not receive the same favorable treatment. 

Let us suppose that this provision of the Harris bill authorizing the write-up 
of gas reserves should become law. Where would it lead? 

There has been a lot of talk before this committee about gas selling for 4, or fi, 
or 6 cents per thousand cubic feet in the field under long-term contracts that 
were the result of arm’s-length bargaining. If the pipeline company is permit- 
ted to inerease the price of its gas reserves to 15 cents, or 20 cents a thousand 
feet, or more, then why should not all of the gas producers be permitted to write 
up the price of the gas under their contracts. Or, if the pipeline companies can 
Write up the cost of their own gas, there is no reason why they should not be 
permitted to write up the cost of gas they purchase from other producers. 

What difference is there between gas reserves owned outright by a pipeline and 
those owned under contract? If the pipeline company can charge the rate 
payers 20 cents a thousand cubic feet for its own gas, the company should 
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logically be permitted to charge the rate payers 20 cents for the gas it purchases 
under contract, even though the price of that gas is only 10 cents. 

If a pipeline can write up the value of its gas, then why should it not be 
permitted to write up the value of all of its other investment. Where does it 
all end—except right in the pockets of the gas consumers. 

This portion of the Harris bill alone is a multibillion-dollar giveaway with the 
Federal Government taking from the gas consumers the gas reserves which their 
own money developed. 

Pending before the committee is H. R. 3490 introduced by Congressman Vanik. 
This bill provides that the value for ratemaking purposes of gas reserves held 
by any natural-gas company shall in no case be deemed to exceed the actual 
original cost of such reserves to such company. The bill would require the 
Federal Power Commission to return to the regulatory philosophy which it 
applied without a single exception during the 15 years that it administered 
the Natural Gas Act prior to April 1954. The bill would provide the natural- 
gas transmission companies with a fair return upon their investment in gas 
reserves and it would protect the public which paid the cost of developing these 
gas reserves. I urge that this bill be enacted. 

Also pending before your committee is H. R. 49438, a bill introduced by Repre- 
sentative Staggers, and a number of similar bills which would give the Federal 
Power Commission the power to regulate the direct sale of natural gas to indus- 
trial consumers. 

These bills would close a loophole in the Natural Gas Act which provides 
extra and unregulated profits to the pipeline companies at the expense of the 
rate payers and at the same time deprives gas consumers of the additional 
supplies of natural gas they so badly need. 

As the Natural Gas Act now stands a pipeline company receives a regulated 
fair return upon its investment from the gas which it transports and sells to 
utility customers for resale by utilities to the public. Most pipelines, however, 
also transport through the same lines large volumes of gas which they sell to 
industrial consumers at rates which are not subject to regulation by the Federal 
Power Commission. The sale of this gas results in extra profits to the trans- 
mission companies, 

Probably the best way to explain the situation is to again cite a specific exam- 
ple. In the Panhandle rate case, which I have frequently mentioned, the Federal 
Power Commission found that Panhandle was entitled to a return of 5% percent 
upon its regulated sales. This did not include the profits from the fair-field 
price of gas, intrastate sales, gasoline extraction operations and the direct sales 
of gas to industries. Panhandle’s actual profit upon the basis of the FPC deci- 
sion was shown to be about 8% percent. 

Commissioner Draper’s dissent shows that Panhandle would receive a rate 
of return of about 13 percent upon its common equity from its regulated sales 
to utility customers and about 57 percent upon its common equity from sales 
direct to industrial consumers. 

It is clear from these figures that the pipeline company has a tremendous 
economic incentive to sell as little gas as possible to utility customers—because 
it will make a fair return regardless of the volumes of sales—and as much gas as 
possible directly to industrial consumers. 

The result is that the public is caught in the middle. The homeowner wants 
gas to heat his house, but the pipeline company doesn’t want to provide it because 
it can make an additional profit by selling the gas to industry. 

Yet it is the utility company and their domestic, commercial, and industrial 
customers that make the pipeline possible. They pay most of the costs of oper- 
ating the pipeline, but the pipeline doesn’t want to supply them once these costs 
are paid. 

I am talking about facts, not theory. Panhandle has refused to sell more gas 
to the distribution company serving the Wayne County area, but it is actively 
seeking to sell huge quantities of gas to industrial consumers in the area served 

y its distributing customers. All up and down the Panhandle line there are 
restrictions on the use of gas for house heating and other purposes, but the pipe- 
line doesn’t want to serve its customers for these types of regulated sales. 

The people are crying for more gas, but the present language of the Natural 
Gas Act provides a premium to the pipeline companies if they refuse to make 
these sales. Certainly this situation was never envisioned when the act was 
passed and it should be changed. 

The passage of the Staggers bill would also lower the rates of natural-gas con- 
sumers and it is high time that something was done to bring this about. The 
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Natural Gas Act was passed to protect the consumers and Congress should see 
that this protection is complete and that the ratepayers are not left at the mercy 
of the pipeline companies who have discovered and exploited a loophole in the 
act. 

The Staggers bill would reduce the cost of natural gas to the consumers simply 
by providing greater volumes of regulated sales and thus greater regulated 
revenues to the pipeline companies through the same facilities. I think that an 
example from the Panhandle rate decision will best explain the point. 

Commissioner Draper’s dissent showed that regulated revenues of approxi- 
mately $6714 million would provide Panhandle with a fair rate of return upon 
its property. It also showed that Panhandle received an additional $1144 mil- 
lion by the sale of gas not subject to the jurisdiction of the Commission. If 
these sales were made subject to the Commission’s jurisdiction then the amount 
of money which must be provided by the utilities and their ratepayers would be 
substantially decreased. 

How can there be any justification for the present situation? The public 
loses in three ways. First it must pay higher rates for gas because the pipeline 
can sell a portion of the gas which it transports for extra profits directly to 
industry and secondly it loses because the pipeline will not sell the gas to utility 
customers for resale. It also loses in a third way, for the sale of greater volumes 
of gas by the pipeline to the utility customer will result in increased revenues 
to the local utility and these revenues will in turn produce rate benefits to the 
ultimate consumer. 

Just imagine a situation in which a railroad carries part of its freight at a 
regulated rate and part at a nonregulated rate. That is what the pipeline com- 
panies are doing now. 

If Congress were to do nothing else than correct this present defect in the 
Natural Gas Act it would be benefiting the ultimate consumers of natural gas 
by many millions of dollars a year. 

On behalf of the consumers of Wayne County I urge that you pass the Stag- 
gers bill. 

Those who support the Harris bill base their arguments upon a false premise, 
and then, of course, they proceed to a false conclusion. They start by saying 
that the production of gas is not a utility operation and if they are regulated 
like utility companies there will not be sufficient incentive to explore for and 
develop new gas reserves. Therefore, they say, there must be no regulation if 
there is to be an adequate supply of gas. 

The proponents of the Harris bill therefore start from the false contention 
that regulation cannot and will not provide gas producers with the necessary 
incentives to invest their money in what they argue is an extremely risky business. 

Bad regulation may do the things that the producers fear, but there is no reason 
why fair, just. and reasonable regulation cannot be applied to the production 
of gas just as it is applied to the transmission and distribution of gas. 

The idea of regulation is to provide sufficient money to attract capital to the 
business and thus make it possible for the public to obtain the service which it 
desires. Admittedly the drilling of gas wells entails a greater risk than the 
operation of an interstate natural gas transmission line, but good regulation can 
recognize this greater risk and provide for sufficient earnings to compensate 
those who risk their money. 

The producers are before you complaining that they cannot expand their pro- 
duction and supply the needs of the public if there is bad regulation. That may 
be true, but there is no reason why they cannot be regulated in a fair and proper 
way in the best interests of the gas consumer and of the country. 

Given good regulation, every argument which the producer has made in these 
hearings disappears and the public will be protected against a continuing upward 
spiral of gas rates. 

The Cuatrman. The Chair would like to invite anyone else who may 
desire to follow the course just followed by Mr. Simons and file a 
statement. Any other scheduled witness who may desire to file a 
statement before we adjourn for lunch has that privilege at this time. 

The committee will stand adjourned until 2 o’clock. 

(Whereupon, at 12 : 28 the committee recessed to reconvene at 2 p. m. 
of the same day.) 
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AFTER RECESS 


The CuatrmMan. The committee will come to order. 

Before beginning the testimony, may the Chair make this statement 
in the form of an explanation, and so that there will not be any mis- 
understanding and, the Chair hopes, no hurt feelings. 

Prior to the time the NIMLO group met and did a very fine job of 
consolidating and assisting the chairman and the committee, the chair- 
man, through the clerk, had made certain commitments that he feels 
he has to go through with in order to keep his word. It will be neces- 
sary, if we are able to do that, to hear this afternoon from Mayor Dil- 
Jon, of St. Paul, and Mayor Moloney, of Covington, Ky., and also from 
Mr. Joseph Grossman, assistant corporation counsel, of Chicago; Mr. 
Ralph Locher, of Cleveland, and Hon. Lester Hooker, State corpora- 
tion commission, Richmond, Va. That is five witnesses. 

The Chair believes if we proceed expeditiously, we will be able to 
clear that record of five witnesses during the afternoon, and very 
much hopes so. 

May the Chair suggest this, not in any sense in a critical way nor 
in any sense minimizing the importance of what any witness might 
say. If any statements contain a long historical background of the 
Phillips case, for example, we have had for the record perhaps 40 of 
those, I think, in the course of the hearings. The printed record will 
show that we have had the history of the Phillips case given at least 
40 times, and the committee lived with it pretty well as it was develop- 
ing. This is not said critically, but as something which will help us 
all. If in any prepared statement there is a further rather lengthy 
recital of the background of the Phillips case, the Chair honestly 
feels that that has been made a part of the record enough times al- 
ready and that it is not necessary to review that. Where that may 
appear, if it can simply be summarized briefly and included as a part 
of the statement, I think that would help. 

Other committee members will be coming in very shortly, as soon 
as the quorum call is over. In order to proceed with the hearings, we 
will call to the witness chair Mr. Joseph E. Dillon, mayor of St. 
Paul. 

Mayor Dririion. Mr. Chairman, I feel somewhat lonesome up here, 
not that I mind appearing alone before the distinguished chairman, 
but I had hoped that your colleague, Representative O'Hara, from the 
State of Minnesota, could have been here. 

The Cuarrman. If you prefer to switch places on that account with 
Mayor Moloney of Covington, Ky., we would be very happy to do 
so. You are the two next witnesses. 

Is Mayor Moloney in the room ? 

Mayor Moroney. Yes. 

The CHamman. If you care to do that, I would prefer that the 
gentleman from Minnesota be here when Mayor Dillon makes his 
presentation. 

Mayor Ditton. Thank you, sir. 

The Cuatrman. We will hear Mayor Moloney at this time, The 
rolleall has delayed some members of the committee. 
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STATEMENT OF HON. JOHN J. MOLONEY, MAYOR OF THE CITY OF 
COVINGTON, KY. 


Mayor Mowoney. Mr. Chairman, in the absence of the committee, 
I am John Moloney, the mayor of Covington, Ky. I will read this 
statement, and perhaps by that time some of the committee members 
will be here. 

The Natural Gas Act became law on June 21, 1938. Since that time 
the Supreme Court has passed on the act to settle two important cases: 
Federl Power v. Hope Natural Gas Co., and the more recent, Phillips 
Petroleum v. State of Wisconsin. In both cases this high court has 
had this to say: 

The primary aim of this legislation was to protect consumers against exploita- 

tion at the hands of natural gas companies. 
The cities of this Nation that are served by natural gas companies 
believes that this legislation was not only necessary in 1938, but the 
need for protection “against exploitation at the hands of the natural 
gas companies” becomes more acute each year. 

Since 1947 there have been five major bills presented to the Con- 
ress, all designed to relieve sellers of gas in interstate commerce for 
resale, from Federal Power Commission jurisdiction. They are (1) 
the Moore-Rizley bills (S. 734 and H. R. 4051, 80th Cong., Ist sess.) ; 
(2) the Priest bill (H. R. 4099, 80th Cong., 1st sess.) : ; (3) Ly le-Harris 
bills (H. R. 79 and H. R. 1758, 80th Cong., 2d sess.) ; (4) Kerr bill 
(S. 1498, 7ist Cong., 1st sess.) ; and (5) Lyle bill (H. R. 3285, 82d 
Cong., 1st sess.). 

Each of these bills have been defeated despite the terrific pressure 
exerted to effect their passage. One failed only when it was impos- 
sible to muster enough votes to override a Presidential veto. 

The question is again before the Congress, this time with renewed 

vigor, probably instig ated by the recent decision of the Supreme Court 
in the Phillips case. The public is being bombarded with large a 
in periodicals and important newspapers, stating the case of the ga 
producers. Every effort is being bent toward relieving the gas ore: 
ducer of Federal Power Commission regulation. 

The ads are so designed to give the consuming public such informa- 
tion as to lead them to believe that regulation at the wellhead destroys 
the principles of free enterprise and copeteitive markets. Much is 
made of the regulation of producers, variously estimated as numbering 
between 4,000 and in excess of 5,000. Also that gas produced at the 
wellhead and delivered to a processor or a carrier is not in interstate 
commerce. 

The gas taken from the wells is intended for interstate delivery. 
It was for this purpose that the processing companies were formed 
and for this reason the large pipelines were laid over great distances 
to reach markets in cities far removed from the wellheads. This is 
the reason that many wells were opened and the reason that many 
oil companies went into the gas-producing business. Without these 
facilities they would have no ) market and these facilities are strictly 
interstate in character. 

An act of Congress could remove this commodity from the juris- 
diction of interstate agencies by law, but no act can remove it from 
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interstate movement in fact. The gas is being brought out of the 
earth to be sold beyond the State line in which the well exists. 

While it is difficult or impossible to conceive of gas as it is being 
produced considered other than an interstate product, it is even harder 
to consider the producers’ market free or competitive. 

Whether the number of producers is 4,000 or in excess of 5,000 is 
relatively unimportant at the moment. The fact still remains that 
less than 100 producers supply at least 85 percent of the gas produced, 
and 7 companies supply 25 percent of this same total. This hardly 
looks like a free market or one in which prices seek their level through 
competition. 

By far the greater number of producers are left with but 15 percent 
of the market, while a relative few absorb 85 percent of the consuming 
puble’s demands. With such a heavy balence in the hands of a very 
few in any other commodity field, this would constitute a monoply— 
and it also constitutes a monopoly in the gas-producing fields. 

Monopolies are not conducive to free enterprise or competitive mar- 
kets. This monopoly was formed by the gas producers themselves. 
They now seek, not a free market, but a market free to exploit the 
consumer by a very few producers. The Natural Gas Act of 1938 was 
designed to prevent such exploitation and should for this reason 
be retained in its present state. 

How the price at the wellhead affects the consumer is easily exem- 
plified in my own community, that is, in northern Kentucky, surround- 
ing the city of Covington, and known as the northern Kentucky cities, 
spread along and south of the south bank of the Ohio River and di- 
rectly south of Cincinnati, Ohio, on the north bank of the Ohio River. 

The northern Kentucky city group is comprised of 22 separate mu- 
nicipalities with a total population of approximately 175,000. Cov- 
ington is the largest city in this group, accounting for approximately 
65,000 of the total population. 

The Union Light, Heat & Power Co. is the local retail gas company 
serving this area. This is a subsidiary of the Cincinnati Gas & Elec- 
tric Co., operating in and serving Cincinnati and adjoining cities in 
Hamilton County, Ohio. It is locally owned. 

The Cincinnati Gas & Electric Co. and the Union Light, Heat & 
Power Co. buy their gas from the Kentucky Central Gas Co., who in 
turn receive their supply from United Fuel Co. Both Kentucky and 
United Fuel are a part of the vast Columbia system. United Fuel is 
supplied by Gulf Interstate and Tennessee Pipe Line, neither of which 
are a part of the Columbia system. From this point I do not know 
the identity or the number of lines that carry this supply as they fol- 
low a devious route to the wells in the distant Southwest. 

The Northern Kentucky cities enjoy a rate lower than the national 
average. The local market also differs in that the residential use of 
gas accounts for a larger portion of the total sales than is generally 
the figure in other cities. In 1954 the average residential rate was 
64.35 cents per thousand cubic feet against a national average of in 
excess of 83 cents per thousand cubic feet; but the residential sales ac- 
counted for about 70 percent of the local market against a national 
average of approximately 55 percent. 

In 1948, our rates were low—lower than they had been for some 
time. They did not begin to rise until 1952. Prior to 1952, most of 


RE ae aa ot 


ee a 








ee 


ree 


NATURAL GAS 1585 


our supply came from the West ee fields, but since 1952 prac- 
tically all of the gas is brought in from the wells in the Southwest. 
The increase in rates that followed is nothing more than a reflection of 
the increase in rates at the wellheads. 

The Public Service Commission of Kentucky has allowed little or 
no increase in consumers’ rates over the amount of increase in whole- 
sale rates. Yet since 1952 they have allowed three increases. 

Kentucky Public Service Commission case No, 2452, bearing an or- 
der date of January 24, 1953, permitted the Union Light, Heat & Pow- 
er Co. to increase rates that would gross $349,200 more annual revenue; 
case No. 2640, order date July 22, 1954, allowed a $455,814 annual in- 
crease; case No. 2750, with an interim order date of March 21, 1955, 
grants an increase up to $376,794 annually, depending oa the outcome 
of cases now pending before the Federal Power Commission. 

Comparing the low in 1948 with 1954—after 2 increases—the effect 
on the consumer is readily seen. In 1948, 39,547 residential customers 
paid $1,965,214.97 for 3,243,187 thousand cubic feet; this is a yearly 
average of $49.69 for 82 thousand cubic feet per customer. 

In 1954, 44,311 residential customers paid $3,993,073.81 for 6,157,- 
345 thousand cubic feet, or $90.11 for 139 thousand cubic feet per cus- 
tomer. Each customer therefore paid 81 percent more for 70 percent 
more gas in 1954 than in 1948. 

The increase in the amount of gas used per customer is due to a more 
widespread use of gas for space heating. The interim order in case 
No, 2750, Kentucky Public kien Commission, may or may not in- 
crease this amount by $376,794 in 1955, depending on the outcome of 
the cases before the Federal Power Commission. 

Thus is the residential customer affected, and the local retailer has 
also felt this change. In 1948 the Union Light, Heat & Power Co. 
paid 28.64 cents per thousand cubic feet for gas; in 1954 it was 39.11 
cents per thousand cubic’feet. Although some other factors affected 
their rate of return, it dropped to 3.15 percent in 1952 and to less than 
3 percent in 1953. Due to the increases granted in 1953 and 1954, it 
rose to 5.31 percent in 1954. However, no dividends were paid from 
April 1952 until December 1954. 

During the period from 1951 to 1953, the price at the wellhead rose 
from 7.3 cents to an estimated 8.3 cents. I based that on an average 
that I have. 

So the wholesaler, the retailer, and the consumer are all vitally af- 
fected by the price at the wellhead. Should you remove the regula- 
tions at the source you only pass an unregulated product into a reg- 
ulated market. Those regulatory bodies that must control prices be- 
yond these wells are left no other alternative than to pass whatever 
price is fixed at the well on and on until it reaches the consumers, the 
greater number of which are ordinary American residences. Thus, 
the price is left to the will or the whim of the owners of the wells, too 
few of whom control too much of the market to leave it either free 
or competitive. 

The Cuamman. Thank you very much, Mayor. I know that you 
are very much interested in this question, as all of us are. 

IT want to ask you only one question. If this committee in its 
executive deliberations finds some way to give adequate protection to 
consumers without making the producer a public utility, and you were 
assured that that was adequate protection, would that satisfy you? 
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Mayor Moroney. I think that is everybody’s idea, to assure ade- 
quate protection to the consumer, and a fair price to the pr oducer as 
well. 

The Cuatrman. Thank you, Mayor. 

Are there any questions? Mr. Dolliver ? 

Mr. Dotttver. Do you have any suggestion as to how that very 
desirable end could be reached by legislation ? 

Mayor Moronry. I think there are some things very necessary to 
improve the legislation we now have. I don’t intend to go into any 
detail on this. I believe that it should be controlled at the wellhead 
as a guaranty. However, I think there should be some assurance for 
such ‘things as that the producers will be amply compensated for ex- 
ploratory expenses, for looking for new wells. I think that should 
be written off as an expense. 

I think one of the main things Mr. Harris has in mind in his bill— 
I do not agree with his bill entirely, I must say, but I must agree with 
him that he wants to be assured that there is an ample supply at all 
times. In other words, I believe it can be done by another method. 

Mr. Dotriver. From what you have just said ‘it seems that you 
advocate some sort of legislation in this field rather than leaving the 
matter as it is now, under the Supreme Court decision in the Phillips 
case, putting the whole thing in the lap of the Federal Power Com- 
mission. 

Mayor Moroney. I am not too sure that any further legislation is 
necessary. I think the Federal Power Commission has made allow- 
ance for such things. I think they have allowed them the expenses 
for exploring new fields and things of that sort, and for dry wells. 

Mr. Harris. Will the gentleman yield ? 

Mr. Dotutver. I yield. 

Mr. Harris. Mr. Mayor, do you think that many of the people who 
are in the business of exploring for oil and gas today and who have 
been throughout the years, would go out and. spend their money and 
take their chance with a program which straitjacketed them in the 
usual utility classification ? 

Mayor Motonry. Mr. Harris, where I disagree with you is that 

I do not believe that any regulations at the wellhead would do that. 
I do not see why it should. 

Mr. Harris. You mean you do not believe regulation at the wellhead 
would straitjacket them ? 

Mayor Mo.oney. That is right. 

Mr. Harris. Maybe I did not make myself understood, if the gentle- 
man will indulge me. 

What I mean by that is that the business of exploring and finding 
this natural resource is highly speculative, is it not? 

Mayor Mo.oney. Cert ainly. 

Mr. Harris. There must be a lot more incentive for one to enter 
such a speculative undertaking than merely the cost plus a fair profit. 
Is that not true? 

Mayor Maroney. I do not think it is true so far as a fair profit is 
concerned, no. I do not think anyone who explores expects more 
than a fair profit. I think that is what he explores for, on the basis 
of the profit that is there. 

Mr. Harris. Thank you very much. 
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Mr. Dottrver. I want to continue this line of inquiry, Mr. Chair- 
man, and then I will yield the floor. 

What I am trying to do is to explore your mind, Mr. Mayor, as 
to what you think can be done. It seems to me that we have at least 
three alternatives. One is to pass the Harris bill presently before the 
committee. The second course is to do nothing and leave the matter 
as it is now under the Phillips decision, in the hands of the Federal 
Power Commission. The third course is to find some middle ground 
between those two. Which position do you take? 

Mayor Moroney. If the Federal Power Commission will guarantee 
the exploratory expenses, which they have granted in the past, I do 
not think any other legislation is necessary. However, I do believe 
that the gentleman here this morning made a very good suggestion 
for a bill which he has, which would merely act as a statement of 
policy on the Phillips decision, and also guarantee these other things 
which are necessary. 

Mr. Dotuiver. Have you come to any conclusion about the merits of 
the Staggers bill ? 

Mayor Motoney. I just heard about the Staggers bill last night. 
I have not read it. 

Mr. Dottiver. Then you are not prepared to make a statement about 
it? 

Mayor Mooney. That is right. 

Mr. Dotitver. Thank you, Mr. Chairman. 

Thank you, Mr. Mayor. 

The CHatrmMan. Are there other questions ? 

Mr. Beamer. Mr. Chairman. 

The Cuarrman. Mr. Beamer? 

Mr. Beamer. Mr. Moloney, I was interested in one statement you 
made on page 4 where you refer to your public service commission. 
I take it that is the commission of the State of Kentucky which has 
regulatory authority on the distribution end? 

Mayor Moroney. On the distribution end of the pipelines; yes. 

Mr. Beamer. Do you have any production of natural gas in your 
State? 

Mayor Motoney. Yes; we have. 

Mr. Beamer. Does the commission have any regulatory authority 
on the gas which is produced in the State of Kentucky ? 

Mayo or Motonry. No; they do not have. If it is produced and sold 
in the State, it comes under their regulatory power. 

Mr. Beamer. Intrastate ? 

Mayor Motonry. That is right. 

Mr. Beamer. Whatever amount is produced ? 

Mayor Moroney. Yes. But if it is sold beyond the State, there is 
no regulation. 

Mr. Beamer. If it is produced and sold within the State 

Mayor Motonery. It comes under the public service commission. 

Mr. Beamer. What is the attitude of the Public Service Commission 
of Kentucky with regard to this particular proposed legislation; do 
you know? 

Mayor Moroney. I have spoken to only one member of the com- 
mission, and he thinks it should be regulated at the wellhead. 

Mr. Beamer. How many members are there on the commission ? 

Mayor Motonry. Three. 
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Mr. Beamer. I am curious, because in the neighboring State of 
Indiana, the public service commission wrote a letter, asking me to 
ies: it in the hearings, which was done early in the hearings supporting 
egislation similar to H. R. 4560. 

Mr. Rogers. Do I understand that the public service commission 
in Kentucky controls the price of the gas at the wellhead—— 

Mayor Motonry. That is my understanding. 

Mr. Rogers. Of gas that is produced in Kentucky ? 

Mayor Moroney. That is what I understand, but nothing beyond 
that, of course. I may be wrong on that. 

Mr. Kern. I think the witness means that the gas which is pro- 
duced in the State and which is also consumed within the State is 
regulated by their Commission. 

Mayor Moroney. That is right. 

Mr. Rocers. I understand that, Mr. Klein, but what I am talking 
about is this: The public service commission controls the price of the 
gas used by the utility in their distribution systems, but do I under- 
stand you, Mr. Mayor, to tell this committee that the commission also 
controls the price of gas at the wellhead ? 

Mayor Moroney. I do not know that they have ever used it, but I 
believe that they have that power. It is my understanding they have 
that power. 

Mr. Rogers. One other question about that. You are talking here 
about interstate commerce. 

Mayor Motoney. That is right. 

Mr. Rocrers. We keep talking about interstate commerce. There 
are some States which produce gas which I know do not have that 
power, and I doubt seriously if the Kentucky Commission has that 
power. In many States they do not have the power to control the 
price at the wellhead because they do not believe in confiscating 
people’s property. 

What are you going to with the intrastate gas? 

Mayor Motonery. I do not think the Congress would have any con- 
trol over that. 

Mr. Rocers. You mean that you are just going to protect the people 
who buy gas which goes in interstate commerce, and you are not going 
to protect the consumers who happen to be in a State which produces 
gas? 

Mayor Motonry. I think it is the State’s position to protect that. 

Mr. Rocers. Mr. Mayor, why do you not advocate a policy of just 
confiscating people’s property and turning it over to all the people, 
and let the Federal Power Commission do it ? 

Mayor Motonry. I do not understand what you mean by confis- 
cating people’s property. 

Mr. Rogers. What else would it be if you owned a tract of land 
and you could not sell a clod of dirt off there without going to the 
Federal Power Commission and asking how much you could get for 
it? That is the same proposition as gas. People own that gas. It 
is tangible property. You are advocating a policy of turning this 
ree to the Federal Government to decide how much a man gets 

or it. 

Mayor Mooney. If it was a fair price and he made a fair profit, 
J do not see anything too wrong with that. I would not call it con- 
fiscation, certainly. 
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Mr. Rocrers. You mean you would include hams which are raised 
and processed in Kentucky ? 

Mayor Mowoney. Certainly there is a great difference between ham 
and gas. 

Mr. Rocer. Oh, no; there isn’t. 

Mayor Moxoney. Oh, yes. I disagree with you, Mr. Congressman. 

Mr. Rocers. You might disagree with me. You are hiding behind 
the proposition of public interest which has hidden many violations 
of constitutional rights. 

Mayor Moroney. I don’t think I am hiding, and I don’t think you 
are. I certainly respeet—— ' 

Mr. Rogers. We are not going to agree, so I will not question you 
any further. 

The Cuarrman. Any further questions? Mr. Beamer? 

Mr. Beamer. I want to pursue this briefly. 

The CuatrMan. Before you proceed, may the Chair repeat what 
le announced when the session began. In order to keep promises 
which have been made, it is necessary this afternoon to conclude with 
» mayors, 2 city attorneys, and Mr. Hooker, from the State Corpora- 
tion Commission of Virginia. We hope we can proceed as rapidly as 
ossible. 

) That is not said in an effort to shut anybody off, but wherever we can 
condense our questions and confine them to the point at issue, the 
Chair hopes that procedure will be followed. 

Go ahead, Mr. Beamer. 

Mr. Beamer. Mr. Chairman, I shall do my best to comply. I think 
Mayor Moloney has made an excellent statement—— 

The CHatrMAN, I think so, too. 

Mr. Beamer. And I thought I might conclude with this suggestion. 

The Public Service Commission of the State of Kentucky appar- 
ently has little or no control on the instrastate gas which is produced 
and sold within the State, or at least they do not take much action 
in that direction. 

Mayor Moroney. They never have; no. 

Mr. Beamer. How would it be in the case, shall we say, of coal 
which has been produced in Kentucky, or fuel oil produced in Ken- 
tucky, and sold within that State? 

Mayor Motonry. I think there is quite a difference between them. 

Mr. Beamer. I know, but I am talking about the consumer. The 
consumer is the one in whom we are interested. 

Mayor Motoney. That is right, we are interested in the consumer. 

Mr. Beamer. You and I appreciate the interest of the consumer. 

Mayor Moroney. Yes. But the nature of the business, of course, 
affects the price to the consumer. 

Mr. Beamer. Do you want to penalize the consumer because of 
those differences ? 

Mayor Motoney. No. I don’t think anyone should be penalized in 
either case. I think every man should be entitled to a fair profit, and 
that that fair profit should reflect 

Mr. Beamer. I am thinking about the consumer. For example, I 
do not have figures for your State, but there is a rather interesting 
story about the city of Detroit, where the cost of gas heating had 
increased 25 percent; in the same period heating by fuel oil had in- 
creased by 60 percent and heating py coal had increased 65 per cent 
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for comparable results. In other words, we will admit that to the 
consumer there has been an increase in the cost of heating by gas, but 
i much greater increase in the cost of heating by fuel oil or coal. 

Mayor Motonry. Yes. 

Mr. Bramer. Does your public service commission control the cost 
of heating by coal and fuel oil to protect the consumer 

Mayor “Mctoney. No. That doesn’t come under a public utility in 
Kentucky. 

Mr. Beamer. But you would not want it under the public service 
commision ? 

Mayor Moroney. I do not want any more control than we have. I 
agree with Mr. Rogers on a lot of things, regardless of what he says. 

Mr. Beamer. I think you have hit the nail on the head, and perhaps 
what others are trying to say. You do not want too many controls 
for fear that the consumer is the one who will be penalized. 

Mayor Moroney. That is right. I think if you have too many it 
would eventually work to that. If some are necessary, I think gas 
would be one of them. 

Mr. Beamer. One final question, Mr. Chairman. 

Suppose the committee should decide that the more controls you 
have, the worse it is for the consumer, what would you say in that 
case ¢ 

Mayor Motonry. I know that is true. 

Mr. Beamer. That isall, Mr. Chairman. 

The CuarrmMan. Further questions of Mayor Moloney ¢ 

We appreciate your appearance. 

Mayor Moroney. I want to thank you, Mr. Chairman. 

The CHarrmMan. We would welcome you back at any time. 

The next witness is Mayor Joseph E. Dillon, of St. Paul, Minn. 


STATEMENT OF HON. JOSEPH E. DILLON, MAYOR OF THE CITY OF 
ST. PAUL, MINN. 


Mayor Ditton. Mr. Chairman and members of the committee, my 
name is Joseph E. Dillon. Iam the mayor of the city of St. Paul in 
the State of Minnesota. I was elected in June 1954, so I am within 
my first year in office. In this appearance of mine before the honor- 
able chairman and members of the Committee on Interstate and For- 
eign Commerce of the House of Representatives, I speak for the citi- 
zens of the city which I serve as mayor. 

The city of St. Paul, with a population of 325,000 people, is located 
in Minnesota, which is well known for its rigorous winter climate. 

If I may interject a minute, I normally ‘do not admit we have cold 
weather up there. I think before this committee « and for this purpose 
I had better admit it, but I am sure our tourist bureau would not 
appreciate that. 

Being remote from all sources of fuel, this area normally suffers 
from rel: itively high fuel costs, which fact, together with its normally 
high requirements, makes the question of fuel costs doubly important 
tothec ommunity. 

St. Paul was certified for natural-gas service in 1947 by the Federal 
Power Commission, and the gas distribution system of the city, which 
for many years had ope rated with manufactured gas, was converted 
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to the use of straight natural gas in 1948. At the time of conversion, 
the total gas consumption of the city was relatively low due to the 
fact that with manufactured gas there was no home heating develop- 
ment and a relatively small industrial use of gas. Since 1949 there 
has been a rapid development of this industry in St. Paul. There are 
now approximately 40,000 home heating gas systems in use in the city, 
and many industries have developed substantial uses for natural gas. 
As a result, the sales of natural gas during the year 1954 inside the 
city of St. Paul were 635 percent of the sales during 1949, or 6 times 
us great in 1954 as in 1949, the first full year of operation with natural 
vas. During this 6-year period, there has been in excess of $20 million 
invested in the city in the installation of consumers’ gas appliances and 
the extension of the local distribution system to serve them. 

The assertion has been made by proponents of legislation directed 
toward the removal of gas production from regulatory jurisdiction 
that production costs of natural gas are but a very small proportion 
of the ultimate cost of gas to the consumer and the ultimate or final 
costs of gas have risen very little during the past few years in compari- 
son with the rise in cost of living during that period. 

In 1949 the average unit price paid for natural gas by the Northern 
States Power Co.—which is our local distributor—for distribution in 
St. Paul was 14.25 cents per million cubic feet. Since 1949 the 
Northern Natural Gas Co., which supplies this area with natural gas 
from the southwestern gas fields, has made five applications to the 
Federal Power Commission for rate increases on their system. In 
comparison with the cost of gas in 1949 stated above, the average 
unit cost of gas to the distributing utility in St. Paul during 1954 was 
29.62 cents or 208 percent of the 1949 cost and a further increase in 
rates is now in effect under bond subject to hearings and final de- 
termination by the Federal Power Commission. 

My utility engineer has informed me that testimony before the 
Federal Power Commission in docket G—-2217 indicates that increases 
in production cost on the Northern Natural pipeline system are re- 
sponsible for approximately 80 percent of the total increases in pipe- 
line costs as reflected in the rates of the pipeline to its customers, in- 
cluding taxes, interest, and return on investment. With an increase 
of over 100 percent in the unit cost of gas from the pipeline in St. 
Paul during a 6-year period, an 80 percent portion of this increase 
becomes an important and significant factor. 

In FPC docket G—580, a general investigation of the natural-gas 
industry conducted in 1945, voluminous testimony was given as to the 
economic waste occurring in the gas fields through the flaring of gas 
which could not be profitably marketed because of the low field prices 
existing in the southwestern gas fields, in many cases these prices 
ranging around 2 cents per million cubic feet at that time. With 
today’s purchase price of 12 cents per million cubic feet and maybe 
even 13 cents, according to the testimony of Mr. Merriam before your 
committee, it is evident that the consumer market furnished by areas 
such as St. Paul and the pipeline construction which has connected 
these markets to the gas field has greatly changed the situation that 
existed only 10 years ago. 

A large investment has been made in St. Paul, as well as in other 
communities, based upon the availability of natural gas under con- 
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ditions existing during these past few years, and the continuing in- 
crease in price of natural gas seriously jeopardizes that investment. 

The distribution of gas in St. Paul is under local city regulation; 
the transmission of gas from the field to St. Paul by the pipeline is 
under Federal regulation through the FPC. Unless the production 
segment of the industry is also under some form of regulation, the 
regulation of transmission and distribution is without effect. Based 
upon past experience, State regulation in the producing States is 
not likely to give full or proper consideration to all consumers’ inter- 
ests. Wedleral tegreladlon of production would have no reason to favor 
the producer as against the consumer, or vice versa, and, therefore, 
would be the most equitable. 

The question of regulation of gas production is not parallel to the 
regulation of other commodities. Gas reserves are located in definite 
geographic areas. These gas deposits have been connected, as in the 
case of the city of St. Paul, with the market areas by pipelines involv- 
ing great expenditures of capital. The source of gas to any commu- 
nity is thereby definitely limited, and no free competition exists for 
other locations of gas supply. The proponents of this legislation have 
contended that regulation of the production of natural gas would 
stifle exploration and development of new gas reserves because of the 
fact that this particular activity involves a greater risk hazard than 
does the normal] transmission or distribution of gas. We respectfully 
submit that the establishment of regulation does not preclude in any 
manner the recognition by the regulatory authority, which in this case 
is the Federal Power Commission, of all factors involved in the proc- 
ess of production and the ascribing of proper weight to such factors. 

For these reasons, the city of St. Paul favors the establishment of 
reasonable regulation of gas production by the Federal Power Com- 
mission and is opposed to the legislation proposed in the Harris bill 
now pending before Congress and identified as H. R. 4560. 

The Cuatrman. Thank you very much, Mayor Dillon. 

The Chair will begin by asking if there are questions by the gentle- 
man from Minnesota, Mr. O’Hara. 

Mayor Dixon. I particularly wanted the Congressman from 
Minnesota to be here, although i is not in the same district I am, 
because the local distributing company to which I am referring dis- 
aa gas in the Congressman’s district, in west St. Paul and south 
St. Paul. 

Mr. O’Hara. I was going to ask you about that, Mayor Dillon. I 
assumed that the company which distributes gas in St. Paul also dis- 
tributes to west St. Paul and south St. Paul. 

Mayor Ditton. Yes, it does. 
ed O’Hara. Do you have a Public Utilities Commission in St. 

aul ? 

Mayor Ditton. We have local regulatory authority over both the 
gas and the electric power in St. Paul, which at the present time is 
the same company. The Northern States Power Co. provides both 
gas and electricity to the city and does not come under the control of 
the State of Minnesota. It comes under the control of the city council. 

Mr. O’Hara. Is that by contract with the Northern States Power 
Co., or is it by ordinance ? 
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Mayor Ditton. We have the power by ordinance and the city 
charter, and of course we have a franchise agreement with Northern 
States Power. 

Mr. O’Hara. So before any increase in gas rates could be put into 
effect, it would have to be cleared by the city council of St. Paul ? 

Mayor Ditton. Yes, sir. I might say along that line, Mr. Con- 
gressman, that our local distribution unit has not requested an increase 
in gas since 1948. As a matter of fact, there was a slight decrease in 
1952, but the reason for that was that, according to the just and fair 
return rules with which we are all familiar, really what they are doing 
is trading off their rate on electric power against their rate on gas, 
the return they get. The return on gas is away down, but the return 
on electric power is up. Since they are the same company in St. 
Paul, it doesn’t really make too much difference. The two level out. 

Mr. O’Hara. Mr. Merriam appeared here as a witness earlier in 
these hearings, and from my examination of him it was established 
there have been five increases since 1950. 

Mayor Dixon. Yes, sir, and I have the testimony right here, sir. 

Mr. O’Hara. Is it true that in the city of St. Paul there have not 
been any increases in gas rates in the last 5 years ¢ 

Mayor Ditton. No, sir. As a matter of fact, along with Denver, 
whose witness appeared this morning, there was a slight decrease in 
1952 for the residential rate, but an increase for the commercial or 
industrial use. Northern Natural has had five increases which were 
granted and which were assumed by the local distributing agency. 

However, I should like to point out that the Federal Power Com- 
mission, to show their interest for the consumers, a year ago in Decem- 
ber—we finally got the return in October or December last year— 
lowered the rate which had been set by Northern Natural. So in 3 
out of the 4 which were up—the fifth is still up now—they lowered 
that rate, and there was a substantial refund to the consumers in the 
area, amounting to well over a million dollars right within the city 
limits of the city of St. Paul. 

Mr. O’Hara. I yield to my colleague. 

Mr. Dotiiver. Do you have any information, Mr. Mayor, as to 
what percentage of the gas supply of Northern Natural is owned by 
them and what portion of their gas supply they must buy on the open 
market ? 

Mayor Ditton. Sir, I was thinking that I might be asked that 
question, so I made a phone call and I got a half commitment on the 
phone call that these figures are substantially correct, although I 
would like to put them in with that qualification. It is my under- 
standing that they own about 18 percent of their supply, and buy 
about 82 percent in the open market, but I would like to have that 
statement in the record with the qualification that I wouldn’t want 
to take the witness stand on that. 

Mr. Dotutver. Thank you. 

The Cuarrman. Mr. O'Hara? 

Mr. O’Hara. Mr. Dillon, you people have been fortunate in the 
distribution end, certainly, because immediately to the south in my 
district, there have been a number of increases. 

Mayor Dixon. Yes, sir. 

Mr. O’Hara. You do feel, Mr. Dillon, that there should be an exer- 
cise of control by the Federal Power Commission not only over the 
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distribution of gas by the pipeline companies, but also of the inde- 
pendent producers who are selling gas to the transportation com- 
panies ? 

Mayor Dit1on. Yes, sir. 

Mr. O’Hara. You feel that is necessary in order to obtain fair 
rates to the consumers of your city ? 

Mayor Ditton. Yes, sir. 

I might explain on the fairness of the gas rate in the city of St. 
Paul, at the same time the figures will show that the return on gas 
by the local distributor in our area is only 2.9 percent at the present 
time. That is obviously about as low as they could possibly go, and 
they will undoubtedly have to petition for an increase in gas rate 
now, after the fifth rate which was recently granted. 

Mr. O’Hara. You do anticipate that an increase in gas rates will 
have to be granted by the city ? 

Mayor Ditton. Yes, because it really isn’t fair to have your electric 
customers paying for a power gas rate, I believe. 

Mr. O’Hara. What is the number of residential gas users in the 
city of St. Paul? 

Mayor Ditton. We have about 40,000 homes now which are being 
heated by gas, which is a substantial investment. We didn’t get gas 
until 1948. We have, I would say, probably 100,000 homes or 100,000 
living units within the city. 

Mr. O’Hara. What is the difference between the heating rate and 
the cooking and water-heating rate? Is there a difference in that / 

Mayor Ditton. There is a rate differential set up, based really upon 
what you use. If you use from 100 to 400 cubic feet, you pay a dollar 
per thousand cubic feet. If you use from 400 to 29° 600, you pay 72 
cents. If you use over that and up to 370,000, you pay 66 cents. ‘You 
have to understand in an area like St. Paul, as the Congressman well 
knows but maybe some of the other Congr essmen don't, it gets quite 
cold from November 15 to March 15, so you do use substantial amounts 
of gas. 

Rest O’Hara. I think in our area we have probably a longer heating 

‘ason than in almost any other part of the country. 

” ibeper Duii0n. It might be of interest to some of the other Con- 
gressmen that our gas units go on about September 15 and do not end 
until June. So we have a hea iting season 9 months long. That is why 
fuel costs and utility rates are an important factor in our community. 

Mr. O’Hara. Thank you, Mr. Dillon, and permit me as a fellow 
Minnesotan, on the first time I have had an opportunity to meet you, 
to say that I welcome you to the committee, and I am sure the members 
of the committee are deeply appreciative of your testimony. 

Mayor Ditton. Thank you very much. 

Mr. Rogers. Mr. Dillon, I gather from your testimony that your 
interest in this is prompted by the fact that you want the consumers 
generally to get a fair deal on this thing. 

Mayor Ditton. Yes, sir. 

Mr. Rocers. So they will not be overcharged. 

Following that out to its logical conclusion, do you not think your 
board ought also to be under the Federal Power Commission, because 
if it is not, then people in Minneapolis might not get a fair deal and 
the people. in St. Paul might? Do you not think that one board, if 
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they are going to take control of people’s property in Texas, ought to 
take control of the rate-fixing in all the cities alike ¢ 

Mayor Ditxon. If the Congressman has asked me if I think the 
present system of regulation in the city of St. Paul is a good one, no, 
I don’t think it is a good one. 

Mr. Rogers. I am not asking that. I am asking if you are willing 
to submit this whole situation to Federal domination and Federal 
control. You are advocating that one segment of it be put under there. 
Are you willing to put the other segment under it, too? 

Mayor Dion. The establishment of local rates, you mean, 
within 

Mr. Rogers. The establishment of local rates. 

Mayor Ditton. Within a State or within a city? 

Mr. Rogers. Within a State or within a city. 

Mayor Ditton. Placed in the background of other legislation of 
this type, it would be a question really of administration on the part 
of the Federal Power Commission. They would have to say what is 
interstate commerce and what is not. 

Mr. Rogers. No, Mr. Dillon, let’s don’t get off on that. We are 
dealing with a commodity. There have been a lot of ills created by 
running up the veil of interstate commerce and intrastate commerce. 
You take the position that you are trying to protect the consumer, 
and I am sure you are as interested in the consumers in New York as 
you are those in St. Paul, generally speaking. 

Mayor Ditton. Yes, sir. 

Mr. Rogers. If one body is going to fix the value of the gas to the 
consumer in St. Paul, do you not think that in all fairness that same 
body ought to fix it in New York if they are going to fix the price a 
man gets for it in Texas when he sells it ? 

Mayor Ditton. That is not necessarily true. I would be willing to 
venture a guess that the fair rate of return in the State of Minnesota 
is probably about the same as the fair rate of return in New York, so 
you are going to end up with about the same rate of return to the 
local distributing company, no matter how vou do it, on that basis. 

Mr. Rogers. But you are not willing to work that on rate of return 
in Texas, are you? You are willing to put the whole thing under Fed- 
eral control and confiscate his property to be brought to these cities 
in the East and Middle West, and he has no control whatever over the 
price of it. It is fixed by a bureau here in Washington. 

Mayor Ditton. In the State of Texas, I would agree the same as 
1 would in St. Paul or, as the Congressman said, New York City, that 
the city of Houston or any of the other large cities in Texas would 
probably do the same thing, would probably do it on a fair rate of 
return; and since they follow the same basis, they would end up within 
relative limits with the same rate of return in the distribution. 

The Congressman was having a discussion with Mr, Moloney about 
the gas situation and, if I could, I should like to make a statement on 
that and my feelings on that. I don’t want to get into the discussion 
whether it is a public utility or not, but I would like to start off with the 
fact that it isa natural resource. 

In effect, it is a natural resource which is in great demand. I have 
as great respect for property rights as does the Congressman, I know. 
Although it belongs to an individual, property in essence is really a 
God-given right. Your right to own property derives out of the nat- 
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ural and moral law. That is where you get the right to own property 
in the first place, although obviously you get it in the Constitution, too. 
Even though you own the land, when you are given something which 
is in such great demand and means so much to so many millions of 
people, you have a heavy duty and a heavy responsibility to exercise 
that in the public interest or in the interest of all the individuals in 
the land. 

Oftentimes that is not done in the case of products like that. Our 
history has shown that, which is the reason we have had to have dif- 
ferent laws. I think that is how I would differentiate between natural 
gas, for instance, and coal and oil. Natural gas is a demand prod- 
uct now. Coal is really a sick industry, and so are other utilities like 
the transit utilities. They are sick industries now, and you really 
cannot compare them with the natural-gas industry, in my opinion. 

Mr. Rogers. Do you not think, Mr. Mayor, that the term “public 
interest” has been overused by many to violate constitutional rights of 
individuals ? 

Mayor Ditton. Yes. Unfortunately, it is a hackneyed term. 

Mr. Rogers. Do you not think in this particular instance it would 
be if you took a man’s property and did not give him the right to trade 
it ina free market ? 

Mayor Dixon. Sir, in the position that I take, and I think most 
of the witnesses who have sat in this chair the last 2 or 3 days, we 
are not in essence taking a man’s property. We are establishing 
reasonable regulations so the does not excessively charge for a natural 
resource which he happens to own. 

Mr. Rogers. Just one more question about that. Of course, you 
and I disagree on that. Let me ask you this question: Are you tell- 
ing your people that if this bill is not passed, their gas prices will be 
reduced ? 

Mayor Ditton. No,sir. Asa matter of fact, I know they are going 
to go up. Even Mr. Merriam in testimony before your committee, 
in answer to a question of Representative O’Hara, said he thinks the 
prices will rise whether the Harris bill passes or not, and I think they 
probably will. 

Mr. Rocers. You appreciate the fact that all this time you have 
been enjoying the use of this gas, these prices have not been under 
Federal control ? 

Mayor Driton. I appreciate that fact, in that there are no rules 
and regulations established by the Federal Power Commission, but I 
also appreciate the fact that the question has been under great de- 
liberation since 1940. It is sort of like a sword hanging over the 
head of someone. I think even the producers admitted there were 
some grounds that they might possibly have a Phillips case decided 
in the fashion it was. That had some effect in itself. 

Mr. Rocers. I agree with you about the sword of Damocles. We 
in Texas feel that somebody cut the thread and it fell on our heads 
when the Supreme Court decided the Phillips case. 

That is all, Mr. Chairman. 

Mr. Harris (presiding). Any further questions? 

Thank you very ack, Mr. Dillon. We are very glad to have had 
your statement for the committee. 

Mayor Ditton. Thank you very much, Mr. Chairman. 
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Mr. Harris. The next witness is Mr. Joseph Grossman, assistant 


corporation counsel of Chicago. aoe 

I take this occasion to observe the presence of a former distinguished 
member of this committee who is with us, the Honorable Eugene 
Keogh of New York. We are glad to have him, and always appreci- 
ate his interest in matters before this committee. 


STATEMENT OF JOSEPH F. GROSSMAN, SPECIAL ASSISTANT CORPO- 
RATION COUNSEL OF THE CITY OF CHICAGO 













Mr. Grossman. Mr. Chairman, before proceeding with my testi- 
mony I should like to say that some time ago I filed five copies of a 
statement in accordance with the request of the chairman of the com- 
mittee, and I have somewhat modified that statement. I filed the 
other day with the clerk 100 copies of a modified statement which I 
will present to the committee at this time. 

Mr. Harris. Very well, Mr. Grossman. 

Mr. Grossman. | want to say also that the committee should know 
that in the city of Chicago, a new mayor has just been elected. I talked 
to the mayor before I left, and he acquiesced in my coming down pur- 
suant to a resolution of the city council which was passed prior to his 
election. He would have liked to come himself were it not for the fact 
the reorganization of the city departments is so essential and the State 
legislature is in session, and there are many matters which he has to 
attend to himself. 

Mr. Harris. Will you please convey to the mayor that we appreci- 
ate having his expression of interest in this matter which is so import- 
ant to the public. 

Mr. GrossMAN. Thank you. 

I am special assistant corporation counsel, head of the public utility 
division of the office of the corporation counsel of the city of Chicago. 

On January 26, 1955, the city council of the city of Chicago passed 
a resolution directing the corporation counsel to oppose any action 
of Congress to nullify the decision of the Supreme Court of the 
United States that the sale of natural gas in interstate commerce by 
independent producers is subject to regulation by the Federal Pow- 
er Commission and to make such representations to the Congress of 
the United States to prevent the enactment of such legislation. Certi- 
fied copies of that resolution were filed with my statement, together 
with a letter of authority from the corporation counsel designating me 
as the official representative of the city of Chicago to testify in opposi- 
tion to such legislation. 

(The resolution referred to follows :) 
































RESOLUTION ON EXEMPTION OF INDEPENDENT PRODUCERS OF NATURAL GAS FROM 
REGULATION BY FEDERAL POWER COMMISSION 











Whereas more than 1 million homes in Chicago are dependent upon a supply 
of natural gas from the Peoples Gas System for cooking, and many of them for 
other domestic uses, such as water heating, refrigeration, and space heating ; and 

Whereas the Peoples Gas System is an integrated system of interstate natural 
gas companies and the Peoples Gas Light & Coke Co. the sole distributor of gas 
in the city of Chicago and said system is dependent in great measure upon a 
supply of gas purchased from so-called independent natural gas producers who 
have heretofore been free to sell their gas at prices affected by competition be- 
tween natural gas pipeline companies seeking a supply of natural gas to satisfy 
their respective customer demands; and 
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Whereas the Supreme Court of the United States has recently determined in 
in the case of Phillips Petroleum Co. v. Wisconsin that independent producers are 
natural gas companies within the purview of the Natural Gas Act and are sub- 
ject to regulation by the Federal Power Commission to prevent unjust, unrea- 
sonable, and discriminatory prices for natural gas produced and sold in inter- 
state commerce ; and 

Whereas the oil and gas interests in the United States have initiated a nation- 
wide campaign through the press and other media for enactment of legislation by 
the Congress of the United States to exempt producers of natural gas from regu- 
lation by the Federal Power Commission so that they may exact from those 
who supply gas for ultimate consumption in the homes of Chicago and elsewhere 
the highest price obtainable by the incidence of competition among the pipelines 
for their sources of supply ; and 


Whereas, such competition and competitive prices will rapidly increase the cost 
of gas for domestic uses in Chicago and elsewhere and will inevitably increase 
such cost as to restrict the normal use of gas necessary for the health and com- 
fort of residents of Chicago: Therefore be it 

Resolved, That the House of Representatives and the Senate of the United 
states be fully informed of the consequences of such legislation and that the 
corporation counsel be and he is hereby directed to use all proper means, and to 
make such representations to the Congress of the United States, to prevent the 
enactment of legislation exempting producers of natural gas from regulation by 
the Federal Power Commission. 

Mr. GrossMan. This committee is engaged in an investigation and 
consideration of legislation materially affecting the cost of national 
defense, the cost of living of every inhabitant and the burden of every 
individual taxpayer of the United States. The subject of pending 
natural gas legislation affects the public interest so extensively and 
so vitally. The White House directive to the Advisory Committee on 
Energy Supplies and Resources Policy respecting the Committee’s 
assignment and the report of that Committee amply testify to the gen- 
eral public interest which I have described in the proposed amend- 
ments to the Natural Gas Act. 

To begin with, the effect of the proposed amendments upon the sup- 
plies, discovery, and development of reserves “in the interests of na- 
tional defense, an expanding domestic economy, and reasonable prices 
to consumers,” stated to be the concern of the White House Committee, 
with which no one can find fault, must be clearly understood and rea- 
sonably appraised in the light of the present Natural Gas Act as con- 
strued by the United States Supreme Court. 

The Phillips case did not expand the Natural Gas Act to control 
or regulate the production or gathering of natural gas. It did not 
subject the operations of independent producers of gas to the jurisdic- 
tion of the Federal Power Commission which would in any way inter- 
fere with free competition in the exploration for gas, or with the 
“development of energy supplies and resources fuels”—I am using the 
language of the President’s Advisory Committee—in the interest of 
national defense and for public consumption. 

The present Natural Gas Act does not impose upon independent pro- 
ducers the obligations or status of a public utility. It does not require 
them to dedicate their resources or supply of natural gas to public use 
or for sale in interstate commerce. No one claims that the Federal 
Government should control the production, gathering, processing or 
sale of natural gas by independent producers, unless such gas is sold 
for transportation in interstate commerce for resale for ultimate public 
consumption. Independent producers have a free choice, to their best 
advantage, in the use or sale of their gas for local purposes or local 





NATURAL GAS 1599 


distribution, without FPC regulation, or for sale in interstate com- 
merce, subject to regulation by FPC. 

On the other hand, in the most important area of the use of energy 
supplies by the largest number of consumers there is no free choice. 
Yn the city of Chicago and many other metropolitan areas throughout 
this country, the residents are dependent upon gas for cooking. Coal 
and petroleum are not adaptable for such use in modern-day city 
living. Consumers who have a substantial investment in gas water 
heaters and space heating equipment have created a captive market for 
natural gas and are now at the mercy of the producers of such gas 
for their supply at ever-increasing cost, under contracts subject to uni- 
lateral termination, escalator or so-called favored nations provisions, 
without regulation under the Natural Gas Act. 

Within the last 4 years the cost of natural gas to the distributing 
company in Chicago was doubled, principally because of so-called com- 
petition in the sale of gas in the producing fields. The following 
table—computed from exhibits in proceedings before FPC and Lllinois 
Corporation Commission—of the average cost of all natural gas pur- 
chased by Peoples Gas Light & Coke Co. of this city, including low-cost 
gas purchased at interruptible rates, indicates the effect on the whole- 
sale rates for gas to the Chicago area of the kind of competition which 
now exists in the gas fields: 

July 30, 1950, the cost of gas was 12.07 cents per thousand cubic feet. 

July 30, 1951, it became 12.45 cents per thousand cubic feet. 

July 30, 1952, 14.32 cents per thousand cubic feet. 

March 2, 1955, 24.01 cents per thousand cubic feet. 

The Chicago gateway rates are based on the present cost of gas 
produced and purchased in several fields ranging from 6.03 cents to 
15 cents per Mc. f. But there are now pending before the Federal 
Power Commission proceedings for authority to one of the natural gas 
companies supplying the chicago area to construct pipelines to a new 
field involving an investment of $32 million based on contracts nego- 
tiated with independent producers which will bring the price of gas 
from that field at its present pipeline terminal in Texas to more than 
35 cents per Me. f. 

The increased wholesale rates for gas now effective have already 
resulted in successive increased rates to consumerss in Chicago up to 
30 percent. 

With every increase in the price of natural gas at the field, it is 
passed on to the consumers immediately in the city of Chicago. In the 
city of Chicago the increase in gas rates added, in 1950, $1,800,000 an- 
nual revenue to the distributing company. In 1952, another increase 
added $4,800,000. In 1954, $5,200,000. In 1955, January, $3,700,000— 
a total of $15,500,000 of increase in the annual revenue of the distribut- 
ing company due to increases in the cost of natural gas. 

In Chicago the gas is sold on a firm billing basis, but converted to a 
thousand cubic feet basis or to a cubic foot basis the retail rate for gas 
for cooking in Chicago is $2.02 per Mc. f. For range and automatic 
water heater it is $1.25 per M c. f. For space heating and all other 
uses, 95 cents per Mc. f. utah lems] 

Our gas comes to Chicago by way of the Natural Gas Pipeline Com- 
pany of America, which originated in 1931 in the Panhandle of Texas, 
and recently another system of pipelines from the Texas-Illinois Co., 
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which goes down to the Gulf territory of Texas. The Natural Gas 
Pipeline Company of America, which was organized in 1931 to bring 
natural gas to the city of Chicago, was before the adoption of the Nat- 
ural Gas Act. I was in that case, and we tried the question of what 
the gateway rate should be. At that time they had a demand charge 
of $5.50 per month of the peak demand during the entire period prior 
to the establishment of the peak demand, and a 6-cent commodity 
charge. 

When the Natural Gas Act was adopted and the Federal Power 
Commission undertook to regulate the price of gas, they reduced the 
demand charge in half. So the N sammal Ges Act was really a boon to 
the city of Chicago and to other communities served by the Natural 
Gas Pipeline Company of America. 

It has been said that regulation of the price of natural gas at or near 
the field of production is an impossible task for the Federal Power 
Commission to undertake. In the month of January 1955, the Fed- 
eral Power Commission conducted an investigation respecting the 
principles and methods to be applied in fixing rates to be charged by 
independent producers for natural gas sold in interstate commerce for 
resale. The producers, their bankers, the pipeline companies, the re- 
tail distributors of gas, and the consumers’ interests were heard. 

The producers and their bankers advocated acceptance of the prices 
and conditions of sales governed by competition in the field of opera- 
tion without an investigation of the propriety thereof, including the 
right to increase their price of gas, pursuant to escalator and so-called 
favored-nations provisions in their contracts or by renegotiation of 
old contracts to the current prices prevailing in the field offered by 
pipelines who seek a source of supply to satisfy the potential demand 
of their customers. 

The representatives of integrated natural gas systems engaged in 
the production, transportation and distribution of natural gas to con- 
sumers in municipalities pleaded for the current field price of gas for 
the production department of their operations, to increase the return 
on their investment in mineral rights, wells and gathering lines reflect- 
ing the market value of gas purchased from independent producers. 

The city of Chicago, representing consumers of gas, insisted that 
the Commission should resort to the “rate base approach” in determ- 
ining a fair and reasonable return for the production, gathering, 
transmission and sale of natural gas in interstate commerce, without 
preference or discrimination in applicable principles of rate regula- 
tion between independent producers and pipeline operators who pro- 
duce the gas from their own reserves. 

The difference in principles and methods to be applied in fixing rates 
proposed by each class of parties affected thereby cannot be resolved 
without the power of regulation by the Federal Power Commission in 
the interest of ultimate consumers as well as in the interest of investors 
in the production of natural gas, in interstate transmission lines, and 
in the local gas-distribution facilities. 

The Federal Power Commission, with the assistance of its expert 
staff, can and should be relied upon to work out the criteria for the 
determination of just and reasonable rates for all natural-gas com- 
panies subject to its jurisdiction under the present Natural Gas Act. 
Indeed, the President’s Advisory Committee has recommended that 
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FPC retain a measure of regulatory supervision of the price of natural 
gas in the field, to provide some protection for the consumer, when 
considering the certification of new transmission lines and applica- 
tions for increased rates based on new or renegotiated purchase 
contracts. 

The difference between the regulation recommended by the Presi- 
dent’s Advisory Committee and the regulation authorized by the pres- 
ent Natural Gas Act is that under the Natural Gas Act regulation is 
a continuing function which is subject to a changing national econ- 
omy, whereas in the White House report the measure proposed is 
unalterable, once, and I am quoting the language of the Advisory 
Committee— 

The contract prices of the natural gas which the applicant has contracted to 
buy are competitively arrived at and represent the reasonable market field price. 

It is unalterable, once fixed. Regulation of the price of gas at the 
source of supply by competition is nonexistent. The competition is 
not between producers whe seek customers for the gas, but between 
pipelines who seek an adequate supply of gas for their customers. 

It has been argued, pretentiously, that natural gas when produced 
is a commodity, similar to wheat and other produce and to timber, coal, 
ore, and oil, which are sold in the open market free from price regula- 
tion; that natural gas in the field should likewise be free from price 
regulation. The forests and produce of the land must be differentiated 
from the mineral resources which cannot be replenished or restored 
when consumed. These mineral reserves constitute the primary wealth 
of the Nation and the public has such vital interest in their products 
that they are inherently subject to Government regulation for con- 
servation and necessary use. The necessity for regulation of traffic in 
such products depends upon the degree of freedom of the channels 
through which they can be brought to the market for ultimate con- 
sumption, as well as upon the balance of supply and demand. 

Under our pattern of dual Government jurisdiction, and in accord- 
ance with long-established tradition, the States have assumed control 
of production of natural gas to prevent waste and rapid depletion 
of the resources within their respective boundaries and the local 
distribution of gas for consumption. Congress has undertaken to 
regulate the transmission and sale for transmission of natural gas 
in interstate commerce to protect the ultimate consumers from eco- 
nomic pressure incident to virtual monopoly of the interstate channels 
for distribution of the gas. 

The producers of gas are primarily engaged in the production of 
oil. They explore the country for oil and may discover gas, which, 
but for the demand of distant consumers developed by investors in 
interstate transmission facilities, would be flared off or carried away 
by the winds. : 

Right here, might I interpolate that it is not the State of Texas or 
Oklahoma, Kansas or Florida that have produced the value of the 
gas. The value of the gas was produced by the distant consumers 
and the investors in the pipelines who bring the gas to the market. 
They are not interested in the security, comfort, or convenience of 
posterity, or, for that matter, in the welfare of the present generation. 

They are bent upon immediate exploitation of domestic resources 
for all the oil and gas which they can sell in the present advantageous 
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market with preferential taxwise consideration of 2714 percent of 
their gross receipts for depletion. Since oil and gas are competitive 
fuels the producers can control the price of both if the gas can be 
sold without price regulation. 

The domestic producers of oil and gas have organized an un- 
precedented lobby for legislation to fortify their market on all sides 
against competition while declaiming their “right to a free competi- 
tive market price” for natural gas in the field of production. Not 
only are they here seeking exemption from regulation of the sale of 
natural gas in interstate commerce, but in the Senate they are fighting, 
as they did in the House, the extension of the Reciprocal Trade Agree- 
ment Act to make importation of petroleum prohibitive or at least 
to impose quotas on imports of fuel oils. These are the measures they 
advocate under the banner of the “American Way for Free Competi- 
tive Market Prices.” What chauvinism can we endure / 

Such are the measures which are claimed to stimulate exploration 
for natural gas to supply the present unsatisfied demand of consumers 
and conversely encourage conservation of fuel resources in the na- 
tional interest. How inconsistent can we be? 

Contrary to their insatiable quest for profits, the producers of na- 
tural gas have suggested or threatened to withhold their supply from 
interstate markets or suspend their operations entirely. This is pa- 
tently a “squeeze play” and we urge Congress to call their bluff and 
await their action under the present Natural Gas Act. In this way 
the future public policy in regulating the price of natural gas sold 
by producers for transmission in interstate commerce will in nowise 
be impaired. 

Now, I want to take a moment to answer 1 or 2 questions. 

Mr. Harris. Would you permit an interruption at this point? 

Mr. Grossman. Yes. 

Mr. Harris. We have Mr. William B. Lawless of Buffalo, New 
York, who is here, and I understand he would like to make a very 
short statement and file his statement in order that he may be permitted 
to catch the plane at 4 o’clock. 

Mr. Lawtess. Mr. Harris, I am most grateful for your willingness 
for allowing me to break in at this time. However, since I sent the 
card to you I have been able to make other arrangements, and I will 
be glad to hold over until tomorrow and proceed in due course. 

Mr. Harris. Very well. Mr. Grossman, you may proceed. 

Mr. Grossman. Mr. Chairman, I listened to a couple of questions 
and perhaps I can anticipate them by stating briefly that some of the 
utilities of course that are engaged, public utilities, local utilities 
subject to regulation by local commissions through local bodies, are 
engaged in the servicing of the people by selling electric energy. One 
question that was put to some of the witnesses was: How do you regu- 
late the price of coal when the utility is affiliated with coal mining 
operations? Well, coal is a material. It comes in a category in 
public utility matters of materials and supplies, and local commis- 
sions always, of course, have the right to investigate and determine 
the costs that the utility suffers in determining just and reasonable 
rates. So that where there is an affiliation between a public utility 
and a supplier to the public utility, the commissions, local authorities, 
have a right to determine whether or not a fair price has been con- 
tracted for, because it is not at arms length. But that is entirely dif- 
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ferent than the gas situation, because, as I say, coal is really a com- 
petitive commodity. There are all kinds of coal. There is anthra- 
cite coal and there is bituminous coal and there is mine-run coal and 
there are so many in the market, both in the wholesale and in the pro- 
duction and the retail business of selling coal, that necessarily there 
is a competitive market. 

But, as has been stated often before, by other witnesses, the con- 
sumers of natural gas are a captive market. They are tied up with 
a pipeline and with a production field just as effectively as they are tied 
up with a regulated local public distribution facility. The cannot 
be compared. 

Mr. Bennerr. Mr. Chairman, since the witness is discussing a mat- 
ter that I have inquired about from two other witnesses, I wonder if 
I might ask him a question or two on this particular situation ? 

The Cuatrman. The Chairman was going to recognize the gentle- 
man from Illinois, Mr. Mack, because of the nativity involved. 

Mr. Bennett. I would only ask him questions involving this par- 
ticular point. 

The Cuatrman. The gentleman from Michigan may proceed. 

Mr. Bennerr. Mr. Grossman, on this coal situation where a public 
utility company making electric energy, let us say, owns it own coal 
mine and produces its own coal, which it uses in the production of 
electricity, has it been your experience that in such a situation the 
utility is allowed the market price for the coal it produces in rate- 
making procedures ? 

Mr. Grossman. It is most unusual for a utility to be affiliated with 
acoalcompany. It isan incompatible situation so far as public utility 
regulation. But, if they do, because the coal is produced by them, 
the coal is treated just the same as any other materials and supplies 
that are used in the performance of the service. The price must be 
reasonable, and of course there are market prices and market quota- 
tions on coal and it is not necessary for the Commerce Commission, or 
the Public Service Commission, whichever it is in the various States, 
to look into it any further than to determine whether the cost of coal 
to the utility is commensurate with the cost of coal elsewhere. 

Mr. Bennett. You mean the price of coal? 

Mr. Grossman. Price of coal. The coal to the utility. In other 
words, there is no rate base on the coal mine, if that is what you mean, 
because the rate base is upon the property used and useful, and the 
coal and other materials and supplies are taken at cost. 

Mr. Bennerr. At cost ? 

Mr. GrossMANn. At cost. 

Mr. Bennetr. There is a vast difference here and I think you con- 
fuse the issue, or maybe I confused you, I do not know which. If a 
public utility owns a coal mine and produces its coal for $10 a ton 
and the market price of that coal is $15 a ton in that area, in other 
words, the coal that the same company buys on the market is $15 a 
ton but it produces its own coal for $10. What price does the utility 
use in ratemaking purposes ? 

Mr. Grossman. $10. If it produces it, that is its cost, if the utility 
produces it. 

Mr. Bennett. Do you have that actual situation in Chicago? 

Mr. Grossman. No, we do not. I do not know of anybody who has 
such a situation. They usually buy their coal under long-term con- 
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tracts and sometimes they have had an interest in the producing com- 
pany, but they are independent companies, separate corporations, as 
a rule, and the Commission has the right, of course, to look into the 
question as to whether or not they are paying more than the market 
price for coal if they are affiliated companies. But I have never heard 
of a utility which owns its own coal mines in its own corporate 
capacity. 

Mr. Bennerr. Whether it owns it or whether it controls it would 
not be of any materiality ? 

Mr. GrossMAN. It would not, but if it controls it the Commission 
would have the right to look into the question as to whether or not the 
price that it pays is a reasonable price. But it is taken at cost. 

Mr. Bennerr. I was trying to find out whether there was any 
analogous situation between the production of coal used in making 
electricity, for example, and the production of gas owned by pipe- 
lines that they put in their transmission lines and sell to distributors. 
It seems to me that if you did have such a comparable situation you 
might find something on which a comparison could be made, and 
that is why I asked the question. 

That is all, Mr. Chairman. 

The CHarrman. Mr. Mack? 

Mr. Mack. Mr. Grossman, I understand that you have been in-the 
employ of the city of Chicago for quite a number of years ? 

Mr. Grossman. I have, yes, sir. 

Mr. Mack. I know you have an excellent reputation and while I 
have not been personally acquainted with you, my colleagues in the 
city of Chicago have been and I am sure your statement here today 
indicates that you are well informed on this subject and have had con- 
siderable experience in this field. 

Mr. Grossman. Thank you. 

Mr. Mack. I did want to ask you about your statement in your 
table that you had on page 3. Is that the price that is paid at the 
city gate, or what does that represent ? 

Mr. Grossman. That is the price at the city gate. 

Mr. Mack. You do not have that broken down? That represents 
about 100-percent increase in 5 years? 

Mr. GrossMAN. That is right, 100 percent, and there has been, as 
I said before, a proceeding right now before the Federal Power Com- 
mission where the cost of gas in Wise and Jack Counties of Texas 
negotiated between the Natural Gas Pipeline Co. and the independent 
producers there which will be an excess of 35 cents at Fritch, Tex. 
That is the present terminus of the Natural Gas Pipeline Co. of 
America. They will invest $32 million to extend their lines under the 
proposed agreement purchasing gas in the field which will cost them 
in excess of 35 cents. I think the present price of natural gas in that 
field in Texas is very low. 

As I said before, the range in price of gas sold in the field runs 
from 6 cents to 15 cents per thousand feet. They have old contracts 
still and also they produce their own gas in some of the fields. 

Mr. Mack. I was going to ask you if you knew exactly how much 
the price had increased at the well head in this 5-year period of gas 
sold in the city of Chicago. 

Mr. Grossman. Well, let me check on that. 
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Mr. Mack. I was wondering if it represented a substantial amount ? 

Mr. Grossman. I know this, that at the present time, 15 cents is a 
maximum and 6 cents was the price of gas a number of years ago. 

Mr. Mack. That is for the price of gas coming into the city of 
Chicago; is that right ? 

Mr. Grossman. And we bought gas, the Natural Gas Pipeline Co. 
of America bought originally 25 percent of its gas supply at about 4 
cents per thousand cubic feet in the Panhandle of Texas. 

Mr. Dotiiver. Will the gentleman yield ? 

Mr. Mack. All right, I yield. 

Mr. Dotuiver. You referred to the table on page 3. I am not quite 
clear as to the meaning of the statement concerning the table on page 
3. Do you mean to say that all the 100 percent increase there ranging 
from 12.07 cents per meter cubic feet in July 30, 1950, to 24.01 cents 
per meter cubic feet on March 2, 1955, is that increase all attributable 
to the increased price of gas in the field, or at the gateway in Chicago ? 

Mr. Mack. I do not believe he said that. 

Mr. Dotuiver. I am trying to clarify in my own mind. 

Mr. GrossMAN. Well, it is an increase because of the increase in 
the cost of gas at the field, because so far as the transmission system 
is concerned, it is based on the investment and not on the value, so 
that the investment has depreciated over the years in the Natural 
Gas Pipeline Co. of America. This price is due to increases in price 
of gas at the field. These prices from 12.7 to 24.1 cents per thousand 
cubic feet include the price of gas in the field and the cost of trans- 
mission. 

Mr. Dotuiver. What I am trying to get at, and I think you have 
answered it, I think you said all the increase is due to the increase 
in the price of the gas in the field and none of it is attributable to any 
other source, is that right ? 

Mr. Grossman. That is my understanding, that is right. 

Mr. Dotutver. That is all. 

Mr. Dres. Will the gentleman yield? You asked a question and 
perhaps I can supply the information. 

Mr. Mack. I yield. 

Mr. Dres. In 1953 the cost of field gas in Chicago was 8.3 cents, 
transportation cost was 16 cents and the distribution in his city was 
89 cents, making a total of $1.05—that is, 1953. From 1949 the cost 
to the residential customer was $1.13 and that was reduced to $1.05 
by 1953. 

"Mr. Grossman. Reduced? I have been in every gas case in the City 
of Chicago and there has not been a reduction in the price of gas in 
the City of Chicago to my knowledge since before the war. 

Mr. Dies. Well, this is the average cost of gas to the residential 
consumer. 

Mr. Grossman. Well, I have an exhibit here showing, indicating, 
what the difference in the price of gas was and the last increase in 
January 1955. 

Mr. Dries. I do not have 1955. 

Mr. Grossman. In 1950 they increased the price of gas for boiler 
fuel in the valley period interruptible, $1,800,000. In 1952 it was 
$4,800,000. In 1954 it was $5,200,000 in addition. In 1955 the increase 
was $3,700,000 on an annual basis. I have in my hand here an exhibit 
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introduced by the Peoples Gas Light & Coke Co., comparison of annual 
and average monthly costs under present and proposed rates for var- 
ious appliance combinations. That is the heading. It is an exhibit 
in the case and this was in 1955, during the last increase. The rates 

rior to the increase were $1.37 per month. The proposed rates were 
$1.62 a month. That is on a therm basis and the average annual con- 
sumption of gas for cooking is only 100 therms per year, approxi- 
mately 8 therms per month. 

Mr. Dies. The authority for my information is the annual reports 
to the Federal Power Commission by the pipeline companies and that 
is from 1949 to 1953 and they show the field price, the increases in the 
field price, your transportation costs. You are supplied by the Texas- 
Illinois and Natural Gas Pipeline Co., are you not ¢ 

Mr. GrossMANn. We are supplied in part by Texas-Illinois and 
mostly by Natural Gas Pipeline Co. of America. 

Mr. Dies. They started out charging you 11.3 in 1949 and raised you 
to 16 cents in 1953. Your volume increased from 48 billion plus cubic 
feet of gas in 1949 to 102 billion in 1953. 

Mr. GrossMAN. All I can say is there is an investment in transpor- 
tation facilities. The Texas Illinois Co. has an investment in the 
transmission facilities and those were built postwar. 

Mr. Dies. I know, but vou have, by sweeping indictment, said that 
all the producers. You do not say 20 percent or 30 percent, you say 
they are not interested in security, comfort or convenience of posterity. 
That is a rather sweeping indictment of some 5,000 producers. I do 
not know who could make that indictment but God Almighty, to say 
that all of them are a bunch of scoundrels, and yet here your own 
transmission company, the one you are watching and regulating in- 
creased from 11.6 to 16 cents, more than the producers increased in 
your own city. 

Mr. Grossman. As the demand increases, there must be an increase 
in investment of facilities to bring the gas. There must be an addi- 
tional investment in compression plants and in pipelines, et cetera, 
and on the basis of the original cost less depreciation, the Federal 
Power Commission regulates the price of gas with a fair and reason- 
able return on the investment. Now, if the price of transmission in- 
creases, it is because of the additional plant that is necessary to bring 
the gas to Chicago. 

The CHarmman. Mr. Mack, do you have any more questions ? 

Mr. Mack. Yes, sir, 

We will get back to the original question. My question referred to 
the cost at the well head of the gas that is being purchased by the City 
of Chicago. I understand that you have that information available. 
The cost of the gas at the well head and the percentage ! 

Mr. GrossMAN. Yes, I have the cost. I said that it ranges from 
6 cents per thousand cubic feet to 15 cents per thousand cubic feet. 

Mr. Mack. There are two companies bringing the gas to the city 
of Chicago? 

Mr. GrossMAn. I am talking about the two companies. 

Mr. Mack. You do not have a breakdown on the percentage in- 
crease in the last 5 years at the wellhead / 

Mr. Grossman. No, I do not have the breakdown of the gradual 
increase in the price, but it has increased from 6 cents to 15 cents over 
the period of years at the wellhead in the field. 
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Mr. Mack. That is over the last 10 years? 

Mr. Grossman. Oh, yes. 

Mr. Mack. Or longer than 10 years ? 

Mr. Grossman. We ell, most of the increases occurred in the last 4 
or 5 years. You can see ‘that from the increases in price at the gateway 
at Chicago. 

Mr. Mack. Did I understand vou to say a few minutes ago in your 
statement, which is not included in your printed statement, that this 
cost the city of Chicago $15.5 million additional ? 

Mr. Grossman. Additional. 

Mr. Mack. In the last 5 years ? 

Mr. Grossman. In the last 5 years. 

Mr. Mack. And that is all costs ? 

Mr. GrossMAN. Excepting the first one of $1.8 million which was 
an increase in the interruptible rates and offpeak rates, it was due 
to an increase of the cost of gas at the gateway, purchased gas. 

Mr. Mack. Mr. Grossman, do you feel that it is necessary to enact 
any legislation at the present time ? 

Mr. Grossman. I do not. I think that the Federal Power Commis- 
sion has the right to adopt any reasonable formula that it wants to 
so long as the ultimate result is just and reasonable; that is what the 
Supreme Court of the United States said in the Hope Natural Gas 

case. They are not confined to any one formula and that is the reason 
wick they held the hearings for suggestions as to the methods and prin- 
ciples to be applied in regulating the price of gas in the field. 

Mr. Mack. Do you think the Federal Power Commission can effec- 
tively control and protect this industry and protect the consumers’ 
interest under the present law ? 

Mr. Grossman. That is what it is bound to do and that is what it 
has been doing. 

Mr. Mack. I was interested in your statement also where in your 
opinion the producers and gatherers should not be controlled by the 
Federal Power Commission ? 

Mr. GrossMANn. They are not controlled. 

Mr. Mack. They are not presently controlled ? 

Mr. GrossMAN. They are not controlled, excepting that their sales 
are controlled. They can do whatever they please with their gas. 

Mr. Mack. They are not controlled, except those who are selling 
in interstate commerce ? 

Mr. GrossMAN. Yes, in the interstate commerce, that is correct. 

Mr. Mack. I have no further questions. 

The Cuairman. Any further questions? Mr. Rogers? 

Mr. Rocers. I have no questions, but I want the 1 ecord to show that 
I feel I would be derelict in my duty if I did not take violent exc > 
tion to the witness’ statement about the independent producers of ga 

And let the record show that Iam in disagreement with the prem- 
ises from which he started, his conclusions, and the conclusions of 
those people whom he came here to represent. 

The Cuarrman. Are there further questions ? 

Mr. Dies. Mr. Chairman, I just want to read this into the record, 
it is very short. I am satisfied these figures are correct and if they 
are not, [ would like for someone to disprove them. 

As I said a moment ago, the transmission costs increased from 11 
cents to 16 cents and the av erage cost of gas to all customers in 1949 
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is 32.8 cents in Chicago and in 1953 it was 34.4. I just want the 
record to contain the figures and if anybody doubts them they can get 
them from the Federal Power Commission. 

The CHatrman. Mr. Klein? 

Mr. Kiet. I have a statement and I do not want any answer be- 
cause we are anxious to get through. Mr. Rogers of Texas has his 
right to his opinion and let me say there are always two sides to every 
question and I want to compliment you on your statement. Your 
situation in Chicago is very similar to ours in New York City and 
I was particularly interested in one statement you made about the cap- 
tive market. 

Mr. GrossMAn. Captive market. 

Mr. Kixr. The consumers in the cities who are really captives. 
We have nothing to say about whether we have manufactured gas or 
natural gas, am I correct? We have to take what the distributing 
company puts in there, we have to pay the price that the public service 
commission agrees, or at least permits. So ours is a great problem. 
We appreciate that the producers have a problem, but our problem is 
even greater. 

Mr. Dries. You certainly do not compliment the sweeping con- 
demnation of the scoundrels ? 

Mr. Grossman. I never said that they are scoundrels. 

Mr. Dres. I do not know how else in polite language you could 
couch it. 

Mr. Grossman. I was polite about it. 

The Cuarrman. Mr. Harris? 

Mr. Harris. I want to also say I think it is an unfair indictment 
on whatever the number is, 8,000, 8,100, 4,000, 5,000 producers of this 
country, all over this country in about 22 States or more. All these 
thousands of producers, in other words. I just cannot believe that 
you really meant, Mr. Grossman, a man of your reputation, when you 
made that indictment. 

Mr. Grossman. I do not think I indicted anybody. All I said 
was that there is an unprecedented lobby. 

Mr. Harris. May I read it to you? 

The CHarrman. The Chair understood one sentence as being rather 
sweeping. Will you read it, Mr. Harris? 

Mr. Harris. The sentence that I thought evidently you did not 
mean because I know you are a public official of many, many years, 
and I know you enjoy the reputation of your people and I know, 
therefore, that you want to be fair. You say here, “They”—talking 
about the producers of gas—“They are not interested in the security, 
comfort, or convenience of posterity, or, for that matter, in the welfare 
of the present generation.” I just cannot in my own mind believe that 
you really meant to say that or that you really meant it as it sounds. 

Mr. Grossman. I do not know how you interpret that. All I say 
is that their financial interest is greater than their interest in the 

ublic. 
. Mr. Harris. Well, of course, a man has a right to his own opinion. 

Mr. Grossman. That is their right, that is right. 

Mr. Harris. Has a right to his own opinion, but it does not seem 
to me that an industry which would make available to the consumers 
of Chicago from 48 billion plus cubic feet of gas in 1949 and increased 
to 102 billion in 1953 that that would be fair. 
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Mr. GrossMAN. My position is that the consumers and the investors 
in the pipelines created the value for that gas. 

Mr. Harris. And if it had not been for the producers you never 
could have gotten the gas, could you ? 

Mr. Grossman. Of course, you can look at it that way. If it were 
not for the pipelines and the consumers, the producers would not have 
produced the gas. 

Mr. Harris. That is right, but we do not say that there is any char- 
acterization of consumers because they got it. Now, the Public 
Service Commission of the State of Illinois issued a memorandum 
under date of March 28, 1955, under the signature of George H. 
Perrine ? 

Mr. GrossMAN. Perrine. 

Mr. Harris. Mr. Perrine as chairman. Are you familiar with 
that? 

Mr. Grossman. I am not familiar with his statement. I know him 
very well. I have appeared before him. 

Mr. Harris. This has been included in the record and that commis- 
sion would have the facts insofar as the utilities of Illinois are con- 
cerned ? 

Mr. GrossMAn. Certainly, it ought to have. 

Mr. Harris. I have here in that memorandum the average revenue 
per therm 1954. The total of all companies of the weighted average, 
6.89 cents. The total companies weighted average revenue per therm 
in 1954 is 6.34 cents. In that statement it is also noted that residen- 
tial, exclusive of space heating, the average revenue per therm of all 
companies, 1944, was 16.92 cents per therm. In 1954 it was 12.87 
cents per therm. Now, that is what your own commission of the State 
of Illnois said that your consumers paid for gas that they used. 

Mr. GrossmAN. In Illinois that was all companies. I was talking 
about Peoples Gas & Coke Co., which serves the city of Chicago. I 
do not know where he got his figures. Of course, I do not have access 
to all the companies in Illinois. We havea great many of them. We 
have the Northern Illinois Gas Co., we have the Northern Gas Co., 
Illinois-Iowa, Central Illinois, and all other companies in the State 
of Illinois. If he is talking about them, of course, they are widely 
separated. 

Mr. Harris. Let us see what your own State commission said about 
the Peoples Gas Light & Coke. Average revenue in 1944 was 15.58. 

Mr. Cetin What year? 

Mr. Harris. 1944. In 1954 it was 11.94. 

Mr. GrossMAN. That is correct. 

Mr. Harris. Well, that isa reduction. You have been talking about 
enormous increases. 

Mr. GrossMAN. No, it is not a reduction at all. It has nothing to do 
with the price of gas. : 

Mr. Harris. You mean the revenu 

Mr. Grossman. Certainly not. Illinois is on a fair value rate base. 
We have manufacturing plants and that is in the rate base. We in 
Chicago have been receiving a mixed gas now of 900 B. t. u. and they 
have ordered that beginning in 1956 we would go to straight natural 
gas of 1000 B. t. u. Now, they manufacture coke oven gas and they did 
manufacture water gas and they have now converted their plant for 
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oil gas. So when you are talking about the overall average, you are not 
talking merely about natural gas, you are talking about manufactured 
gas as well. 

Mr. Harris. That is all, Mr. Chairman. 

The Cuarrman. Mr. Flynt? 

Mr. Fiynr. Mr. Grossman, I want to ask you one question. I am 
sure you are aware of it and I want to get it in the record. If the law 
remains as it is and if natural gas at the wellhead is construed and con- 
tinues to be construed as a public utility, the price of which is to be 
regulated and controlled, that is going to put a floor under the price 
of gas as well asa ceiling on top of it, is 1t not ? 

Mr. Grossman. I do not agree that they will be treated as a public 
utility because, as a public utility, the producers, as I have said in my 
statement, under the Natural Gas Act and under the decision of the 
Supreme Court are not public utilities. They control merely the sale 
of the gas in interstate commerce. Recently the Supreme Court has 
decided that the States have no control over the sale of gas in inter- 
state commerce by fixing a minimum price in the, for instance, Okla- 
homa case, just last month where they said that the States have no 
power because Congress has exercised the right to regulate the inter- 
state commerce. 

Mr. Fiynr. Will have to be a separate price per thousand cubic 
feet set by the Federal Power Commission for every individual pro- 
ducer ? 

Mr. GrossMAN. Not necessarily, no. Our experience with the 
Natural Gas Pipeline Co. of America and the Texas-I[]linois, is that 
they buy their gas from large companies like the Colorado Interstate, 
Magnolia Corporation, and other such companies and when they do 
go into a field where there are a number of producers, they have a sort 
of syndicate and each one produces his own gas and it is sold through 
a central organization or through some producer who commingles all 
the gas that is gathered and sells it to the Natural Gas Pipeline Co. 
of America so that the price can be uniform as to all the small pro- 
ducers in that syndicate because that is the price and they commingle 
the gas and sell it at the outlet. 

Mr. Fiynr. Then if you did that, would the Federal Power Commis- 
sion have to set the rate at a sufficiently high price to guarantee a 
reasonable return to the most ineflicient producer ¢ 

Mr. Grossman. The Federal Power Commission sets a price for 
the gas which is just and reasonable, which means, of course, that be- 
cause of the risk involved in exploration and other things, the rate of 
return is higher than it would be for an ordinary utility. They may 
establish a rate of return of 6 percent or 7 percent on the net invest- 
ment and in many utilities they establish a rate of return of 5 or 5.2, 
depending upon the risk that is involved and also depending upon the 
market for the securities of the company. In other words, the rate 
of return fluctuates and it is a continuing operation. The risk is taken 
care of in the rate of return. 

Mr. Ftynt. Do you add to that the possibility that any legislation 
or absence of legislation designed to protect the consumer could have 
the exact reverse effect and set a price per thousand cubic feet at a 
price high enough to guarantee a fair rate of return to the most ineffi- 
cient producer on the basis of a fair, reasonable and just price ? 
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Mr. Grossman. Under the Constitution confiscatory rates are un- 
constitutional, Regulating body must set a price which is sufficient to 
pay for the cost of service plus a reasonable rate of return upon the 
pro 7 used and useful in the service. 

r. Fiynt. Which could have the effect of resulting in either an in- 
crease or a decrease in present prices ? 

Mr. Grossman. Certainly. It is a continuing power, and as the 
national economy it may go up or down. The price may go up or 
down. 

Mr. Fuynt. Thank you. 

The CuarrMan. Any further questions? If not, we thank you for 
your appearance, Mr. Grossman. 

Mr. GrossMAN. Thank you, gentlemen. 

The CuarrMan. The next witness is Mr. Ralph S. Locher, director 
of law for Cleveland, Ohio. 

Mr. Locher may the Chair inquire as to how much time you will 
need for your original statement ? 


STATEMENT OF RALPH S. LOCHER, DIRECTOR OF LAW, ON BEHALF 
OF THE CITY OF CLEVELAND, OHIO 


Mr. Locuer. It should not take over 12 or 15 minutes. 

The CuatrmMan. Thank you, sir. 

May the Chair announce once again that we have a heavy schedule to 
carry out commitments and the Chair has learned since we recon- 
vened at 2 o’clock that one witness has been told by his doctor to be 
away from here, or to be in another city by tomorrow for some treat- 
ment. We hope to move as expeditiously as possible, and I hope every- 
body will keep those things in mind. 

_ Mr. Locher, we are very happy to have you and you may proceed, 
sir. 

Mr. Locuer. Thank you. Mr. Chairman, may it please the com- 
mittee, my name is Ralph S. Locher. I am director of law for the 
city of Cleveland and also chairman of the public utilities committee 
of the Ohio Municipal League. 

I feel privileged to present to your honorable body here today the 
statement of Mayor Anthony J. Celebrezze, together with the unani- 
mously adopted resolution of the Cleveland City Council and the reso- 
lution of the Ohio Municipal League, which comprises some 436 com- 
munities in the State of Ohio. Both resolutions are attached to the 
statement and, I trust, will be made a part of this record of these 
proceedings. 

Cleveland traditionally has been in the forefront on this whole 
question of regulating this great natural resource, and as you know, 
the cities of Akron and Cleveland, prosecuted the Hope Natural Gas 
case to a successful conclusion in the United States Supreme Court. 
We city officials are fully aware of the seriousness of our task, gentle- 
men, in these proceedings. We represent a large and a generally 
inarticulate mass of people. As individuals, they cannot be heard 
here. The residential consumer who is earnestly engaged in making 
a living for himself and his family in the factory or on the farm 
cannot be here. The busy housewife or the aged couple, none can take 
the time nor indeed does he have the money to come to Washington t~ 
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testify in these proceedings. Consequently, we local officials must do 
so for them, nk ours is a grave responsibility. We are mindful also 
that we municipal law officers cannot match the ceaseless and skillful 
efforts of lobbyists and others who are constantly on the scene and 
who represent the large oil and gas interests and particularly are we 
dismayed to learn of the huge so-called educational campaign being 
waged to amend this Natural Gas Act and that impels us to take our 
ons gentlemen, even more seriously than might have otherwise been 
the case. 

I shall not read Mayor Celebrezze’s letter of introduction. He 
cannot be here because he is viewing the atomic bomb explosion at or 
near Los Vegas. However, I shall go right to his statement. 


INTRODUCTORY STATEMENT 


The State of Ohio is vitally dependent upon natural gas. Its in- 
habitants rely on natural gas; its industry relies on natural gas. In 
1951, Ohio assumed first place as a consumer of gas for residential 
use. At the present time it ranks a very close second to the State of 
California in total gas consumption. According to the latest figures 
available from the Bureau of Miiens, of the United States Department 
of the Interior, for the year 1953, 1,792,400 consumers in the State of 
Ohio used a total of 420,809,000 thousand cubic feet for which the con- 
sumers of Ohio paid out a total of $240,001,000. This cost to the Ohio 
consumers represents the second largest outlay of money for natural 
gas paid by the States throughout the United States in 1953. The 
gas consumers of Ohio have spent at least $500 million for gas-burning 
appliances and equipment. Indeed, the State of Ohio has a large stake 
in the natural-gas controversy. 

The city of Cleveland, Ohio’s largest city, the center of a great and 
large metropolitan and industrial community, is vitally dependent 
upon an adequate supply of natural gas to its 395 varied industrial 
consumers and to its 263,834 residential and commercial consumers. 
It ranks third among the cities of the Nation in gas consumption. Of 
necessity, problems incident to the assurance of an adequate and proper 
supply at reasonable costs are of great concern to the city. 

The inhabitants of Cleveland, approximately 1 million persons, 


who constitute statistically 244,922 residential connections, have in- 
vested over $120 million in gas-burning appraness and equipment. 


To service these appliances and equipment the consumers in the city 
of Cleveland currently expend $35 million annually for the purchase 
of natural gas. 

The increasing use of natural gas as a base fuel for domestic pur- 

oses and as a space heater by consumers in Cleveland has increased 
its volume to a point where even the slightest increase in price reflects 
the sensitivity of the cost factor—a 1-cent increase per M c. f. at the 
wellhead, passed on to the ultimate consumers in Cleveland, means an 
aggregate increased annual cost at present rate levels of $700,000. 
The constant increase in demand is evidenced by a comparison of sales 
in Cleveland for the years 1945-54. 

In 1945 domestic consumption totaled 19,098,508 M c. f.; in 1954, 
47,583,494. For these same years, industrial consumption increased 
from 6,579,639 M c. f. to 11,163,464. The consumption of natural gas 
per domestic consumer in Cleveland has risen from 78,039 M ec. f. in 
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1945; to 181, 165 in 1954. Total consumption has increased from 
95,678,145 M c. f. in 1945 to 58,746,958 in 1954. (East Ohio Gas Co. 
statistics. ) 

Since 1902 the East Ohio Gas Co. has served the consumers of the 
city of Cleveland. It has invested $182 million in this area. East 
Ohio, a subsidiary of the Consolidated Natural Gas Co., obtains a part 
of its supply of natural gas from the Hope Natural Gas Co. and the 
New York State Natural Gas Co., affiliates of the Consolidated system. 
Its principal supply of natural gas comes from the southwestern fields 
of the Mid-Continent and Texas gulf coast regions via the transmis- 
sion pipelines of the Panhandle Eastern Pipeline Co., the Tennessee 
Gas Transmission Co. and the Texas Eastern Transmission Corp. In 
1954 East Ohio expended $65,500,000 for its purchases of natural gas 
from the pipeline companies. The cost of these purchases by East 
Ohio is directly dependent upon the price which the pipeline company 
pays for gas purchased from the independent producers who supply 
the interstate pipelines. The cost of natural gas to the Cleveland con- 
sumers is in turn directly dependent upon the price which East Ohio 
pays for its purchases from the pipeline companies. 

To afford some measure of protection of their interests the consum- 
ers of Cleveland can look to the Public Utilities Commission of Ohio 
which exercises regulatory jurisdiction over the East Ohio Co. East 
Ohio, and the consumers, can look to the Federal Power Commission 
to exercise a degree of regulatory control over the interstate pipeline 
companies. But what real effect can this regulatory scheme have if 
the primary phase of the interstate commerce in natural gas, and the 
phase most in need of regulation, is allowed to be set free from control ? 

This threat to the consumers of Ohio and the city of Cleveland, who 
in the economic sense are dedicated to the use of natural gas, and who 
are hopelessly and inextricably bound by a network of connected pipe- 
lines which lead from the wellheads of the gas fields of the Mid-Con- 
tinent and Texas gulf coast regions to the small pipe connections in 
their homes, must not go unchallenged. 


COMMENTS ON ECONOMICS OF THE NATURAL GAS INDUSTRY 


Despite the fact that the proponents of nonregulation would have 
the public believe that the discovery, production, and gathering of nat- 
ural gas is a phase of the natural gas industry which is carried on b 
four or five thousand independent natural gas producers, whose ris 
is great and among whom the forces of economics create keen com- 
petition, the fact is that major oil companies hold natural gas reserves 
approaching 60 percent of the United States total of more than 211 
trillion cubic feet. At least 1 study indicates that 85 percent of the 
gas sold via interstate pipelines is supplied by 100 producers most of 
whom are large oil companies. About one-third of the natural gas 
sold to transmission lines is obtained from oil wells, which were ex- 
plored and developed primarily for the discovery of additional pe- 
troleum supplies. The American Gas Association reports that 49,279 
new well completions were made in 1953—25,762 were primarily oil 
wells, only 3,806 were primarily natural gas wells. 

hen follows some data taken from a report by Mr. Willard W. 
Gatchell who testified as did the city of Cleveland, and other independ- 
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ent producers before the Federal Power Commission last January 11, 
12, and 13 under docket 142 and whose remarks by Mr. Gatchell indi- 
cate, as does the brief to be filed tomorrow, I think, by the Wisconsin 
Public Service Commission, that the independent producer industry is 
not as volatile and subject to risk as has been alleged by the proponents 
of the legislation which you men are now considering. 

To indicate that the natural gas industry is logically an adjunct of 
the oil industry and that natural gas is practically a byproduct of the 
petroleum industry, note the following: 

Date relating to well-drilling activity have not been, and cannot be, segregated 
between oil and gas. When drilling is undertaken, there is frequently no way 
of knowing, particularly for wildcat wells, whether gas or oil or a dry hole will 
result. (Gas Facts, 1953, p. 27.) 

The natural gas industry has become the sixth largest industry in the 
United States. Nearly 70 percent of the independent producers are 
small producers with wells in the Appalachian area who provide less 
than 3 percent of the total gas sold to interstate pipelines. 

The independent producers of natural gas are corporations invested 
with large sums of money in capital in a going industry from which 
great risk has been largely dissipated except as the limitations of the 
supply in the good earth must inevitably dictate. But this is not a 
speculative risk element, it is one of depletion and exhaustion against 
which no force can prevail. To puncture the fallacy of high risks the 
remarks of Willard W. Gatchell, Federal Power Commission staff 
member, and data introduced by him before the Federal Power Com- 
mission in docket R-142 on January 12, 1955, are pertinent. 

While the production of natural gas is at times speculative, it is not conducted 
as a gambling enterprise, but by and large as any normal business undertaking 
in which there are admitted risks * * * I would like to present for your informa- 
tion a table prepared from the Treasury Department figures showing the opera- 
tions of three industries: (1) the bituminous coal and lignite, (2) crude petro- 


leum and natural gas (which means the producers), and (3) electric and gas 
utilities. The table is as follows: 


Selected statistivs of certain coal, petroleum, and utility industries, year 1951 


Crude petro- 

leum and Electric and 
natura! gas gas utilities 
production 


Bituminous 
Description coal and 
lignite mining 


Deed OF COT ROTNNIIN i a iin oot bn owid Senchiew nse 1, 631 
‘Gross plant $1, 977, 414, 000 
Total assets - ed $2, 124, 143, 000 
Equity (common, preferred, and surplus) ¢ 

Gross sales or receipts __- 

Net profit. _- 

Ratio of total assets to sales 

Percentage of net profit to equity 


Source: Statistics of Income for 1951, U. 8. Treasury Department. 


This comparison alone shows that invested capital is a highly significant factor 
in the petroleum production business. Whenever the ratio of assets to revenue is 
as low as 1 to 1, capital is a highly significant factor, and when it amounts 
to 1.48 to 1, as shown in the illustration, it is by any standard a highly significant 
factor. It will be noted that the electric and gas utilities have a ratio of 3.64 
to 1, and it is hard to imagine an industry in which invested capital is more Sig- 
nificant than the electric and gas utility business. 


A valid conclusion to be drawn from these remarks of Mr. Gatchell 
and data is that in order to attract so substantial a capital investment 
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the production of natural gas must be lacking in the high degree of 
risk which we are encouraged to accept, and that the so-called risk is 
not risk at all but the inevitable dimunition of potential available sup- 
ply—a “risk”, if you please, which every industry which draws from 
the soil must inevitably face. 

On January 1, 1954, the American Gas Association reported that 
the proved recoverable reserves of natural gas in the United States 
totaled 211.4 trillion cubic feet. This represents the largest annual 
increment to reserves since 1946 and occurred in spite of record with- 
drawals in excess of 9.2 trillion cubic feet during 1953. 

In spite of the unprecedented postwar demand for natural gas, with 
consequent tremendous increases in net production, recoverable re- 
serves have never failed to increase by at least 5 trillion cubic feet an- 
nually during this period. Now, the quote from Gas Facts 1953, 
page 11: 

As long as new discoveries exceed production * * * the ratio of reserves to 
production, frequently computed to determine the number of years supply avail- 
able is relatively unimportant. 

Despite the prea favorable outlook, this raises questions of 
conservation of available resources. Considerations of conservation 
urge the additional need for regulation. But even State regulation 
of this nature has been hard fought in the respective courts by the 
independent porgenn The Texas Railroad Commission had to fight 
every inch of the way in an attempt to regulate natural gas in the 
State of Texas. The concerted efforts of the Texas Legislatures and 
the Texas Railroad Commission to regulate finally culminated in suc- 
cess, and although regulation was consistently fought by the producers 
and operators, the writer of the cited article, which is the Law and 
Contemporary Problems, is prompted to observe: 

But the real story behind the rise of this new resource giant is found in the 
development of its regulation and control by the States through their conserva- 
tion statutes and regulatory agencies. Without the foresight, courage and wis- 
down of the men who have served on these regulatory bodies, the natural gas 


industry would not occupy the position it does today. The Nation owes a great 
debt to these men of conservation. 


The producers and operators of today, like their forebears, are still 
fighting regulation—regulation under the Natural Gas Act—without 
regard to the possible long-run benefits to be derived by the public and 
the independent producers themselves. 

If the Nation owes a great debt to the men of conservation, the 
natural gas producing interests, in turn, owe an obligation to the con- 


suming States of the Nation who provide the market for the fruits of 
this conservation. Of the 48 States, only 2 States, Vermont and 
Nevada, lack gas facilities, present or proposed. Only 6 States, 
Texas, Louisiana, Kansas, Oklahoma, New Mexico, and Arkansas, 
possess about 86 percent of the Nation’s total natural gas reserves. 
Forty States, seven-eighths of the Nation, are vitally dependent upon 
six States for their supplies of natural gas which they must be assured 
uf every day throughout the year. 

A network of pipelines binds these States to the producing States 
in a large web from which they cannot disjoin themselves. Having 
committed themselves to natural gas utilization, theer is no oppor- 
tunity to search for other markets. There is only 1 source of natural 
gas—-there is only 1 market—determined by nature and the physical 
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location of pipelines. The market has become a seller’s market. 
Natural gas pipeline mileage has increased to a point which exceeds 
that of the railroads (United Press report, July 4, 1953). At the 
end of 1953, 445,270 miles of main were operated by gas utilities and 
pipelines, an increase of 21,090 over 1952. That information also 
comes from the 1953 issue of Gas Facts, at page 6. 

The contributions of natural gas to the energy needs of the Nation reached a 
new peak in 1953, exceeding 23 percent of the total. Only 5 years ago the com- 
parable percentage was 15, but an ever-increasing pipeline capacity, to transport 
gas from producing fields to metropolitan consuming centers, has significantly 
multiplied the use of gas during this relatively short period (Gas Facts, 1953, 


p. 1). 

In view of the multi-State dependence upon the interstate com- 
merce in natural gas and the economic factors of localized supply and 
interstate demand, individual State commissions cannot effectively 
carry out a unified program which can maintain the proper balance 
of supply and price among the States affected. The individual com- 
missions of the producing States cannot legally regulate the price of 
gas sold in interstate commerce. Nor can the States which receive it. 
The individual commissions of the producing States cannot concern 
themselves with a nationwide program of distribution, which would 
take into account the various needs of the 40 States which have com- 
mitted themselves to a need for an uninterrupted gas supply. There 
must be regulation by the Federal Power Commission. Without 
Federal regulation of producers, competition among the States in a 
seller’s market can only result in spiraling prices at the well head asa 
result of competition between —- to secure adequate supplies of 
gas for the areas they serve. This eventuality must not be permitted 
to obtain, although indications are that this is a serious problem at 
the present time. Pipeline executives have testified before the Federal 
Power Commission that all of the competition in the gas fields is be- 
tween buyers seeking a supply of natural gas. 

The seriousness of the problem attendant upon the increased prices 
of gas at the well head, is pointed up in the following data: 


Average field price per M c. f. 


United | 4 states! | United | 4 states! 


States States 


1 Major producers— Kansas, Louisiana, Oklahoma, and Texas. 
Source: U. 8. Department of the Interior, Bureau of Mines, Natural Gas Statistics. 


These are averages, which tend to cause downward adjustment, but 
notation should be made in this regard of the statement in the 1953 
publication of the industry : 

The average wellhead price for all production—much of it based on old con- 
tracts—attained a new peak of 8.5 cents during 1953, with many new contracts 
being written at more than double this price. (Gas Facts, 1953, p. 1). 

The consumers of Cleveland have only to examine the rate increases 
granted by the Federal Power Commission since 1950 to the pipeline 
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companies who supply the East Ohio Gas Co. These increases are as 


follows: 
PANHANDLE EASTERN PIPELINE CoO. 


Price 


Cents 
19 
23.55 | G-1116 et al. 


G-1741, G-1746. 
G-2052. 


G-2252. 
G-2252. 
G-5259. 


29. 
31. 
34. 
36. 
38. 
40. 
41. 


Examination of the dockets would reveal that every rate increase 
granted was applied for as incident to an increase in the field price 
of gas purchased by the pipeline companies. 

During the fiscal year of 1954, applications before the Federal 
Power Commission for gas rate increases numbered over 1,000 and 
totaled $286,800,000, of which $10,900,000 has already been allowed 
(34th Annual Report, Federal Power Commission, 1954, p. 108). 

The Federal Power Commission, in the hearings in Congress in 
1949-50 on the Kerr bill, estimated that a 5-cent increase per thousand 
cubic feet at the wellhead at that time would have resulted in an in- 
crease to consumers of $200 million annually. The National Institute 
of Muncipal Law Officers, in adjusting that amount for cost condi- 
tions existing today, estimate that a 5-cent increase would cost the 
consumers of the Nation $400 million annually. This would mean a 
$20 increase per customer; a $6 increase per user in the immediate 
future. To Cleveland consumers on that basis this would constitute 
an additional annual expense totaling $5,276,680. 

The failure of the Federal Power Commission to assert jurisdiction 
over rates charged by independent producers is in all probability a 
factor in this steady rise in prices at the wellhead. But this unregu- 
lated trend of increasing prices cannot be permitted to go further 
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without regulation. In the seller’s market of today assuredly this 
trend will continue upward in ever greater proportionate increases 
so long as the captive market will bear it. And yet at the present 
time when regulations of the independent producers is of paramount 
importance, legislation has been introduced to exempt the independent 
producer. This cannot and must not happen. The regulation of 
the sale of natural gas by independent producers in interstate com- 
merce was never more urgently needed than it is today. 


THE QUESTION OF REGULATION AND THE NATURAL GAS ACT 


The industry proponents of legislation which would exempt the so- 
called independent producers have conducted a campaign attempting 
to create the impression that the Natural Gas Act never was intended 
to include within its jurisdictional coverage the independent 
producers. 

They say this despite the pronouncement of the United States Su- 

reme Court in the Phillips case (Phillips Petroleum Co. v. State of 
isconsin et al., 347 U. S. 672 (1954) ). That decision was the final 
disposition of a case which had its inception in 1946. Nine years 
elapsed during the time that the issue passed through the administra- 
tive processes and through the appellate courts; years in which, as 
sale heretofore, the unregulated prices of gas sold in interstate com- 
merce continued in a steady increase. Having finally laid to rest the 
troublesome dilemma, the decision of the highest court of the land is 
sought to be overruled by legislative action on the theory that the 
Natural Gas Act of 1938 never intended to encompass the sales of inde- 
pendent producers in interstate commerce ; and on the insinuation that 
the decision of the Supreme Court is not a correct one. 

In deciding the case, the Supreme Court took cognizance of the 
legislative history of the act and the language of the statute. In the 
light of the legislative history and the prior decisions of the Court 
of questions relating to the Natural Gas Act, the Court did not expe- 
rience the difficulty of the Federal Power Commission in finding that 
the sales of independent producers in interstate commerce were sub- 
ject to the jurisdiction of the Commission. 

The Natural Gas Act of 1938 was enacted to regulate the interstate 
commerce in natural gas which the States were without authority to 
regulate (H. Rept. 709, 75th Cong., Ist sess.; S. Rept. 1162, 75th Cong., 
1st sess.). Two earlier cases of the Supreme Court, Missouri v. Kansas 
Gas Co., 265 U. S. 298 (1924); Public Service Commission v. Attle- 
boro Steam & Electric Co., 273 U. S. 83 (1927), had ruled that the 
transmission of gas and electricity across State boundaries was inter- 
state commerce, and that neither the State of origin nor the State of 
destination could constitutionally regulate the prices charged for the 
commodities. There followed in 1934 an investigation by the Fed- 
eral Trade Commission of the natural gas industry which revealed 
that the industry was in need of regulation in the public interest. The 
investigation found that in 1935, 55 percent of all the natural gas 
pipeline mileage was controlled by four groups representing oil and 
utility interests (Temporary National Economic Committee, Report 
on Natural Gas and Natural Gas Pipelines, Monograph No. 36). 

Natural gas rates were influenced by corporate integration. Since the pipe- 


lines were interstate carriers and beyond the jurisdiction of State commissions, 
the oil and utility companies preferred to take their profits from the pipeline 
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companies rather than from local utilities. Gas rates at the “city gate” were set 
to maximize profits, the local rates “floated” on these rates and were limited in 
part by regulation and in part by the cost of competitive fuels. In general they 
were set on the basis of what the traffic would bear (Economics and Public Util- 
ities, Clemens, Appleton-Century-Crofts (1950) ). 


Congress decided to act. In the absence of State regulatory pores 
and with evidence of the need for regulation Congress enacted the Nat- 
ural Gas Act to regulate the transportation and sale of natural gas in 
interstate commerce. To contend that the Congress intended to step 
into the field of interstate regulation of natural gas only to regulate 
the interstate commerce at the end of the commerce is untenable. It 
would have been an anomalous act on the part of the Congress to have 
recognized the necessity of regulating the sale and transportation of 
natural gas in interstate commerce, as indeed it did in section 1 of the 
act, only to deny regulation at the primary source of the interstate 
commerce, where the States were inhibited. In the Phillips case, the 
issue was squarely before the Court and it rejected such alleged con- 
gressional intent. 

Of course, the issue before this committee is not what the history of 
the matter is; notwithstanding the past it can approve the proposed 
legislative exemption. However, it is of utmost importance to stress 
the original intendment of the act and its basic purpose in order to 
apprise the committee that the sale of natural gas in interstate com- 
merce by independent producers was not intended to be exempt, despite 
the Federal Power Commission’s reluctance to assert its jurisdiction. 

The independent producers realized this; otherwise they would not 
have obtained the introduction of no less than five major legislative 
proposals for exemption in the various Congresses since the Natural 
Gas Act was enacted (the Moore-Rizley bill, S. 734, and H. R. 4051, 
80th Cong., 1st sess.; the Priest bill, H. R. 4099, 80th Cong., 1st sess. ; 
Lyle-Harris bills, H. R. 79 and H. R. 1758, 80th Cong., 2d sess.; Kerr 
bill, S. 1498, 81st Cong., 1st sess.; and Lyle bill, H. R. 3285, 82d Cong., 
Ist sess.). 

Passage of the proposed legislation will have the same anomalous 
effect in recreating a gap in the regulation of the interstate sale and 
transportation of natural gas. The States will be powerless; the 
Federal Power Commission will be denied. It will possess the auth- 
ority to regulate the end phase of commerce, but not the initial one. 
It will not be a case of the Federal Power Commission refraining 
from the exercise of its jurisdiction; it will be a case of the Federal 
Power Commission divested of its jurisdiction. 

This will effectuate a condition recognized by the Supreme Court 
even prior to its decision in the Phillips case. In /nterstate Gas Co. 
v. Federal Power Commission, 331 U.S. 682 (1947), the Court made 
this observation as to sales by an independent producer to a pipeline 
company for interstate shipment : 

Unreasonable charges exacted at this stage of the interstate movement become 

perpetuated in large part in fixed items of costs which must be covered by rates 
charged subsequent purchasers of the gas, including the ultimate consumer. 
It was to avoid such situations that the Natural Gas Act was passed. 
To grant an exemption would benefit the producer; but would disad- 
vantage the consumer who looked hopefully to the future as a result 
of the Phillips case which finally and rightly eliminated the hiatus 
in which the Federal Power Commission had placed itself. 
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CONCLUSION 


Much will be said pro and con in this natural gas controversy before 
this committee adjourns. After all is said and done, one basic ques- 
tion will remain. The question is simply this: “Is the 84th Congress 
of the United States going to take out from under the regulatory 
jurisdiction of the Federal Power Commission a select group of 100 
oil companies who supply 85 percent of the Nation’s natural gas 

roduct in interstate commerce, contrary to the intent of the original 
Peaniiits of the Natural Gas Act and contrary to the rights of 60 
million people of the United States, the consumers of natural gas? 
Or is it going to recognize the urgent need for primary regulation 
of the sale for resale of natural gas in interstate commerce consonant 


with the intendment of the Natural Gas Act of 1938?” 
In answer, nothing rings clearer than the declaration of the Supreme 


Court in the Phillips case: 


Regulation of the sales in interstate commerce for resale made by a so-called 
independent natural-gas producer is not essentially different from regulation 
of such sales when made by an affiliate of an interstate pipeline company. In 
both cases, the rates charged may have a direct and substantial effect on the 
price paid by the ultimate consumers. Protection of consumers against exploita- 
tion at the hands of natural gas companies was the primary aim of the Natural 
Gas Act. 


Then, Mr. Chairman, follows the resolution of the Cleveland City 
Council, which I ask be inserted in the record as well as the resolution 


of the board of trustees. 
Mr. Harris (presiding). Your entire statement may be included 


in the record together with the resolutions. 
(The resolutions referred to follow :) 


RESOLUTION No. 438-55 By Messrs. KLEMENTOWICZ AND HoRWITZ—AN 
EMERGENCY RESOLUTION 


Memorializing the Congress of the United States to defeat legislation which 
proposes to amend the Natural Gas Act so as to exempt the production of natu- 
= = sold in interstate commerce from regulation by the Federal Power Com- 
mission. 

Whereas the Natural Gas Act was passed by the Congress in 1938 for the 
primary purpose of protecting natural gas consumers against exploitation at 
the hands of natural gas companies ; and 

Whereas the city of Cleveland took the lead among municipalities in obtain- 
ing passage of the Natural Gas Act; and 

Whereas the city of Cleveland has a substantial interest in the price of natu- 
ral gas as its inhabitants are paying approximately $35 million annually for 
this commodity and an increase of just 1 cent per thousand cubic feet in its 
price would mean an increase of about $600,000 annually ; and 

Whereas there is currently underway a heavily financed movement to pre- 
vail upon the Congress to amend the Natural Gas Act so as to exempt the pro- 
duction of natural gas sold in interstate commerce from Federal Power Com- 
mission regulation ; and 

Whereas the effect of such proposal would be exploitation of natural gas con- 
sumers throughout the Nation by a handful of large oil companies operating 
in southern oil- and gas-producing States; and 

Whereas the city of Cleveland has in the past opposed similar legislation 
which proposed to exempt natural gas production from Federal Power Com- 
mission regulation, the last such legislation being the Kerr bill; and 

Whereas on February 3, Mayor Celebrezze accepted membership on a steer- 
ing committee to consider ways and means to present the municipal viewpoint 
on such lgislation before the Congress and publicize this viewpoint, aforesaid 
committee being composed of mayors of such cities as Milwaukee, Detroit, Kan- 
sas City, Boston, Nashville and New York; and 
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Whereas it is in the interest of the natural gas consumers in the city of 
Cleveland that the Natural Gas Act be not weakened by an amendment similar 
to that embodied in the Kerr bill; and 

Whereas this resolution constitutes an emergency measure in that the same 
provides for the usual daily operation of a municipal department: Now, there- 
fore, be it 

Resolwed by the council of the city of Cleveland: 

SecTION 1. That the Congress of the United States be and it is hereby respect- 
fully memorialized not to enact into law any bill similar to the Kerr bill of the 
8ist Congress, which proposes to amend the Natural Gas Act so as to exempt 
the production of natural gas sold in interstate commerce from regulation by 
the Federal Power Commission. 

Sec. 2. That the clerk of council be and he hereby is directed to transmit 
a certified copy of this resolution immediately upon its adoption thereof and 
the signing by the mayor to Senators John W. Bricker and George H. Bender, 
Representatives Frances P. Bolton, Oliver P. Bolton, Michael A. Feighan, Wil- 
liam E. Minshall, Jr., and Charles A. Vanik. 

Sec. 3. That this resolution is hereby declared to be an emergency meas- 
ure and, provided it receives the affirmative vote of two-thirds of all the mem- 
bers elected to council, it shall take effect and be in force immediately upon 
its adoption and approval by the mayor ; otherwise it shall take effect and be in 
force from and after the earliest period allowed by law. 

Adopted Feb. 21, 1955. 

Effective February 24, 1955. 

(The resolution of the board of trustees of the Ohio Municipal 
League, referred to by Mr. Locher, was inserted previously and ap- 
pears on p. 1423.) 

Mr. Locuer. I should like to point out that there is a discrepancy 
between the figure used in the body of the statement that an increase 
of 1 cent would cost $700,000 per year and the figure in the resolu- 
tion of our council which is $600,000. The reason for the discrepancy 
is that the latest statistics we received from our local distributing 
company indicated that at the present higher level of sales a 1 cent 
increase would represent that higher figure. 

Thank you, I appreciate the privilege of being able to make this 
presentation. 

Mr. Dies. Mr. Chairman ? 

The Cuarrman. Yes. 

Mr. Dries. In 1949 the field price received by producers for natural 
gas supplied to Cleveland was 8.97 cents. In 1953 it had increased to 
11.38 or an increase of 2.41 cents; that is the average price of all 
suppliers paid for gas. The average cost of natural gas supplied to 
East Ohio Gas was 25.90 in 1949 and that had increased to 33.80 in 
1953 or an increase in transportation of 7.90, almost 8 cents increase 
in the cost. The average cost of gas to all Cleveland consumers had 
increased 2.1 cents. The average cost of gas to residential customers 
had increased 1.42 cents; that is, from 1949 to 1953. 

Mr. Locuer. Well, in 1953, of course, a rate increase did go into 
effect which your figures may not indicate of 5 cents per thousand 
cubic feet to the consumer. I have the latest figures for 1954, the 
wellhead price, which you read from, which indicates that they 
jumped up to 13.6 cents in 1954 and that the average price at this 
very minute is even higher than that. 

Mr. Dres. In other words, the demand for gas has increased 
enormously ? 

Mr. Locuer. In Cleveland it has. 

Mr. Dres. And the supply so far as we know, is limited. You have 
a definite limitation as of this date as to the supply and you have an 
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enormously increasing demand. With that sort of situation, whether 
regulated or unregulated, how are you going to keep down the price ? 

Mr. Locuer. I think the reason the prices have been reasonable and 
relatively low in Cleveland, the elements are many. One is that we 
acquired gas as early as 1902 from Appalachian fields. Much of the 
utilities distributive system was put in under low prices, early in the 
1900’s and the fact that we have such a large industrial demand 
which keeps the total prices relatively low. 

Mr. Dies. The only way you can possibly keep down prices is to 
find a supply that will keep up with the demand. If you have a 
limited supply and an enormously increased demand, your prices will 
rise, is that not right? There is no way you can sit on a situation 
like that and keep it down to a particular level ? 

Mr. Locuer. We do not intend in any way to discourage this explo- 
ration that you speak of. 

Mr. Dies. That is the real answer for the consumer’s benefit in the 
future, that we find an adequate supply of gas to meet this ever- 
increasing demand; that is what you danity get down to. If we get 
the supply, you will not have many increases. If we do not get the 
supply, you will be faced with increases ? 

Mr. Locuner. I think that is true. 

Mr. Dies. Thank you. 

The Cuarrman. Any questions? If not, we thank you very much, 
Mr. Locher, for your appearance before the committee. 

Mr. Locuer. Thank you. 

The Cuatrman. Next we have Mr. H. Lester Hooker, Chairman of 
the State Corporation Commission of Virginia. 

vo Hooker, may the Chair inquire as to the amount of time neces- 
sary? 


STATEMENT OF H. LESTER HOOKER, CHAIRMAN, STATE 
CORPORATION COMMISSION OF VIRGINIA 


Mr. Hooxer. I have 12 pages that should not take over 15 minutes. 

The Cuarman. Thank you. 

Mr. Hooxer. Mr. Chairman and members of the Committee: My 
name is H. Lester Hooker. I am chairman of the State Corporation 
Commission of Virginia and have been a member of that commission 
since November 1924. I was president of the National Association of 
Railroad & Utilities Commissioners in 1933 and I am not chairman of 
the Legislation Committee of that association and a member of its 
executive committee. However, I am appearing in this matter on 
behalf of the State Corporation Commission of Virginia in opposition 
to this legislation. 

The State Corporation Commission is a constitutional agency hav- 
ing the powers of a court of record. The Virginia Commission has 
jurisdiction over public utilities, transportation and transmission com- 
panies, motor vehicle carriers, aviation, banks, insurance companies, 
public service taxation, the issuance of securities, the granting of cor- 
porate charters, and numerous other matters. 

One of the principal duties of the State Corporation Commission of 
Virginia is to fix the rates charged by public service companies, includ- 
ing, of course, natural gas companies, and to see to it that those rates 
are reasonable and just. 
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In fixing the price to the consumer of natural gas in Virginia, we 
allow the companies to charge rates that will allow them to earn about 
6 percent of the original cost of their plant investment, less deprecia- 
tion and plus working capital. The rates must necessarily be high 
enough to cover all the company’s operating expenses, and one of a 
company’s biggest items of expense is the cost of the gas it buys. 

All of this gas comes to Virginia through pipelines in interstate com- 
merce, and therators the price that our Virginia companies have to 
pay for it is fixed by the Federal Power Commission. Since our com- 
panies have to pay that price, and since neither they nor we have any 
control over it, and since that price changes every few months, we have 
entered orders that permit the local companies to adjust their rates 
automatically to follow the fluctuations in price permitted by the Fed- 
eral Power Commission. 

Thus the price of gas in Virginia depends on the price charged by 
the interstate pipeline companies, and the price charged by the pipe- 
line companies depends on what they pay the producers for the gas. 
If the price paid the producer is not regulated, it will be impossible 
to secure gas for the consumer at a just and reasonable price; and the 
regulatory process breaks down at the source of supply. 

Two of the arguments that have been plead in support of the 
proposal to exempt the producers from price control are: (1) we do 
not regulate the price of the coal that electric companies buy; and 
(2) the producer’s price is a small fraction of the price to the consumer. 

The answer to the first argument is that the factors that go into 
the establishment of the market price of coal differ widely from the 
factors that go into the establishment of the market price of natural 
gas. The heart of the matter is the method by which the market 

rices of natural gas are actually established. One of the arguments 
is the analogy between coal and gas. The more you study the facts, 
the more obvious it will be to you that the supposed analogy between 
coal and gas is not a correct analogy. Therefore, as the proponents. 
surely know, the more you study these bills the less likely they are to 
pass, 

Another argument is that the producer’s price is a small fraction 
of the consumer’s price. The farthur you get from the source of 
supply, the smaller that fraction is of the total cost, because the trans- 
mission costs increase with the distance. And, also, the farther you 
get from the source of supply, the harder it is to sell natural gas, 

‘cause of that necessary increase in cost. I want to make two points 
about this argument. First, the fraction may be relatively small now, 
but it is getting bigger all the time; and if the people who establish 
the market price of the gas are assured by the Congress of the United 
States that their bargaining will not be supervised by the Federal 
Power Commission, the fraction will keep on getting bigger and 
bigger. An important point to consider is not what this fraction of 
cost may be, but whether or not this cost is reasonable. It may be that 
5 cents instead of 10 is reasonable. Whatever price is nannies is the 
price that should be allowed and this can only be ascertained by 
regulation. 

Second, if either of these bills becomes law, the producer’s price will 
be the only link in the chain from the source of supply to the con- 
sumer that will not be subject to regulation. And yet this whole 
industry that we are considering here today, the industry that brings 
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heat, light, and power from the fields of Texas to the factories and 
housewives of Massachusetts, New Jersey, New York, and Pennsyl- 
vania, is a public-utility industry. If, at any point, unregulated profit 
is permitted, at that point excessive profit will be sought and found. 
It is obvious that, if the price the producers may charge is unregu- 
lated, the price to all pipeline companies will be the price offered by 
the highest bidder. The market price will be the highest price that 
can be obtained. 

_I listened with great interest to General Thompson’s clear and con- 
cise testimony. He certainly hit the nail on the head when he said 
at page 200: 

You always find the royalty owner and the landlord and the producers want- 
ing more for their gas. That is normal and natural. That is just human nature. 


At page 231 of the record he said : 


I think in Pennsylvania the price is 30 cents at the well for Pennsylvania gas 
and they think it is fine. There are no complaints that I have heard about. 

In Virginia we have constant complaints about the high price of 
gas. The situation in Pennsylvania must be unique. 

He did not try to make the committee believe that competition 
would bring prices down. He said at page 232: 

We just want to be let alone and let it be worked out under a free economy, 
and it will bring a better price. 

At page 243, he describes how competition works to bring a better 
price: 

Mr. HESELTON. Well, do you consider that there is any real competition so far 
as the purchase of natural gas is concerned. 

Mr. THompson. Oh, yes. 

Mr. Hesetton. Competition between whom? 

Mr. THompson. Between the various purchasers trying to get the gas from 
the various sellers. 

At page 177, Mr. Wolverton asked the witness a long and detailed 
question about the “escalator clause,” the “spiral escalator clause” and 
the “most-favored-nation clause.” The question concluded : “Now, will 

ou explain to me just what those phrases mean?” And General 
hompson’s complete answer was: “They all increase the price.” 

That really is a complete summary of what those clauses mean. 

At page 312, Mr. Hinshaw asked Mr. Kuykendall a leading question 
that called forth an answer that the witness would not have given if 
he had time to think. 

The question was: “I just want to ask Mr. Kuykendall if he knows 
of any other commodity which is subject to public utility regulation.” 
And the answer was: “No, I donot.” 

Water is just as much a commodity as gas; and water is subject to 
public utility regulation. If New York city’s drinking water came 
from privately owned wells in New Jersey, the inhabitants of that city 
would be in a bad way if the private owners could charge what they 
pleased, restricted only by competition from milk and beer. 

The inevitable consequences of continued price increases are not hard 
to foresee. The people who have put their money in the securities is- 
sued by distributing companies, and the cities that have converted their 
plants from manufactured to natural gas, and the industries that have 
come to depend on natural gas for fuel, and the homeowners who have 
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installed gas furnaces and stoves, in the belief that here is the cheapest 
and best of fuels, will find that they have been woefully misled. 

I do not believe anyone will tell you that if the price the producers 
of gas may charge is exempted that the cost of gas to the pipeline 
companies will not increase and if the past is any criterion for the 
future, it will increase rapidly and substantially. In Virginia the 
cost of gas was increased 4 times during the year 1954 and there are 
now pending 2 more applications for further increases before the Fed- 
eral Power Commission. 

The Congress in 1938 after most careful consideration, passed the 
Natural Gas Act because of its vital interest to the public. It expected 
it to be regulated by the Federal Power Commission. It has not been 
regulated as a complete business, but only partially, and because of 
this incomplete regulation the public has been beset with constant and 
substantial increases. Can you imagine a more illogical, a more in- 
consistent, and a more indefensible position to take than to pass a law 
stating that the natural-gas industry should be regulated in the public 
interest, but that the base price of this commodity is to be exempted 
from regulation. If you are to have efficient and economical regula- 
tion of a utility, you, of necessity, must regulate its entire business. 

It is essential that you regulate the base price to ascertain whether 
or not the price proposed is fair and reasonable. Unless the base price 
is reasonable, it is obvious that the price the consumer must pay will 
be unreasonable. 

The testimony of Mr. Searls shows that it is of great importance to 
the pipeline transmission companies that the producers’ gas prices 
be fixed by the Federal Power Commission. 

At page 353, he proposed an amendment to the Harris bill that 
would require the Federal Power Commission to determine, upon 
application made by a natural gas company, whether proposed new 
prices are, in fact, reasonable market prices. 

Without such a clause in the bill, the pipelines run the risk of 
getting pinched between the demands of the producers for higher 
prices and the decision of the Federal Power Commission that the 
new prices are too high. The witness explained at page 355: 

It seems to me that if the pipeline company makes a contract at a price and 
it does not know whether the Commission is going to approve that price or not, 
and starts operating, that contract might give them 5 or 10 years, and they 
might pay out that price to the producer, and after 5 or 10 years wake up 
and find out that the Commission believes that price is too high. 

His proposal is in effect that the Federal Power Commission enter 
orders in advance stating that the new contract price is or is not rea- 
sonable within the meaning of the Harris bill. If the Commission says 
that the price is reasonable, then that is the price. If the Commission 
says that the price is unreasonable, the pipeline company will go back 
to the producer and agree on a lower price. This procedure will be 
repeated until a price is agreed upon that the Federal Power Com- 
mission finds to be reasonable. The parties will then make their con- 
tract at that price. 

Obviously, this proposed amendment of the Harris bill is nothing 
more nor less than a very cumbersome method of making the Com- 
mission fix the price. Instead of having the Commission fix the price 
in the first instance, the parties will make maybe half a dozen trips 
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to the Commission until they come up with a price that the Commis- 
sion approves as reasonable. eis 

Without some such provision the Harris bill, as the witness so clearly 
shows, could ruin the pipeline companies. Therefore, they are com- 
pelled to demand this protection, and the substance of what they are 
demanding is that the Commission fix the prices. e 

Those favoring this legislation give as a reason for their position 
that the producers should be exempted because of competition with 
coal and oil. I do not see how regulation will be detrimental. It 
is assumed that the gas producers fear regulation because it may keep 
them from charging higher prices for their gas. If this is the reason, 
and there is competition, regulation will be helpful. Certainly in- 
creasing the price of gas would be harmful to any competitive situa- 
tion that might exist. The lower the price of gas, the better its com- 
petitive position becomes. The higher the price of gas, the greater 
the opportunity for its competitors to compete with the gas industry. 
The coal industry favors this legislation because the higher gas rates 
become the better position they are in to sell more coal. This leaves 
in my mind substantial doubt as to whether or not the gas industry 
is very much troubled about any competition with coal. 

If the producers are to be exempted from regulation because of 
competition, why not abolish all regulation of railroad transportation, 
motor bus transportation, trucking transportation, and aviation. All 
are highly competitive with each other as well as with the unregulated 
privately operated motor vehicle. 

It would appear obvious that the real reason the producers desire 
to be unregulated is to put them in a position to obtain from the con- 
sumers the highest price possible for their gas. 

Another contention made in behalf of the exemption of the pro- 
ducers is that it may have an adverse effect on the expansion of the 
business. This contention has been the subject of constant repetition 
without, so far as I know, the slightest offer of any proof to substanti- 
ate it. This contention must be based on the assumption that Federal 
regulation of producer prices would not be unreasonable. I know of 
nothing in the history of regulation by the Federal Power Commis- 
sion to justify any such conclusion. 

From my experience as a regulatory commissioner of more than 30 
years, it is my belief that regulation stabilizes the business of a utility, 
enhances its opportunity for expansion, its relationship with the oan 
lic is strengthened, and its status in the investment field is helped. 

Since much of the pressure back of the Harris bill is based on the 
doctrine of States rights, let’s see how that doctrine applies to this bill. 

I have had the privilege of appearing before this committee from 
time to time since 1935 advocating the rights of the States. The rec- 
ord will show that I have always taken the position that the jurisdic- 
tion of the Federal Government should begin where the State juris- 
diction ended, and that there should be no encroachment of the Fed- 
eral jurisdiction on the rights of the States. I adhere to that position 
now. You cannot have complete regulation unless the two jurisdic- 
tions dovetail one with the other. 


The doctrine of States rights does not assert that the Federal Gov- 
ernment should have no powers at all. It asserts that the Federal 
Government should have and exercises as few powers as possible. 
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We are concerned with the price that the transmission pipeline com- 
pany pays for the gas sold to it by the producer. When the Federal 
Government fixes that price, it does not deprive the State of origin of 
any right, because that State has no right to fix that price. The sale 
is a transaction in interstate commerce. Moreover, the Harris bill re- 
quires the Federal Power Commission to keep the pipeline companies 
from paying more than the fair market price. To that small and im- 
practical extent the Harris bill itself would be infringing upon the 
rights of the State of origin if that state had any rights to be infringed. 

Does the doctrine of States’ rights require that the people of the 
producing States are to have the sole and final say as to the price of 
natural gas? No matter how much damage that does to the people 
of the consuming States ? 

The people of the consuming States are not claiming and could not 
claim that the doctrine of States’ rights means that the consuming 
States ought to have the sole and final say as to the price of natural 
gas. They are claiming that here is an obvious conflict of interest 
among the States and that it is the duty of the Federal Government 
to provide an impartial tribunal in which that conflict of interest can 
be peaceably adjudicated. The whole issue is whether the price should 
be fixed by an interested party or by a disinterested umpire. 

If you are going to have a Federal Government composed of 
sovereign States, the absolute minimum of power that can be dele- 
gated to the federation is the power to settle controversies between the 
States. Nobody has ever denied that the Articles of Confederation of 
1777 conferred on the central government the absolute minimum of 
power. Article LX of those articles provided: 

The United States in Congress assembled shall also be the last resort on 
appeal in disputes and differences now subsisting or that hereafter may arise be- 
tween two or more States concerning boundary, jurisdiction, or any other cause 
whatever. * * * 

A difference now subsists between the selling States and the buying 
States. To provide a forum for the adjustment of that difference is 
not to ignore the Doctrine of States’ Rights. 

I thank you. 

The Cuatrman. Mr. Hooker, may I just ask you one question ? 

Mr. Hooker. Yes, sir. 

The CuartrMan. If this committee, when it goes into executive ses- 
sion to consider all the testimony before it, every proposal that has 
been made, if this committee should find some legislative way to 
regulate and bring under the effective review of the Federal Power 
Commission escalation contracts, particularly three-party favored 
nation clauses and spiral escalations, not only with reference to re- 
negotiated and new contracts, but existing contracts, is it your opinion 
that that greatly would solve this problem of increases? 

Mr. Hooker. That would be of course beneficial, but I do not think 
that would cure the gap that would be still existing. It would still 
leave a gap there which the States could not regulate and the chances 
are that you would be right back in Federal court as in the Phillips 
case. Of course, the State of Texas as an illustration, or Arkansas, 
can regulate the gas that they produce and sell within the State. The 
States can do that, but the minute that that gas and the intention of 
that gas, the characteristics of that gas are to go out of Arkansas and 


61557—55—-pt. 244 
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into another State, such as Virginia, that is an interstate transaction 
and of course, no one but the Federal Government can control it. 

The Cuarrman. I do not know whether you fully understood the 
question I asked, because the question I asked related to Federal 
Power Commission control with a view to having the right to alter and 
determine whether a price was reasonable as a market price insofar 
as escalation clauses are concerned. 

Mr. Hooker. Of course, I favor that because I favor the Federal 
Government regulating the entire industry and, of course, that would 
regulate the escalator clause. 

The Cuarrman. Mr. Harris, do you have any questions? 

Mr. Harris. Just to pursue that one point further, it is interesting 
to me that you said if the authority was extended to the Federal 
agencies to make a determination on such clauses of existing contracts, 
we would be right back in the courts just like we were in the Phillips 
case ¢ 

Mr. Hooxer. If they were interstate contracts, yes. 

Mr. Harris. You mean even with the Federal Power Commission 
making that determination ? 

Mr. Hooker. No, I said I was in favor of the Federal Power Com- 
mission. 

Mr. Harris. I know you did, but you said if such were to happen, 
we would be back in the courts as we were in the Phillips case? 

Mr. Hooker. I said if they are not regulated, gas was not regulated ; 
that this regulation of the escalator clauses, of course that would not 
be back in the Federal Government because they would regulate that, 
but if the gas sold by the escalator clauses did not apply. 

Mr. Harris. You do not question the authority of Congress to 
establish a policy and authority by the Federal Government on such 
interstate sales ? 

Mr. Hooxer. To be perfectly frank about it, I do not know whether 
the Congress could leave to the State of Virginia a matter in which it 
has no constitutional authority to regulate or not. 

Mr. Harris. No, I say these interstate sales, you do not question 
Seem to establish a policy and authority to regulate and con- 
trol? 

Mr. Hooxer. You have that authority, provided you do it within 
the constitutional limitations. 

Mr. Harris. Yes, that is true. Now, you mentioned the amend- 
ment of Mr. Searls, that is proposed by Mr. Searls. I do not want 
to try to undertake to interpret what you meant, but I gather from 
it that you thought that was a very necessary and highly desirable 
amendment ? 

Mr. Hooxer. My thought was that what Mr. Searls means is he 
wants the Federal Power Commission to regulate the price; that is 
the way I interpret his testimony. 

Mr. Harris Over the contracts? 

Mr. Hooker. All contracts, over all interstate sales of gas. 

Mr. Harris. The one you referred to was, as I understood his 
amendment—— 

Mr. Hooxer. Your fair market value. 

Mr. Harris. Well, the issuance of certificates, as I understand it. 

Mr. Hooker. No, he is talking about fair market value and that 
they might enter into a contract with a producer and then the Federal 
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Power Commission 5 years afterwards might say that that contract 
is unreasonable and they would have to give money back. 

Mr. Harris. You said at page 353, talking about Mr. Searls, “pro- 
posed amendment to the Harris bill would require the Federal Power 
Commission to determine upon application made by the natural gas 
companies whether the proposed new prices were in fact reasonable.” 

In other words, you think that the prior determination—— 

Mr. Hooxer. That is my interpretation of his testimony, that it 
does not mean merely the escalator contracts, but he wants the Federal 
Power Commission to fix that price and not leave it to the market. 

rice. 
r Mr. Harris. Your statement about the States’ rights question, [ 
know coming from the Old Dominion State what the general philoso- 


phy is. 

Mr. Hooxer. We have always been together on that. 

Mr. Harris. I know that the philosophy of the State of Virginia 
is against Federal control insofar as possible. 

Mr. Hooker. It is the only time in the history of regulations that I 
ever appeared before this committee asking to give the Federal Gov: 
ernment anything. 

Mr. Harris. It is true that you did appear before this committee, 
I believe, in behalf of the National Association of State Utilities Com- 
missions and so forth, in support of what finally became the Hinshaw 
bill? 

Mr. Hooker. Yes, sir. 

Mr. Harris. You strongly supported that to take the Federal Gov- 
ernment out of the regulatory status of local distribution ? 

Mr. Hooker. If you can give us the same authority over the nat- 
ural gas produced in Arkansas as you gave us in the Hinsaw bill, then 
I would be for it. 

Mr. Harris. I am glad to have that assurance. I notice that you 
have, however, presented to the members of your delegation in Vir- 
ginia a Seteid anubyeie showing how there have been tremendous 
increases to the consumers of gas over the period of 1950 to 1954. How- 
ever, all of the information you presented to them has been given to 
me and was merely the increase which the pipeline companies have 
charged to your distributors. 

Mr. Hooker. Of course, that is the only rate that we have anything 
to do with in Virginia and we have to pass it on. 

Mr. Harris. I know, but is that not a little bit contrary to the facts 
on the question we have here as to whether or not there should be an 
exemption to the producers and gatherers in the field where the gas is 
produced ; that is, at the wellhead ? 

Mr. Hooker. No, I do not think that at all. I think that the Fed- 
eral Power Commission, at least I assume, they have carefully looked 
into the cost of the transportation of this gas from the producer fields 
to the distributing companies and have done their duty, in other words. 

Mr. Harris. This is quite important, and may I recall that in 1950 
the gas that was delivered to Richmond, Va., had a wellhead price at 
10.8 cents; that is, the field price. In 1953 that had gone up to 11 cents. 
That is only two-tenths of 1 cent. 

Mr. Hooker. Do you know what it isnow? It is 26. 

Mr. Harris. I do not have the 1954 figures. 

Mr. Hooker. 26 cents. 
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Mr. Harrrs. I am sure, Mr. Hooker, you would not want that to 
stand in the record. 

Mr. Hooker. My information was from the president of the com- 
pany. 

Mr. Harris. That the gas at the wellhead cost them 26 cents ? 

Mr. Hooker. No, what he paid for it. 

Mr. Harris. We are talking about the gas at the wellhead and all 
this other is under control, is it not? 

Mr. Hooker. Our minds did not meet on that. 

Mr. Harris. I knew that was so. 

Mr. Hooker. I asked him a few days ago. 

Mr. Harris. We have been trying to get it too, and they have such 
a big system that is spread all over everything and is interwoven with 
a lot of other things it seems it is pretty hard to get that information. 
Neverheless, the request has been made for it, but the Federal Power 
Commission reports that during that time we have been trying to get 
the 1954 figures too, but they do not file them until April and then they 
have 30 or 60 days after that to comply and so they are not in yet. So 
we will be very anxious to have that. 

Mr. Hooker. I will be glad to see if I cannot get those i 

(The following information was later received from Mr, Hooker :) 

COMMONWEALTH OF VIRGINIA, 
STATE CORPORATION COMMISSION, 
Richmond, April 29, 1955. 


Hon. J. Percy PRIEST, 
House Office Building, Washington, D. C. 

Dear Mr. Priest: In replying to question asked me by Congressman Harris 
when testifying before your committee on Wednesday, the 27, asking if I had 
any information on the price of gas paid to the producers by the pipelines sup- 
plying Virginia, I told him I would be glad to get that information, and I am 
now enclosing statement relative to this matter and requesting that it be inserted 
in the transcript of the record. 

I appreciate very much the courtesies you extended to me at the hearing. 

Sincerely yours, 
H. LESTER HOOKER, Chairman. 


CHANGES IN WELLHEAD PRICE OF NATURAL GAS TO COMMONWEALTH NATURAL Gas 
Corp.—1 


FIELD PRICE IN 1950 


Tennessee Gas Transmission Co. 1950 annual report schedule 458: 


Total thousand cubic feet purchased 314, 067, 484 
Average cost per thousand cubic feet $0. 050 


United Fuel Gas Co. 1950 annual report, schedule 458 : 


Thousand Total cost | Average field 
cubic feet in fleld cost 


Local producers: 
West Virginia $8, 100, 88: 


2 
Kentucky 17, 447, 073 , 093, 989 
Tennessee Gas Transmission 146, 867, 337 7, 343, 367 


36 
CR RI oo ong pha - an cecpdienputinenpenpe sonasbeguenpene 600, 000 41, 700 
RUDI... 1s sc oxic 14 Reeesctincpapepiahantentidn eal bite acel aan 13, 579, 998 | 


1 Estimated at same price as 1955. Annual report does not break down the cost between field cost and 
transmission. 


Seaboard had only a trace of gas purchased in 1950 in the Appalachians area, so we can use the figure of 
$0.0731 as the field cost of gas to Seaboard in 1950. 
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FIELD PRICE IN 1955 
Tennessee Gas Transmission Co., line 12, statement N-5.11 TGT application of 
November 4, 1954: 
Average cost of TGT gas in the field $0. 1223285 
United Fuel Gas Co., Docket No. G—2451, statement H-1, sheet 29: 


Thousand | Total cost in | Average field 
cubic feet field cost 


Local producers 36, 073, 000 $6, 801, 040 $0. 1885 
Tennessee Gas Transmission . 110, 20, 938, 867 . 12233 
Chicago Corp 13, 140, 000 913, 230 . 0695 
Gulf Interstate 127, 750, 000 23, 075, 550 . 1806 


51, 728, 687 - 1489 


ae local production could raise this cost about 1/100th of a cent, bringing the 14.89 cents to 14.90 
n 


" Average field cost to Seaboard for gas purchased 


Increase since 1950, or almost 104 percent 
If the cost of local production is eliminated, the average field price of Southwest Gas has increased from 
5 cents in 1950 to 14.4 cents in 1955, an increase of 9.6 cents or 192 percent. 

Mr. Harris. The cost at your city gate at Richmond in 1950 was 
39.8 cents. In 1953 it was 52.5 cents. That is an increase of about 13 
cents. Now, that tells an entirely different story insofar as the pro- 
ducer is concerned than the implications with what you have given 
to your delegation that there has been an increase of 57.4 cents in the 
cost to the consumer. 

Mr. Hooker. The gas to the consumers across the river in Arlington, 
has been increased 64 percent. 

Mr. Harris. What? 

Mr. Hooxer. The gas to the consumers here across the river in 
Arlington County has been increased 64 and a fraction percent. 

Mr. Harris. But where does that increase come from? 

Mr. Hooker. What are you comparing this 13 percent to? 

Mr. Harris. I am getting it from a report. 

Mr. Hooxer. Did I understand you to say 39 cents and 13 make 52? 

Mr. Harris. The average cost in 1950 was to Richmond 39.8 cents. 
In 1953 it was 52.5 cents. 

Mr. Hooker. How much increase do you say that is? 

Mr. Harris. That would be 12.7. 

Mr. Hooker. I call it 3344 percent increase. Three times 13 is 39. 

Mr. Harris. But as against that, the wellhead price only went up 
two-tenths of 1 cent? 

Mr. Hooxer. You leave the impression that it went up only 13 
cents. It went up 33 percent. 

Mr. Harris. I do not believe you understand what I am trying to 
point out. I am trying to find out where this tremendous increase 
in the cost to your consumers rests. . 

Mr. Hooxer. I will answer you this way, that if you keep the gas 
producers regulated as they are now and your bill is not passed, we 
will know ove the cost is. 

Mr. Harris. I am telling you where it is now. 

Mr. Hooker. But we will never know—you give me your word— 
but we will never know unless we have regulation and complete regu- 
lation. 
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Mr. Harris. I appreciate your viewpoint on that, but the facts can- 
not be denied that the increase to your consumers has been through 
the present regulated facilities. 

Mr. Hooker. The facts that I have given here and also to the Vir- 
ginia Congressmen are correct. 

Mr. Harris. As far as they go, but I am pointing up to you where 
the increased costs come from; that it is not the well producer. 

Mr. Hooker. I have not put this in my statement, but there are 
334,000 consumers in Virginia and 1 penny increase in the cost of 
gas at the wellhead, would increase the cost to those Virginia consum- 
ers 344,000 annually. 

Mr. Harris. And the 13-cent increase, most of which has come from 
regulated industries, also means a tremendous increase to your con- 
sumers, does it not? 

Mr. Hooxer. Sure it does. It just means that much more. 

Mr. Harris. That is the point I am trying to get the record straight 
on so in talking to your people you will have all the facts to show where 
this increase comes from and not say that there is one factor only in 
this deal and that is the producer. 

Mr. Hooxer. Our Representatives are intelligent and can under- 
stand the facts. 

Mr. Harris. I want to agree with that statement 100 percent. You 
have very able representation in the Congress of the United States and 
I am convinced as you have so well said that they will understand it. 

The Cuatrman. Thank you very much, Judge Hooker. 

Mr. Hooker. Thank you, gentlemen. 

The Cuatrman. Mr. James R. Durfee, chairman, Public Service 
Commission of Wisconsin ? 

Mr. Durfee, do you desire to proceed at this time ? 

Mr. Durrer. Mr. Chairman, I might say that it is not my desire to 
proceed at this time. It is a quarter after 5 and I know that I feel, and 
undoubtedly the 2 surviving members of this committee feel, that they 
have probably had enough for 1 day. I would say this, Mr. Chairman, 
that if our Commission could have some definite assurance that we 
could be heard any time tomorrow, we would be willing to defer our 
presentation, but for reasons I believe that have been explained to you, 
we would like to get out of here not later than tomorrow night. 

The Cuarrman. Well, the Chair will simply state that we of course 
have the NIMLO list which the Chair has attempted to comply with 
as nearly as he could, taking into consideration other commitments. 
They had proposed that you close and be the final witness on that list. 
The Chair invited you to testify this afternoon after our colleague 
from Wisconsin, Mr. Lawrence Smith, discussed your personal situ- 
ation, which the Chair understands. I feel certain that some time 
tomorrow you could get on, and yet I must say that we have a day 
tomorrow that is as crowded, if not more so, than today. It depends 
entirely on what cooperation we can have in the condensation of state- 
ments and cooperation all the way around. The Chair fels certain you 
can get on some time during the day tomorrow, but will give you an 
opportunity to present your testimony at this time, and you can make 
the decision. 

Mr. Durrer. With that assurance, Mr. Chairman, I believe that we 
would prefer, both out of consideration for perhaps the feelings of the 
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committee itself and I might say, my own feelings, we would prefer to 
defer until tomorrow. 

The Cuatrman. The Chair would only ask that you state to Mr. 
Lawrence Smith that you made the decision and that the chairman 
was willing to carry out his pledge to Congressman Smith. 

Mr. Durrer. I shall convey to Congressman Smith your complete 
courtesy to me. 

The CuairmMan. Now, may the Chair inquire if Mr. Charles Sawyer, 
city attorney of Minneapolis, Minn., is present and desires to proceed 
at this time ? 

Mr. Sawyer. ‘The gentleman from Pittsburgh has been telling me 
how urgently he wants to get away. I cannot get a plane out tonight. 
I did have a reservation on the 6 o’clock plane. Perhaps you would 
like to hear Mr. McKenna and I will stay over. 

The Cuarrman. The Chair had promised Mr. O’Hara that we would 
hear you earlier in the afternoon. The chairman is attempting as 
uearly as possible to keep his promises and sometimes it gets pretty 
difficult to do. 

How much time would you require, Mr. McKenna? 

Mr. McKenna. Ten minutes, sir, not more than 10 minutes to pre- 
sent my statement. I have a reservation on the 8:40 plane that I 
would like to make. 

The Cuatrman. Mr. Sawyer, since you have missed your plane, you 
would prefer to wait over ? 

Mr. Sawyer. I will have to wait over until morning in which case 
I might as well do it then. 

The Cuamrman. Mr. McKenna, the committee will hear you at this 
time. 

Before Mr. McKenna starts his testimony, the Chair would like to 
announce that Mr. William G. Callow, city attorney for Waukesha, 
Wis., had to catch a plane at 5:30 and is filing a statement for the 
record. The Chair wishes that to got into the record at this point. 

(The statement referred to follows :) : 


STATEMENT OF WILLIAM G. CALLow, City ATTORNEY, WAUKESHA, WIs. 


Mr. Chairman, members of the subcommittee, my name is William G. Callow of 
Waukesha, Wis. I am the duly elected and acting city attorney of Waukesha, 
Wis., and have been directed by the common council of the city of Waukesha, 
Wis., to appear before your committee to present remarks concerning House of 
Representatives bill 4560. 

The city of Waukesha, Wis., has observed the trends of the natural gas industry 
during the past 10 years and has frequently appeared before the Public Service 
Commission of Wisconsin in the interest of the determination of reasonable gas 
rates. This city by its representatives have recognized the great importance of 
the natural gas industry and have evidenced an interest in the well-being of the 
industry as well as the consumer. The impact of the availability or nonavail- 
ability of natural gas at reasonable rates has received foremost consideration from 
the city of Waukesha, Wis. It is for that reason that I appear before this com- 
mittee to set forth our thoughts concerning the proposed legislation, specifically 
known as H. R. 4560. 

Because of the limitation of time and realizing that the committee is devoting 
many days to hearing many facts from many people I have limited my remarks 
to several phases of the matter of the merits of regulation of the gatherers and 
producers of natural gas for sale in interstate commerce. 

During the past few years the question of regulation by the Federal Power 
Commission of the gatherers and producers of natural gas for sale in interstate 
commerce has been considered by the three branches of our Government. The 
executive branch has said that regulation is necessary and proper and serves the 





1634 NATURAL GAS 


best public interest. The judicial branch has said in an extensive and compre- 
hensive opinion, “Regulation of the sales in interstate commerce for resale made 
by a so-called independent natural-gas producer is not essentially different from 
regulation of such sales when made by an affiliate of an interstate pipeline com- 
pany. In both cases, the rates charged may have a direct and substantial effect 
on the price paid by the ultimate consumers. Protection of consumers against 
exploitation at the hands of natural-gas companies was the primary aim of the 
Natural Gas Act.” The legislative branch of the Government in 1938 passed 
the Natural Gas Act which provided for regulation of the natural gas industry. 
Later the legislative branch gave further consideration to many bills dealing 
with the scope of regulation and on one occasion saw fit to give favorable con- 
sideration. to legislation eliminating regulation of the gatherers and producers 
of natural gas for sale in interstate commerce. 

When the problem of regulation was being-considered by branches of Govern- 
ment this question was often asked, “Why should the price of natural gas be 
regulated when coal, grain, and most other commodities are not regulated?” 

I would like to answer that question. 

The very nature of the commodity known as natural gas makes it unique. It 
is an elusive substance that defies normalcy of handling. It must be guarded, 
harnessed, and contained from origin to consumption. It requires tremendous 
expenditures to make it marketable and the Federal Government has recognized 
that the business of making natural gas available to the public is affected with the 
public interest. The Government has required that markets be determined and 
adequate supplies committed before a franchise will be granted and before se- 
curities can be sold. Thus it is apparent that each participant in the business of 
making natural gas available to the public accepts the fact that he is dependent 
upon other members of the team. That unless the Federal Government sets up 
certain ground rules and consents to participate as a referee no investment would 
be justified. Public confidence is essential to the industry and so long as the 
public understands that franchised markets are subject to inquiry as to fair 
rate of return they will support the industry by investing in apparatus designed 
to operate on natural gas. 

The producer and the consumer are wedded. The union was a voluntary one. 
The marriage must last. It will last so long as it is absolutely understood that 
wedding was permitted for their mutual advantage. 

Other commodities are not subject to the limitation imposed by the laws of 
physics on natural gas. Coal is shipped by barge or freight car. The barge or 
freight car will be available when needed and to the degree that they are needed. 
Not so with a pipeline. 

Coal may be available in diverse places and may be reached by the simple ex- 
pedient of rerouting the transportation media. 

Coal is produced in many different fields and the distributor and consumer 
may select the field from which he will buy. He is not tied to one source by 
law or by investment. 

Coal may be stored without any investment other than the land on which it 
is placed and requires no supervision. It may be stored in any amount without 
the limitation of capacity. 

Coal may be produced in small amounts from small fields and be transported 
to terminal distribution points to make the small producer highly competitive. 
Not so with the small producer of natural gas. 

Basically the same conditions exist for such other commodities as oil and 
grain. Competition is fundamental to our American way of life but where com- 
petition cannot be effective the precepts of Government guarantee a fair rate of 
return to provide for utilization of national wealth is also well established law. 
The 20th century has brought Government to a position of influence that is 
frequently disturbing to those who believe in the basic philosophy that the best 
governed are those that are least governed. We must be constantly alert to Gov- 
ernment exerting influence where its influence is not needed. It should be noted 
however that the subject of Government regulation was well established during 
the 19th century. In the case of Ira Y. Munn v. The People of the State of 
Illinois, 94 U. S. 77. The United States Supreme Court said, “Looking, then, to 
the common law, from whence came the right which the Constitution protects, 
we find that when private property is ‘affected with a public interest’, it ceases to 
be juris privati only.” It should be noted that the principle was established by 
Lord Chief Justice Hale 200 years prior to 1877 and has been accepted without 
objection as an essential element in the law of property ever since. Property 
does become clothed with a public interest when used in a manner to make it 
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of public consequence. When therefore, one devotes his property to a use in 
which the public has an interest, he in effect, grants to the public an interest 
in that use and must submit to be controlled by the public for the common good, 
to the extent of the interest he has thus created. 

I submit that the producers and gatherers of natural gas have a practical and 
actual monopoly. The monopoly has been established by natural physical con- 
ditions and has been accentuated by the Government in supervising and guaran- 
teeing the development of markets. We have reached the stage where the 
language of the United States Supreme Court in Munn v. Illinois again becomes 
applicable. The court said in referring to warehousemen “they stand in the very 
gateway of commerce and take toll from all who pass.” 

I submit that to change the rules of regulation, to exempt one phase of the in- 
dustry from regulation is to place the rest of the industry in jeopardy and breaks 
faith with the consumer by placing him at the mercy of the producer who will 
collect toll from the consumer for all gas that passes to operate the natural 
gas appliances John Q. Public has spent $10 billion to acquire. 

In considering the relation of the natural-gas industry to coal, oil, and other 
commodities I wish to comment on the Report on Energy Supplies and Resources 
policy as issued on February 26, 1955, by the President’s Advisory Committee. 
The report stated that the Committee does not believe the Federal Government 
should control the production, gathering, processing or sale of natural gas prior 
to its entry into an interstate transmission line. 

However, this statement is rendered meaningless by the further statement in 
the report that the Federal Power Commission should consider in the certification 
of new pipelines and the determination of gas rates whether the contract prices 
paid by the transmission lines to the producers indicate that they were arrived 
at competitively. The Committee is acknowledging the probably that they would 
not be determined on a competitive basis. The report is devoid of any recom- 
mendations as to how this inquiry is to be determined and I submit that the 
report would prefer that regulation be eliminated but comes to the unalterable 
conclusion that regulation is a “must.” The report indicates that if the rates 
requested did not indicate competitive negotiation the rates would not be ap- 
proved, the pipeline would be given no relief. If the Michigan-Wisconsin Pipe 
Line were forced to show the Federal Power Commission that their rates paid 
to the Phillips Petroleum Co. were arrived at competitively they would have to 
allow for the tremendous cost of laying their pipe to another field and that simple 
fact would eliminate any saving that might be evidenced by a better rate being 
available at a different field. It is simply not realistic to attempt to effect 
regulation by indirect means. 

The report indicates to me that the Advisory Committee wanted the producers 
to think they weren’t subject to regulation, that the Committee believed regula- 
tion was vital to the public interest, and that regulation could be accomplished 
indirectly. The obvious conclusion to be drawn is that the Committee under- 
estimated the problem and ignored fundamentals of constitutional law. 

I submit, gentlemen, that regulation of all phases of the natural-gas industry 
is proper and necessary and will serve the best interests of all persons and sub- 
stantially contribute to our national well-being. 

I urge you to recommend bill H. R. 4560 for indefinite postponement. Thank 
you. 


The Cuarrman. You may proceed, Mr. McKenna. 


STATEMENT OF J. FRANK McKENNA, JR., CITY SOLICITOR OF 
PITTSBURGH, PA. 


Mr. McKenna. Thank you. 

If the committee please, Mayor Lawrence of Pittsburgh, as you 
know, is on the mayors committee supporting this bill and also I have 
a resolution passed unanimously by the city council opposing the 
Harris bill and directing me to seek an opportunity to testify before 
your committee in opposition to that bill. 

The Cuarrman. Mr. McKenna, perhaps you meant what you said 
in one sentence, but I think possibly you did not. Originally, you said 
that Mayor Lawrence was on the committee supporting this bill? 

Mr. McKenna. No, sir. 
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The Cuarrman. I did not want something to go by that you did 
not intend. 

Mr. McKenna. Thank you very much, Mr. Chairman. 

To me it is shocking that sales of gas by producers at the wellhead 
for transportation in interstate commerce should be free of regula- 
tion on a national level. The desire to be free of such regulation can 
only arise from selfish motives. Anyone subject to the jurisdiction of 
the Federal Power Commission is still entitled to a fair return on 
his money invested, and adequate compensation for expenses. Why, 
then, is there such great force put into the drive for passage of the 
bill? It can only be because the producers will not be satisfied with 
a fair return. The fact that gas is a natural resource situated chiefly 
in a relatively small portion of the country, and the fact that the con- 
sumers are nationwide and are really at the mercy of the producers, 
indicate that regulation is necessary. 

I think that the Harris bill proposes two things—both bad. It pro- 
poses to reverse the only favorable break consumers have had for 
some time which resulted from the Phillips decision by the Supreme 
Court of the United States (348 U. S. 672), that the Federal Power 
Commission does have jurisdiction over the price of gas sold at the 
wellhead. The other objective of the bill is to write into statuto 
law one of the most serious reverses the consumer has suffered, 
namely, the Panhandle decision by the Federal Power Commission, of 
April 15, 1954 (3 P. U. R. 3d 396) that a pipeline company is entitled 
to treat as an expense the “fair-field price” of gas it produces instead 
of the cost of the product, based on the historic “rate-base” approach. 

The National Institute of Municipal Law Officers (NIMLO) has 
carried on the fight against the bill for some time. I am a member 
of the institute and join with it in voicing objections to the bill. This 
was the position of the city of Pittsburgh as early as last summer when 
the issue was discussed at the convention of NIMLO in San Fran- 
cisco. 

It has often been said that the opponents of the bill represent the 
little people. I cannot concur in this. In the Pittsburgh district the 
gas consumers are all of the people, big and little. It is a very serious 
problem with them. Gas prices have risen very sharply from a point 
where they were rather insignificant to a position to a position today 
where they constitute a substantial portion of the budget of every con- 
sumer. We receive many phone calls and letters from our residents 
who are feeling the pinch and who are relying on the city govern- 
ment to resist rate increases. 

The city of Pittsburgh is supplied by three gas companies, Equitable 
Gas Co., Peoples Natural Gas Co. and Manufacturers’ Light & Heat 
Co. The city has been dependent upon natural gas for many years 
for cooking, water heating, heating homes and for fueling its great 
heavy industries. For a good many years the city was supplied by 
gas produced in western Pennsylvania and nearby West Virginia. 
Shortly after World War II, however, local suppliers were no longer 
able to keep up with increasing demands of our growing population 
and our expanding industries. Today the greater part of gas con- 
sumed in the Pittsburgh area comes from the gulf coast gas fields. 
‘The gas purchased by the three distributing companies in the Pitts- 
burgh area from the pipelines has been increasing in cost at a startling 
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rate in recent years. The distributing companies are now faced with 
the prospect of being priced out of their markets. If they lose a large 
part of the industrial load to competing fuels because of the ever- 
rising price of natural gas, the small consumers will be hurt even 
more because they will be saddled with all the overhead that formerly 
had been carried by the large consumers. So the rise in gas prices is 
more dangerous to the ultimate consumers than just the rise in the 
cost of gas purchased by the distributing companies. 

I know that the producers claim that the increase in the price of gas 
at the wellhead affects the consumer very little. The answer is three- 
fold. In the first place, Mr. J. French Robinson, president of Consoli- 
dated Natural Gas Co. which serves a portion of the Pittsburgh area 
has already testified that the field price represents 25.1 percent of the 
average rate which the company receives for all gas sold. Secondly, 
as Commissioner Draper said in his dissent in the Panhandle case 
(3 P. U. R. 3d 476) : 

* * * The majority should be aware that the test of a proposed increase or 
decrease in rates is not the impact on the individual consumer. The test is, 
of course, whether the proposed rates are reasonable when measured against the 
company’s cost of service, including a fair return which the company should 
have the opportunity to recover in its rates. 

Thirdly, in the Phillips case, Mr. Justice Minton, speaking for the 
majority, stated flatly that, if the price of gas at the wellhead is not 
regulated, this will mean a substantial increase in the price of gas 
to the ultimate consumer. 

It seems to me that the opponents of this bill have already won 
at least three times on the merits. The Rizley bill was defeated, the 
Kerr bill was defeated, and the opponents won again on the merits 
in the Supreme Court in the Phillips case. I know that the ruling in 
the Phillips case is that Congress intended that there shall be the 
disputed regulation, but the opinion indicates that the Court believed 
regulation to be necessary for the protection of the consumer. 

Now the Harris bill proposes to remove this protection. If this 
is done, investors in pipeline and distributing companies are no longer 
going to have the security which came from the stability of the cost 
principle. They are going to demand a greater return on their invest- 
ment since they may find their business going to competitive fuels as 
a result of their prices being forced upward through the application 
of the ephemeral concepts of “fair-field price.” 

We have heard it stated that competition will regulate field prices, 
but you can be sure that if competition is all that regulates field prices 
they will be regulated ever upward. The reason is simple because 
there is no competition among buyers and when buyers compete for 
something the price goes up. We have seen this time and time again 
as pipelines have had to expand to meet growing demands of their 
markets. The spiral has been accelerated even further through favored 
nations clauses on which the Federal Power Commission has at last 
— to look with disfavor. 

hypothetical example is all that is needed to show what I mean. 
A ee connects . a gas field and starts transporting the gas from 
the fields to the markets. Pipelines cost a lot of money. The big 
ones run around $75,000 to $100,000 per mile; some even higher. When 
a pipeline is once in the ground it can’t go shopping all up and down 
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the gulf coast for additional gas. It has to buy gas that is accessible, 
and it finds itself then in a seller’s market, or perhaps I should say, a 
gouger’s market. It has to pay more for this gas than it has been 
paying the other producers. So it does and then it finds that, under 
the favored nations clauses in its old contracts, it has to pay the ori- 
ginal producers the new high price even though they have been en- 
joying a market for their gas since the line was first built. This is the 
favored nations clause in its least offensive form. Some forms of 
favored nations clauses bring about an increase of price because some 
other pipeline comes into the area for a supply. Do you call this 
competition? Perhaps it is, but it is competition among buyers, not 
among sellers, 

All of the public utility industries of the United States which have 
grown and prospered and served the ever-expanding demands of our 
economy so well—power, telephone, water supply and gas—have ac- 
complished this under the cost principle which has been the basis of 
public utility regulation for years. The investors have put their 
money into utility plants primarily because of the stability which has 
resulted from the cost principle. Industries have invested huge sums 
in gas-burning equipment because of the stability which they thought 
was inherent in a public utility supply of fuel. The small consumer 
with his gas stove, his water heater and perhaps a gas furnace, has 
invested a large proportion of his capital in gas-burning equipment 
with the expectation that prices meni be fair and stable because they 


were based upon the cost principle. To scrap this principle at this 
time is to break faith with the large consuming interests in our na- 
tional economy. This is a scandalous thing to do and will have 
reverberations that will do no one good, including many of those 


who have made fortunes in the gas-producing business. 

I can see no good for anyone in the Harris bill. If it becomes a 
law, it will do irreparable harm before it can be repealed. We cannot 
take this chance. 

Any increase which the producer secures is bound to result in an 
automatic increase in rates charged the consumer. The pipeline com- 
panies will increase their rates as will the distributing companies in 
the Pittsburgh district. It is difficult to advance any argument that 
the pipeline companies and the distributing companies should not be 
permitted to pass on to their customers the increase in the cost of 
purchased gas. 

In conclusion, I again want to state that I heartily endorse the argu- 
ments made by the other opponents of the bill, particularly those made 
by the National Institute of Municipal Law Officers and the statement 
of Hon. Alexander Wiley, of Wisconsin, made in the Senate of the 
United States on Friday, March 18, 1955. The arguments in favor 
of the bill arise from a human desire ot increase profits. Since gas is 
a natural resource and a product distributed by monopolies, namely 
public utilities, it is eminently unfair to permit the producers to reap 
profits from the consumers without regulation. If producers are free 
from regulation this will destroy effective regulation of the industry. 
It is difficult to see why the producers should fear the Federal Power 
Commission. The producers, the pipeline companies and the distribu- 
tors are all entitled to a fair return on the value of their properties. 
What more can they ask? 
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I wish to thank the committee for affording me the opportunity of 
presenting the view of the city of Pittsburgh. 

The CuHatrman. We are happy to have had you before us, Mr. 
McKenna. 

Your situation is perhaps somewhat different from other cities that 
have appeared here. There is some gas production very near you, is 
there not ? 

Mr. McKenna. Yes, sir. 

The Cuarrman. Do you consume some of that gas, the greater por- 
tion of it, in the city of Pittsburgh ? 

Mr. McKenna. The Equitable and the People’s Gas Co. purchase 
from the Southwest, I believe, about one-half of their gas. and they 
purchase the other, or produce the other, in Pennsylvania. Manu- 
facturers Light & Heat Co. purchases 95 percent of the gas which it 
sells in the Pittsburgh district from the Southwest. 

The Cuarrman. The rate for purchased gas in that area is somewhat 
higher than the wellhead rate in the Southwest, is it not ? 

Mr. McKenna. I did not understand your question. 

The CHatrMan. The rate for wellhead gas in the area near Pitts- 
burgh where it is produced, that is the Allegheny area ? 

Mr. McKenna. Yes, sir. 

The Cuarrman. It is somewhat higher there? 

Mr. McKenna. I believe that, although I could not state that as a 
fact. Gas companies there, I believe, produce mostly their own so 
that they do not have a sale price, that I know of. 

The Cuarrman. Mr. Harris? 

Mr. Harris. No questions, except the record is very clear that it was 
testified the gas at the well in the Allegheny area is around 27 cents; 
between 25 and 30 cents. The average throughout the Nation is 10 
cents, which means that the Southwest must be a little less than that. 
But I think that it is important from your viewpoint here that the 
market and production in your State of Pennsylvania for the year 
1953, which is the last year for which statistics are available, was 106 
billion cubic feet. The gas imported from other States into your State 
was 313 billion cubic feet. With the introduction of the gas from the 
Southwest, your wellhead average price has been reduced from 18.4 
in 1945 to 14.6 in 1953, which shows that your consumers have received 
great advantage from a cost standpoint by the introduction of this 
cheaper gas from other areas? 

Mr. McKenna. I do not understand your figures, Mr. Congressman. 
I was relying on my figures on the statement contained in the exhibit 
of Mr. Robinson of Consolidated, where he indicates that the price of 
gas at the wellhead for the United States has increased. The same 
thing was introduced in the testimony of the previous witness from 4.5 
cents to 10 cents for the average of the United States and from 2.1 cents 
in 1940 for the 4 States to 8.9 cents; that is what a local company in 
Pennsylvania had to pay. 

Mr. Harris. You mean the four States of the Southwest ? 

Mr. McKenna. Yes, sir. 

Mr. Harris. That bears out what I said. The introduction of the 
cheap gas with your high cost gas, or higher cost gas in Pennsylvania, 
brings the average that your consumers pay at the wellhead down, 
because the much cheaper rate brings the much higher rate down? 
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Mr. McKenna. And it has to be transported further, of course. 

Mr. Harris. Yes, but we are talking about the wellhead cost now. 

Mr. McKenna. Yes. 

Mr. Harris. To show the effect it has had. That is the problem we 
are trying to get at with this legislation. 

That is all, Mr. Chairman. 

The CHatrman. We are glad to have had you and hope you make 
the plane connection, Mr. Kek Kenna. 


Mr. McKenna. Thank you, gentlemen. 

The Cuairman. Unless there is someone else present who desires to 
file a statement the committee stands adjourned until 10 o’clock tomor- 
row morning. 

(Whereupon, at 5:35 p. m., the committee recessed to reconvene at 
10 a. m. the following day.) 





NATURAL GAS ACT 
(Exemption of Producers) 


THURSDAY, APRIL 28, 1955 


House or REPRESENTATIVES, 
CoMMITTEE ON INTERSTATE AND ForeIGN COMMERCE, 


Washington, D. C. 


The committee met at 10 a. m., pursuant to adjournment, in room 
1334, New House Office Building, Hon. J. Percy Priest (chairman) 
presiding. 

The CuarrMan. The committee will come to order. 

The Chair understands that the gentleman from Louisiana, Mr. 
Brooks, would like permission to make a brief statement at this point. 


STATEMENT OF HON. OVERTON BROOKS, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF LOUISIANA 


Mr. Brooks. Mr. Chairman, I am not unmindful of the painstaking 
and laborious care which this committee is conscientiously using in 
its effort to work out a satisfactory bill covering the natural-gas situ- 
ation. 

This matter is a matter which vitally concerns our section of the 
United States and, therefore, without taking the time of the committee 
to any length or extent, I would like to file a strong statement that I 
prepared in reference to the effects of the Phillips ruling of the United 
States Supreme Court, with this committee. With your kind per- 
mission, I will tender the statement at this time. 

A matter of grave concern to the State of Louisiana, and the Nation 
as well, is the recent Supreme Court decision in Phillips Petrolewm 
Company v. Wisconsin, et al (347 U.S. 672). 

As a result of that decision, the Federal Power Commission, under 
the Natural Gas Act, is now exercising price-fixing controls over gas 
producers who sell their gas into interstate commerce. This involves 
a basic concept of government. Under our form of government, the 
business of producing commodities or manufacturing products has 
been left to Free competition in the market place. Heretofore, except 
as a war measure, the producers’ and manufacturers’ prices have not 
been regulated. If at any time there is a lack of competition our anti- 
trust laws stand as a guardian over the consuming public. 

Yet, under this Court decision and the actions of the Federal Power 
Commission in implementing the decision, this basic principle of gov- 
ernment is cast aside. As a result, today there is chaos and confusion 
throughout the gas-producing industry. The consumer of gas, as well 
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as the producers, have a primary interest and should be alert to the 
existing situation and the consequences that are sure to come. 

If permitted to continue, this situation will retard the exploration 
and development of gas. The producer is confronted with the uncer- 
tainties and burdens of suddenly being treated as a public utility al- 
though his activities are in no way like that of a public utility. His 
efforts to find and produce gas are disrupted. He is waiting to see 
what is going to happen. This will mean less gas for the consumer. 

There are three phases to the natural-gas business—(1) production, 
(2) interstate transmission, and (3) local distribution. 

Historically, local distribution of gas has been regulated as a public 
utility by legislative enactment because of the inherent monopolistic 
aspect of the business. The distributor operates under a franchise 
which limits or prevents competition. 

The interstate transmission of gas has similar characteristics. As 
a result of the Congress passed the Natural Gas Act in 1938 and dele- 
gated to the Federal Power Commission the authority to regulate this 
activity. These interstate pipelines operate under certificates issued 
by the Commission which restrict competition and stabilize their busi- 
ness by providing assured market outlets. 

To the contrary, the production of natural gas has none of these 
public utility characteristics. The Congress recognized this distinc- 
tion when it passed the Natural Gas Act in 1938. It was intended 
that. the act should not apply in any way to the local activity of 
producing and gathering gas. The law so states in clear and unmis- 
takable language. For 16 years it was so interpreted. The Federal 
Power Commission itself recognized it had no authority over produc- 
tion. 

The Supreme Court has reversed all this. The Federal Power 
Commission is now applying — utility regulation to the produc- 
tion of gas—inappropriate and disrupting as it 1s. 

This is a matter of national concern. There are about 20 million 
natural-gas customers. Natural gas now accounts for almost one- 
fourth of the mineral energy consumed in the United States. Our 
State of Louisiana is vitally interested as it is the second largest gas- 
producing State and supplies about 15 percent of the United States 
total. 

The Nation’s peacetime economy and welfare are involved. More 
important, the national security would be adversely affected if restric- 
tive regulations are permitted to hamper the development of the 
Nation’s natural-gas resources. 

I am hopeful that the Congress will give this matter its early atten- 
tion and take action that will amend the Natural Gas Act so as to make 
absolutely clear that the Federal Power Commission has no authority 
over the production and gathering of gas. 

I intend to lend my efforts to that end. 

The CuarrMan. Are there any questions? 

Mr. Brooks. Thank you very much, Mr. Chairman and gentlemen 
of the committee. 

The Cuatrman. Thank you, Mr. Brooks. 

Before calling our next witness, who is the very distinguished gen- 
tleman, the mayor of New York, the Chair desires again this morning, 
even if it might sound repetitious, to state that the schedule of the 
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committee for witnesses during today and tomorrow is very full and 
if at any point in a prepared statement there is historical background 
telling of or concerning the Phillips case, or any other historical 
background, the Chair feels that that can be summarized, because as 
he stated yesterday, that is in the record at least 40 times already, 
and it hardly seems necessary to repeat those long historical statements 
before this committee. 

The Chair mentions that just in order that we might move forward 
as speedily as possible, and if it sounds repetitious, I think you will 
probably agree that during the last 5 weeks, the committee has heard 
a great deal of repetition also. 

That is not said in any way to be critical. That is just the very 
nature of things in a hearing such as this is. 

We are extremely happy this morning to have as our first witness the 
er" mayor of the great city of New York, Hon. Robert F. 
Wagner. 

Mayor Wagner, we welcome you before the committee. 


STATEMENT OF HON. ROBERT F. WAGNER, MAYOR OF THE CITY 
OF NEW YORK, N. Y. 


Mayor Waener. Mr. Chairman and Congressman Klein, my name 
is Robert F. Wagner. As mayor of the city of New York, I have 
joined with Mayors Clark and Lawrence of Philadelphia and Pitts- 
burgh in organizing a conference, comprised of 50 mayors representing 
cities with a population of over 30 million, to present the position of 
the consumers in opposition to the legislation now under consideration 
by your committee 

Our position has been outlined generally by Mayor Clark and others 
who have already appeared before your committee. I propose to avoid, 
as far as possible, repetition of the arguments previously presented. 

At the outset, may I present a resolution adopted on April 21, 1955, 
by the board of estimate of the city of New York, consisting of the 
eight principal officers of the city selected by direct popular election. 
The resolution expresses their unanimous viewpoint. respectfully 
request that it be incorporated in the record. It reads, in part, as fol- 
lows: 

Whereas the millions of consumers of gas in New York City are dependent 
upon a supply of natural gas for cooking, and many of them for other domestic 
uses, such as water heating, refrigeration and space heating; and * * * 

Whereas the oil and gas interests in the United States have initiated a nation- 
wide campaign through the press and other media for enactment of legislation 


by the Congress of the United States to exempt producers of natural gas from 
regulation by the Federal Power Commission * * * 


(The resolution referred to is as follows :) 


RESOLUTION ON EXEMPTION OF INDEPENDENT PRopUCERS OF NATURAL GAS FROM 
REGULATION BY FEDERAL PowER COMMISSION—BOARD OF ESTIMATE, CITY OF 
New YORK 


Whereas the millions of consumers of gas in New York City are dependent upon 
a supply of natural gas for cooking, and many of them for other domestic uses, 
such as water heating, refrigeration and space heating; and 

Whereas the Transcontinental Pipe Line Corp. is the sole supplier of natural 
gas to the six local gas eompanies in the city of New York, and the Transcon- 
tinental Pipe Line Corp. is dependent in great measure upon a supply of gas 
purchased from so-called independent natural-gas producers who have heretofore 
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been free to sell their gas at prices affected by competition between natural-gas 
pipeline companies seeking a supply of natural gas to satisfy their respective 
customer demands; and 

Whereas the Supreme Court of the United States has recently determined in 
the case of Phillips Petroleum Company v. Wisconsin, that independent pro- 
ducers are natural gas companies within the purview of the Natural Gas Act 
and are subject to regulation by the Federal Power Commission to prevent un- 
just, unreasonable and discriminatory prices for natural gas produced and sold 
in interstate commerce; and 

Whereas the oil and gas interests in the United States have initiated a na- 
tionwide campaign through the press and other media for enactment of legislation 
by the Congress of the United States to exempt producers of natural gas from 
regulation by the Federal Power Commission so that they may exact from those 
who supply gas for ultimate consumption in the homes of New York and else- 
where the highest price obtainable by the incidence of competition among the pipe- 
lines for their sources of supply ; and 

Whereas such competition and competitive prices will rapidly increase the 
cost of gas for domestic uses in New York and elsewhere and will inevitably in- 
crease such cost as to restrict the normal use of gas necessary for the health 
and comfort of residents of New York: Therefore, be it 

Resolved, That the House of Representatives and the Senate of the United 
States be fully informed of the consequences of such legislation and that the 
corporation counsel be and he is hereby directed to use all proper means, and 
to make such representations to the Congress of the United States, to prevent 
the enactment of legislation exempting producers of natural gas from regula- 
tion by the Federal Power Commission. 

Adopted April 21, 1955. 

Mayor Waener. The resolution concludes with the directive that 
all proper means be used to prevent the enactment of legislation 
exempting producers of natural gas from regulation by the Federal 
Power Commission. 

The action of the board of estimate, of which I am a member and 
chairman, is prompted by consideration of the impact of any fur- 
ther increases in the cost of natural gas upon the consumers of the 
city of New York. Conversion of existing facilities for use of natural 
gas has been completed for approximately 2,000,000 consumers and a 
continuing program is in progress for ultimate accommodation of 
all potential users. It is anticipated that within a year or two con- 
version will have been completed for at least 2,500,000 users. 

There have already been several substantial and unanticipated in- 
creases in the cost of natural gas since its use in New York City was 
first contemplated. 

The utility companies that service the city agreed on a price of 
25 cents per thousand cubic feet in their first negotiations with 
Transcontinental Gas Pipe Line, the then sole supplier. This price 
was increased to 28 cents per thousand cubic feet by the time the pipe- 
line approvals were granted by the Federal Power Commission. 
Between 1951, when service was initiated, and 1954, the price increased 
to 32 cents per thousand cubic feet. I am informed that increased 
costs, reasonably‘certain to become effective in the near future, will 
culminate in a cost of 36 cents per thousand cubic feet. 

Thus, in the relatively short period since the use of natural gas was 
first taken under consideration for the city of New York, in the belief 
that its use would provide a more economical source of fuel, the cost 
has risen 44 percent. In the same period, the field price increased 
from less than 7 cents per thousand cubic feet to almost 11 cents, and 
field prices as high as 15 cents were reported im 1954. 
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I fully recognize that any increase in field price represents only 
a small fraction of the ultimate cost to the consumer. Mevetthelae, 
we cannot lose sight of the fact that an increase of 1 cent per thousand 
cubic feet in the field will cost consumers in the city of New York 
approximately $1 million a year at the present time. In brief, an 
increase measured in pennies rapidly mounts to huge sums drawn 
from the pockets of the consumers. 

The increase in the use of natural gas in New York City and the 
immediately adjoining Long Island area has been spectacular. Ac- 
cording to current estimates, this area now uses natural gas to the 
extent of 100 billion cubic feet annually. 

The successive price rises to which Thats referred will shortly have 
increased the annual charge to these consumers by about $11 million 
above the cost assumed at the time that the decision to introduce 
natural gas into the city of New York was made. 

Increases which are certain to follow the removal of existing regu- 
lation natural gas producers will therefore impose an additional un- 
anticipated and unwarranted burden upon the consumer public which 
has turned to natural gas in recent years in the expectation of a reason- 
able saving in cost. If that expectation should be frustrated, the con- 
sumer may be compelled to revert to other fuels. 

The large number of consumers who have converted to natural gas 
in the city of New York have done so at considerable direct or indirect 
cost to themselves and should not be subected to the investment loss, 
additional expense, and inconvenience entailed in reconversion to the 
use of other fuels. 

In requesting that the jurisdiction of the Federal Power Commis- 
sion over gas producers be retained, the consumer in the city of New 
York does not wish to deprive the producer of a fair and reasonable 
return. However, he does need and does ask for protection from 
uncontrolled runaway prices. It is our firm belief that a price allow- 
ing a fair return to the producer of gas and at the same time protect- 
ing the interests of the consumer can best be achieved through appro- 
priate and reasonable regulation of the producer by the Federal Power 
Commission. We urge that no action be taken to omen. the gains 
made for the protection of consumers of public-utility service after 
many years of struggle. 

Removal of the producers of natural gas from the jurisdiction of 
the Federal Power Commission, particularly after their regulation 
has been upheld by the Supreme Court and during a period of mount- 
ing natural-gas prices, seems unwarranted and unreasonable. Cer- 
tainly, such action is basically inconsistent with the continuation of 
regulation and control over transmission and distribution of this 
natural resource. 

While technical and artificial distinctions may be drawn, the fact 
remains that absence of regulation at any stage of the process—pro- 
duction, transmission, or distribution—will lead to higher prices to 
the consumer. Effective regulation cannot be realized on a piecemeal! 
basis. 'The necessity for regulation in some form is recognized, I am 
informed, by the Harris-Hinshaw bill. However, counsel advises me 
that the provisions of this proposed legislation will not accomplish 
their stated objective of insuring just and reasonable natural-gas 
prices. 





1646 NATURAL GAS 


In the absence of a more convincing showing than has been brought 
to our attention that the proposed legislation is required in the best 
public interest, I am convinced that it would be a serious mistake to 
ment the present law so as to exempt the producers from regulatory 
control. 

Let me say, in conclusion, that I do not appear here as an expert on 
the problems of the natural-gas industry. You have undoubtedly 
already heard a number of specialists in this field and will hear from 
others. I should like it understood that my opposition to the proposed 
legislation and that of my colleagues on the board of estimate in New 
York City, is in line with a long-standing policy of our community 
to strengthen public-utility regulation. It is based on the broad 

rounds that adoption of this legislation would result in unbearable 
increases in prices to the consumer public and that retention of regu- 
latory jurisdiction by the Federal Power Commission is required for 
the protection of consumers. 

Finally, I wish to express my appreciation for this opportunity to 
appear before your committee. I am confident that your decision will 
be made in the exercise of your best judgment as to what is best for 


ag ve 
e CuarrMan. Thank you very much, Mayor Wagner. 

We have a very valuable and hard-working member of this com- 
mittee, who is one of your constituents in the city of New York. We 
shall begin with him, if there are questions. 

Mr. Klein, do you have any questions ? 

Mr. Kier. Mr. Mayor, at the outset may I commend you for taking 
the time out of your busy life and coming down here, at much 
more inconvenience than most people realize. I know that you did 
not get into Washington until 6 o’clock this morning. I know that you 
have had very little sleep. 

Mayor Waener. That was not because I stayed out late in New York 
last night. I had to come from Chicago. 

Mr. Kiet. Yes, I know that. That is what I wanted to point up. 
It is only because of the fact that you are so interested in the welfare 
of our people that you have gone to all this inconvenience. 

I want to compliment you on your statement. It is a very moderate 
one, and a very effective one. 

Some of the people who have testified here, on both sides of this ques- 
tion, have sometimes made charges which I am certain, after de- 
liberation, and in calmer moments, they were sorry they made. 

You do not claim to be an expert on this subject, which few of us 
are, but you have made a very forceful argument, in my opinion. 

Appreciating that your interest is in the consumers, which our 
people in the city of New York are, I just want to ask 1 or 2 questions, 
to highlight some of the problems which confront the city people in 
connection with this natural gas situation. 

It is a fact, is it not, sir, that the people of the city of New York— 
which you are most familiar with—are what you might call, and what 
has been called during the course of these hearings, a captive market, 
with regard to the use of natural gas. And, by that I mean, Mr. 
Wagner, that they cannot change the type of fuel which they are pres- 
ently using. Is that not so? 
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Mayor Waener. That is correct. I think we are more so than per- 
haps any other city, because of the large number of big apartment 
buildings, and other large buildings. 

Mr. Kuen. And, it 1s a fact that the gas comes in from an inter- 
state line ? 

Mayor Wacner. That is correct. 

Mr. Kuen. Now, it is also correct to say that where a consumer 
would like, if he could, to change the type of fuel coming into his home, 
there is no practicable way that he might be able to do so, is there? 

Mayor Waener. It would be a very difficult and expensive thing. 

Mr. Kern. It is almost impossible; is that not so? 

Mayor Waener. That is right. 

Mr. Kier. That is why we who represent the consumers are so 
alarmed at what may eventuate if the Harris bill becomes law. 

Mayor Waener. And just because you, Congressman, have been 
fighting for all of these good things for many years, that is the reason 
why we are so concerned about it. 

ur only concern here is in the consumer phase of the problem. 

Mr. Kiern. An important point was brought out in your statement, 
and I agree with you, that you do not feel that any segment of our in- 
dustry in this country should be deprived of a reasonable profit ? 

Mayor Wagner. Certainly not. That is what has made America 
great. 

Mr. Kuen. May I say at this time, Mr. Mayor, that we welcome you 
to Washington; the members of this committee know the name of 
Wagner—it is well and favorably known, not only to us in Washing- 
ton, but throughout the Nation. 

This may be the only chance I will get to say that, and I want to 
compliment you on the fact that you are carrying out the great tradi- 
tions of that name. I know your late father would have done just 
what you are doing here today. Thank you very much. 

Mayor Waener. Thank you. 

The Cuarran. Mr. Hale, do you have any questions? 

Mr. Hate. In the first place, Mr. Chairman, I would like to say I 
am very happy to see the mayor of New York here. It is always a 
pleasure. I remember a very pleasant occasion when he and I en- 
gaged in a debate up at Skidmore. 

Mayor Waener. That was a very pleasant debate, Mr. Congress- 
— ecause we had all of the attractive young ladies from the school 
there. 

Mr. Hate. Just one question I want to ask, that troubles me. 

_ Don’t you think that the price of natural gas is almost certain to 
increase, whatever we do about it ? 

Mayor Waener. Well, from past history, it has increased, so far as 
New York City is concerned and the consumers are concerned, over 
the years. Although there may be nothing we can do to prevent some 
increases, I certainly feel we should do all we can to prevent those 
increases from going just sky high and putting great burdens on the 
consumers. 

Mr. Hauer. Of course this commiitee is concerned with preventing 
unwarranted and unjust increases, but there is this aspect of the situ- 
ation which troubles me: With a limited supply of natural gas, you 
put on the lines millions and millions of consumers, with the number 
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of consumers increasing each year, so that an increase in the price 
would seem to me to be inevitable. ; 

Mayor Waener. Yes; that would depend on when we arrive at 
that point, where the supply would become short and we become con- 
cerned with it. Whether that is an immediate prospect or not 1s 
something I am not in a position to talk on, because as I said, I am 
no expert in this field; but it seems to me that a lot of people are still 
interested in the industry and think it has a future. I think it is the 
sixth largest one in the United States. ; 

Mr. Hae. The common assumption is that Federal regulation can 
keep the prise down. My inquiry and concern is if that assumption 
is correct ? 

Mayor Waenrr. I think that might get us into a discussion of the 
whole political philosophy and I think we might be here too long, so 
that you would not have an opportunity to hear the other speakers. 
But, i am sure that we appreciate, certainly in New York City, that 
we have some control over the rates that the utilities can charge, be- 
cause I am afraid if we did not have that control they would be much 
higher than at the present, although there are many who think they 
= ey high now. 

r. Hate. One other thing. On page 5 of your statement you say: 

Removal of the producers of natural gas from the jurisdiction of the Federal 
Power Commission, 

Of course, that expression is a very common expression, but actually, 
although the Federal Power Commission may have had jurisdiction— 
and the Phillips case said they did—they have never exercised it, 
have they ? 

Mayor Waener. Not that I know of. I think that the time has 
arrived now where some of that regulation would be necessary. In 
ee there was not that need for that particular regulation. 

. Hare. That is all. 

The Cuarmman. Are there any further questions? 

Mayor Wagner, just one question I want to ask. 

On page 2 of your statement, I think there is a rather significant 
paragraph, at the bottom of the page which reads: 

There have already been several substantial and unanticipated increases in 
the cost of natural gas since its use in New York City was first contemplated. 

As these hearings have proceeded, it has occurred to me more and 
more that this question of unanticipated increases are due largely to 
escalator clauses and contracts of one kind or another, particularly 
the escalator clauses, the spiral clauses, and the favored nation clauses. 

Mayor Waener. That is right. 

The Cuamman. And they have been responsible for most of these 
unanticipated increases. The question that I want to ask is if in the 
deliberations of this committee—and nobody can predict just what 
might come out of the committee or what the course might be—if, 
in its deliberation adequate legislative language can be developed to 
give the Federal Power Commission authority of review and authority 
to alter, if necessary, clauses in existing contracts as well as new and 
renegotiated contracts, would that, in your opinion go a long way 
toward solving this question of unanticipated increases and jumps 
over which you have no control whiatessrer? 


ree 
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Mayor Wacener. That certainly I believe would be a step in the 
proper direction. 

As I said before—and I want to repeat it again—our sole concern, 
so far as the city of New York is concerned, is the consumer, and so 
long as adequate safeguards are placed in any legislation so that the 
consumer will be protected, certainly, the consumers in New York 
would be satisfied. 

The CuarrMAn. Mayor, let me assure you, while there may be many 
varying views on this committee, there is one desire on the part of all 
of the committee, to do what you have just said. I can assure you of 
that. We greatly appreciate your appearance before the commit- 
tee, and I wish to concur heartily in the statement made by our col- 
league, Mr. Klein, with reference to the moderateness of your state- 
ment. I think that will be appreciated by every member of the com- 
mittee. 

We thank you for your appearance, and you are welcome to come 
before this committee at any time. 

Mr. DerountAn. Mr. Chairman. 

The Cuarmman. Mr. Derounian. 

Mr. Derountan. I am sorry that I was late. I was visited by one 
of my naval appointees, and I don’t think the mayor would object 
deferring to the Navy. 

Mayor Waener. As a member of the Air Force Reserves, I think 
I would do that. 

Mr. Deroun14n. I am your neighbor to the east, in Nassau County, 
and of course we are interested too in the gas rates down there. 

Mayor Waener. Yes, sir. 

Mr. DerountAn. I have just one question, if you might give me 
the answer to it. 

Do you suppose if something were done to the existing legislation 
proposed here today, to give a chance for arm’s length bargaining to 
the consumers, or their representatives at the wellhead, that some of 
your objections to this bill might be done away with ? 

Mayor Waener. Well, as I said before, Congressman, any amend- 
ments or changes to the legislation which would provide for greater 
consumer protection to see that their rates would not go sky high or 
unreasonably high—because you know, you in Nassau County have 
the same problems we have. 

Mr. Derountan. Yes. 

Mayor Waener. With so many families with moderate income mov- 
ing there, seeking new opportunities. All of these increases mean a 
great deal to the average family. They are living on a very limited 
budget. And so long as they are protected under the legislation, I 
am sure we in New York City would be satisfied, just as the people out 
in Nassau would be satisfied. 

Mr. Deroun1an. Thank you very much. 

The Cuatrman. Thank you very much, Mayor Wagner. 

Mayor Waener. Thank you, Mr. Chairman and gentlemen. 

The CHatrman. May the Chair state that not only the Chair, but 
I am sure most members of this committee who have served with 
him on this committee, are most happy to welcome the next witness 
who is the mayor of the great city of Baltimore, Thomas D’Alesandro. 

For a good many years Mr. D’Alesandro was a member of this com- 
mittee and served with most members who are now on the commit- 
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tee, and we certainly are happy to welcome him at this time as a 
witness. 

Mr. Mayor, I want you to know how warmly I welcome you, par- 
ticularly because of our past association with you on the committee. 


STATEMENT OF HON. THOMAS D’ALESANDRO, JR., MAYOR OF THE 
CITY OF BALTIMORE, MD. 


Mayor D’ALEsanpro. Thank you Mr. Chairman and members of 
the Interstate and Foreign Commerce Committee. 

My name is Thomas D’Alesandro, Jr. I am mayor of the city of 
Baltimore, Md. I appear before this committee as the representa- 
tive of the city of Baltimore to express our opposition to the passage 
of H. R. 4560 or any similar bill which has as its purpose the weaken- 
ing or taking away of the Federal Power Commission’s jurisdiction 
over the natural gas rates charged in the field by the so-called inde- 
pendent producers and gatherers of natural gas. 

The city in this matter is acting in a representative capacity and 
does not discriminate between domestic and commercial and indus- 
trial consumers. But for the purpose of this hearing, I shall empha- 
size the drastic results the exemption of natural-gas producers from 
Federal Power Commission jurisdiction will have on the more than 
340,000 gas customers in the city of Baltimore and contiguous coun- 
ties in the State of Maryland. 

The city of Baltimore first obtained natural gas in 1950. For over a 
hundred years the city had been served with manufactured gas. Be- 
cause of the increasing cost of producing manufactured gas using coal 
and oil and the competition from electricity and oil heat for residential 
service and coal and oil for industrial fuel, the Baltimore Gas & Elec- 
tric Co., like many other manufactured gas companies, experienced 
a serious decline in earnings from its gas business. A substantial rate 
increase was necessary in 1946. 

The opportunity to obtain natural gas came in 1949. Based upon 
the proposed rates at the city gate the substition of natural for arti- 
ficial gas was expected to restore the economic health of the company’s 
gas business and at the same time provide lower rates to the gas users 
of Baltimore. 

The prospect of natural gas was looked upon with great favor not 
only by the management of the Baltimore company but also by the 
citizens of Baltimore. The application of the Atlantic Seaboard Corp. 
to the Federal Power Commission for a certificate of public conven- 
ience and necessity to serve the Baltimore company was actively sup- 
ee by the mayor and the city council of Baltimore and also by the 

ublic Service Commission of Maryland. 

The Baltimore company stated to the Federal Power Commission 
that if it received natural gas service it would file rate schedules reduc- 
ing its gas rates in the amount of $7,500,000 on an annual basis. It also 
advised the Commission that their economic studies reflected the possi- 
bility of additional rate reductions in future years as a result of the 
utilization of natural gas. When natural gas service commenced in 
1950 the company placed the promised rate reduction into effect. 

Since natural gas service was furnished to the Baltimore company 
in May of 1950, it has been confronted with five increase in the rates 
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charged by its sole supplier, Atlantic Seaboard Corp, The cost of 
natural gas at the city gate is now 56.6 percent higher than it was in 
1950. The Atlantic Seaboard Corp., which is one of the operating sub- 
sidiaries in Columbia Gas System, Inc., purchases its entire supply 
from United Fuel Gas Co., another Columbia system subsidiary with 
its principal operations in West Virginia. United Fuel Gas Co., pres- 
ently obtains (1955 estimates) its gas supply from four sources: 

(1) Company owned production in the Appalachian area—11.6 per- 
cent; (2) purchases from independent producers in the Appalachian 
area, 9.8 percent; (3) purchases from Tennessee Gas Transmission Co, 
of southwest produced gas, 49.3 percent; (4) purchases from south- 
west producers for transportation to West Virginia by Gulf Interstate 
Gas Co., 29.3 percent. It will be seen that 78.6 percent of United Gas 
supply is obtained from southwest producers. 

The initial rates of Atlantic Seaboard Corp. which the Federal 
Power Commission prescribed for service to Baltimore were $1.46 per 
Me. f. of monthly billing demanded plus 24.5 cents per M c. f. of gas 
delivered. On September 7, 1951, Atlantic Seaboard filed a rate in- 
crease with the Federal Power Commission in the amount of $3,037,000. 

The higher rates were placed in effect under bond on March 7, 1952, 
and later the Commission allowed $2,664,000 of the claimed increase. 

Atlantic Seaboard filed a further increase for $4,318,000 on August 
15,1952. This rate went into effect on February 15, 1953, and the Com- 
mission subsequently allowed $1,530,000 of the filed increase. This 
rate increase resulted from the filing of a rate increase by United Fuel 
Gas Co. which in turn was brought about by the filing of a rate increase 
by Tennessee Gas Transmission Co. 

On September 14, 1953, Atlantic Seaboard filed for another increase 
in the amount of $2,496,000. The Commission on June 24, 1954, 
allowed $879,000 of the request. The fourth increase was filed by 
Atlantic Seaboard in May 1954 for $8,153,000. The company later 
withdrew $1,513,000 of the amount requested and substituted therefor 
an increase of $755,000. These last two increases were based upon the 
rate increase filings by United Fuel Gas Co., which again were based 
in part upon increases filed by Tennessee Gas Transmission Co, and 
the increased cost of purchased gas resulting from the introduction of 
the Gulf Interstate supply into the United System. 

As a result of these five rate increase filings, the city gate rate at 
Baltimore which has been collected since December 15, 1954, has risen 
to $2.58 per thousand cubic feet of billing demand and 33.68 cents per 
thousand cubic feet of gas delivered. 

In 1954 the Baltimore company purchased 21,584,000 thousand cubic 
feet at a cost of $8,384,706 or an average cost of 38.45 cents per thousand 
cubic feet. It estimates that it will purchase in 1955 24,898,200 
thousand cubic feet at a cost of $10,885,513, which is at an average rate 
of 43.72 cents per thousand cubic feet. 

In contrast to this average unit cost the initial average city gate 
rate which the Commission prescribed for Baltimore would have re- 
sulted in a unit cost of 27.92 cents per thousand cubic feet. Thus in a 
period of less than 3 years the cost of natural gas to the Baltimore 
company has increased 56.6 percent. 

_ The Baltimore company serves approximately 340,000 gas customers 
in the city of Baltimore and contiguous counties in the State of Mary- 
land, having a total population of approximately 1,250,000 persons; 65 





1652 NATURAL GAS 


percent of its gas sales are made to residential customers who last year 
urchased 13,534,711 thousand cubic feet of natural gas for 
‘20,434,984. 

To bring natural gas to Baltimore and convert the manufactured 
gas system and the consumers’ appliances for natural gas use required 
an initial expenditure of approximately $11 million of which nearly 
$5 million was expended in changing over consumers’ appliances to the 
operation of natural gas. 

In addition another $7 million subsequently expended to add sev- 
cral thousand additional customers to the company’s lines. These cus- 
tomers have invested many millions of dollars in appliances upon 
representations as to the economy and desirability of natural gas. It 
is estimated that the 340,000 customers of the Baltimore company have 
an investment in gas-burning appliances of from $150 million to $200 
million. 

While the Baltimore company has not asked as oe for an increase 
in its retail gas rates, it clearly cannot continue to absorb the increased 
cost of the gas purchased at the city gate. The Public Service Com- 
mission of Maryland in its investigation of the company’s affairs last 
year found that the gas department of the company was only earning a 
return of 4.47 percent. This rate of return did not take into considera- 
tion the increase in purchased gas cost of approximately $1,500,000 
resulting from the most recent rate increase filing of the Atlantic Sea- 
board Corp. 

We gravely fear that the gas consumers of Baltimore will shortly 
be called upon to pay higher rates. Unless the trend of higher prices 
for gas purchased in the field is checked by Federal regulation, we are 
convinced that the advantages which the utility and the gas consumers 
of Baltimore expected from natural gas and which were received at 
the outset of that service will soon be wiped out and that natural gas 
will cost as much or more than manufactured gas. 

The Natural Gas Act as presently administered by the Federal 
Power Commission guarantees to those natural-gas producers an ade- 
quate and reasonable return on their investment, and specifically, 
earnings sufficient to permit continued exploration and development 
of gas reserves. 

It seems only too apparent that without the restraint imposed by 
the decision of the United States Supreme Court in the Phillips case 
(347 U. S. 672) (that the Natural Gas Act was adopted for the “pro- 
tection of consumers against exploitation at the hands of the natural 
gas companies”) further unnecessary increases will continue until 
the delivery price of natural gas will approximate or equal the cost 
of manufactured gas. 

There is no economic or moral justification for exempting these so- 
called independent producers from the protection afforded consumers 
by the Natural Gas Act for to do so will permit the application of a 
formula of securing all the traffic will bear. To permit the application 
of this formula would jeopardize the millions of dollars invested in 
gas-burning equipment by the domestic consumers of Baltimore and 
the Nation. 

I wish this committee to understand that I am of the view that no 
further financial burden should be placed on the consumers of our 
great city. Certainly the purpose of the pending legislation has but 
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one objective. That is to make an excessive charge on consumers of 
aaa gas. 

The producers are now assured a reasonable price for their product. 
There is no need for further legislation. I urge that there is no con- 
ceivable justification for the estimated increased charge of $6,800,000 
that would ws be imposed if you gave favorable consideration 
to these pending bills. 

Therefore, as a representative of the city of Baltimore and of the 
domestic natural-gas consumers of Baltimore, I urge you to defeat 
this or any other bill the purpose of which is to take away the pro- 
tection this Congress idund to be so vital to the welfare of the Nation 
by adopting the Natural Gas Act in 1938. 

The Cuarrman. Thank you very much, Mr. D’Alesandro. 

We have a very hard working member of this committee, a gentle- 
man from Maryland, Mr. Friedel, and the Chair will begin with him, 
if there are questions that he desires to ask. 

Mr. Friepev. Mr. Chairman, I want to compliment the mayor for 
his very clear statement and naturally we all appreciate his views, in 
trying to protect the consumers. 

Mr. Mayor, there are just a few questions I would like to ask. One, 
it is true, is it not, that we only have one pipeline into the city of 
Baltimore ? 

Mayor D’Atesanpro. That is correct. 

Mr. Friepet. And is it not further true that we could not buy gas 
any other way other than through the pipeline ? 

Mayor D’Atresanpro. That is correct. 

Mr. Frrepet. I have heard some arguments here that it sould be 
considered the same as coal and timber. 

Now, I know that we can look in the yellow pages of the telephone 
book and we can find maybe 100 or 150 different coal companies where 
we can buy our coal or lumber; but there is only one gasline that we 
can buy our natural gas from, and that is through the Atlantic Sea- 
board Corp. Is that not true? 

Mayor D’Atesanpro. That is correct. 

Mr. Frrepet. I want to thank you again for appearing here and for 
your very excellent presentation. 

Mayor D’Atxrsanpro. I want to contgratulate you, Mr. Congress- 
man. Youcertainly are on the job. 

The Cuarrman. Are there other questions? 

Mr. Harris. Mr. Chairman. 

The Cuatrman. Mr. Harris. 

Mr. Harris. I am happy to join with the members of the committee 
in welcoming Mayor D’Alesandro of Baltimore, our former colleague 
in Congress and a member of this committee, when he was in Congress. 
It is a pleasure to have you back with us. 

Mayor D’Aesanpro. Thank you. It is different sitting down here 
from sitting up there, I can tell you that. 

_ Mr. Harris. I know that. I have had that experience at least one 
time during my 13 or 14 years on this committee and I agree with you. 

I believe you have someone else from Baltimore, or are you pre- 
senting the case ? 

Mayor D’ALEsanpro. I am presenting the case. 
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The Cuatrman. We have on the witness list Mr. Tom Biddison, with 
the mayor. Is Mr. Biddison scheduled to appear ? 

Mayor D’Atrsanpro. No, sir. 

The Cuairman. Then, we are not to hear from anyone but the 
mayor. 

Mayor D’AEsanpro. Not unless there are some pertinent questions 
which probably Mr. Biddison could answer. 

Mr. Harris. Then I think the record should show that he is here, 
accompanying the mayor. 

Mayor D’Atesanpro. And Mr. Hugo, assistant. 

The Cuarrman. May the Chair inquire at this point. We had him 
scheduled as a witness, but it is the understanding of the Chair now 
that you will not appear, is that right ? 

Mr. Brppison. That is correct. 
isa CuatrMan. Thank you very much. You may proceed, Mr. 

arris. 

Mr. Harris. I think it is worthy of note that you have had natural 
gas made available to your city of Baltimore from 7,718 million cubic 
feet in 1950 to 18,597 million in 1953, which is an increase of almost 3 
times the volume of gas during these 4 years. That might have in- 
creased further in 1954. I donot have the figures for 1954. 

Mayor D’AtEsanpro. It did increase, Congressman. 

Mr. Harris. And the price which was paid to the producers in the 
field where it is produced was 10.8 cents in 1950 and 11 cents in 1953. 
That is per thousand cubic feet. That may have gone up a little bit 
in 1954. I donot have the figures for 1954. 

But during those 4 years, the average cost, that was the average cost 
in the field for gas to the consumers of Baltimore it increased only 
two-tenths of a cent. 

In the meantime the cost to your city at the gate by the Atlantic 
Seaboard Corp. has increased from 29.1 cents in 1950, 1 cent per thou- 
sand cubic feet in 1950 to 39.9 cents in 1953. 

Mayor D’A.esanpro. That is correct. 

Mr. Harris. Which was an increase of over 9 cents that you are 
having to pay to the interstate long line or your supplier, when the 
average field price of the same gas you are getting has increased only 
two-tenths of a cent during that same period of time. 

I merely call that to your attention to point out that the increased 
cost of gas to the consumers during these years has not been due to 
the increase that has gone to the producers and gatherers of natural 
gas in the field; to point out where this increase to the consumers 
actually rests. I think this is quite important, and when understood 
properly I think would lessen some of the feeling regarding this 
entire problem. 

Mayor D’Atzsanpro. Congressman, what we are fearful of is that 
without regulation we will have further increases. 

Mr. Harris. I appreciate that, and that is precisely the same posi- 
tion that many others have taken. 

Mayor D’Atzsanpro. Actually, the increases which were requested 
were not granted. 

Mr. Frrepet. Will the gentleman yield at that point ? 

Mr. Harris. Yes, I will yield. 

Mr. Frrepet. Further increases were filed for. 

Mayor D’A.Esanpro. The increases were not granted. 
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Mr. Frriepeu. There have been no increases to the consumer in Balti- 
more since they started with natural gas; but the distributor, which 
is the Gas & Electric Co. of Baltimore City, is paying around 15 cents 
more per thousand cubic feet than the original price they agreed to, 
although they have not increased any prices to the consumer. That 
is the point that Mr. Harris brought out. 

Mayor D’Axsanpro. That is why I say we ought to continue field 
regulation. 

Mr. Frrevev. One of the things that was brought out earlier in the 
hearings was that the increased price at the- wellhead since.1949 had 
only been two-tenths of -1 cent. 

Mayor D’Atzesanpro. That is right. 

Mr. Frrevet. While the pipeline people had increased their price 
15 cents, and that was also stated here, and we intend to have the 
Federal Power Commission appear before us, come back to the com- 
mittee, to further go into that matter and find out why the increase 
of 15 cents, while the gatherer and the producer are only charging 
two-tenths of 1 cent additional. 

Mayor D’Atesanpro. They did not grant all of the increases that 
they asked for, Congressman. 

Mr. Frrepe.. They got four increases. The pipeline has gotten four 
increases. 

Mayor D’Arsanpro. That is right. 

Mr. Friepex. One in 1952, one in 1953, and two in 1954. 

Mayor D’Axesanpro. Yes; but they have not gotten all of the 
increases that they asked for. 

Mr. Frrepex. They got four increases. 

‘ Mayor D’Axesanpro. Yes; but they did not get what they asked 
or. 

Mr. Frrepet. The rate to the pipeline, paid by the distributor, the 
pipeline got four increases. 

Mr. Harris. The point, Mr. Mayor, that I was trying to develop 
was to make it abundantly clear that the regulated phase of the 
industry is where you have had your increases. In the unregulated 
phase of it, in the field, where the producing and gathering occurs, 
which has been unregulated, and where there is free competitive bar- 
gaining going on all over that field, you have had very little increase 
in the cost of your commodity. 

Now, Mr. Mayor, you are to be highly complimented in Baltimore, 
because since the introduction of natural gas into your system over 
there in 1950, the average cost of gas to your residential consumers 
has gone down from $2.04 in 1950 to $1.58 in 1953. 

Consequently, you have not only had a tremendous increase in the 
volume of gas that is made available to you, for your consumers, but 

ou are giving your consumers a much cheaper rate than they received 
fore you were able to have this natural gas. 

Mayor D’Arsanpro. Congressman, that is why we wanted to bring 
in natural gas to Baltimore. 

Mr. Harris. And that is why the people from the producing areas, 
from the Alleghenies throughout West Virginia, Texas, and every- 
where, supplying the gas are very anxious to make it available to you. 

The Cuarrman. Are there any further questions? If not, thank 
you very much. 





1656 NATURAL GAS 


Mayor D’Atgesanpro. Thank you, Mr. Chairman. 

Mr. Rogers. Mr. Chairman, may Laska question ? 

The Cuarrman. Mr, Rogers. 

Mr. Rogers. Mr. Mayor, from your statement, I gather that your 
appearance here is ——— by your concern for the consumers? 

Mayor D’Atxrsanpro. That is correct. 

Mr. Rocers. Now, that concern is not confined to Baltimore, is it? 

Mayor D’Axesanpro. No, sir. I might say that I am chairman of 
the legislative committee of the United States conference of mayors 
and I speak for them, too. 

Mr. Rogers. You speak for all of the cities? 

Mayor D’Axgsanpro. That is right. 

Mr. Rogers. That includes all of the citizens? 

Mayor D’Axesanpro. Yes, sir. 

Mr. Rogers. Who fixes the gas rates between the public utility and 
the consumer in Baltimore ? 

Mayor D’Aesanpro. The public-service commission. 

Mr. Rocers. That is a State commission ? 

Mayor D’Atesanpro. That is right. 

Mr. Rogers. Now, do you not think, Mr. Mayor, if you are going 
to put the producer under Federal regulation that you ought to put all 
of the public utilities under Federal regulation and take them out 
from under State jurisdiction ? 

Mayor D’Atesanpro. No. 

Mr. Rocers. You mean that you will trust the Federal Power Com- 
mission to help your consumers out insofar as controlling prices in 
Texas but not in Baltimore. 

Mayor D’Atrsanpro. That is principally local and this is interstate. 

Mr. Rogers. Oh well, that is begging the question, Mr. Mayor. I 
mean, why do you want to beg the question on that? 

It would not be fair, would it, for the consumer in Boston to pay 
$2 per thousand cubic feet, and the man in Baltimore to pay $1 per 
thousand cubic feet, would it? 

Mayor D’Atrsanpro. I do not think it would be fair; no. 

Mr. Rocers. Do you not think if we are going to go all out in con- 
nection with this that we might just as well have wholly Federal con- 
trol, over this whole situation and stop begging the question about 
just putting some people who live a way off from you under Federal 
control and leaving these others under State control ? 

Mayor D’Atesanpro. It might cost more to reach Boston than it 
does Baltimore. The gas has got to go through a pipeline, and that 
has to be taken into consideration. 

Mr. Rocers. Well, it would not be fair then for the man in Balti- 
more to pay more than the man in Boston pays, would it ? 

Mayor D’Atrsanpro. No. 

‘ Mr. Rocers. If you want to put it on that basis that would not be 
air. 

Mayor D’Atgsanpro. No. 

Mr. Rogers. Do you not think that the Federal Power Commission 
could settle all of those things? 

Mayor D’Axesanpro, I think they could; they should. 

Mr. Rogers. And you think then that the public-utility price which 
is charged in Boston and the one charged in Baltimore should be de- 
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termined by the Federal Power Commission, rather than the State 
commission ? 

Mayor D’Axxesanpro. I do. 

Mr. Rocers. In other words—— 

Mayor D’Atesanpro. (Interposing.) On this type of commodity, I 
do. 

Mr. Rogers. I am talking about the price between the public utility 
and the consumer himself ; the distribution unit inside of the city. 

Mayor D’Aesanpro. Not the distribution inside the city. 

Mr. Rogers. Why would you separate them ? 

Mayor D’A.esanpro. Because of the pipeline. It may not cost as 
much to get into Boston as it would into Baltimore. 

Mr. Rogers. Well, what you are talking about is this, Mr. Mayor—— 

Mayor D’AxEsanpro. Sir? 

Mr. Rogers What you are talking about is simply this, that you are 
using the phrase “interstate” and “intrastate” to protect your own con- 
trolled prices, so that the Federal Power Commission would not have 
anything to do with it within your State, yet you want the Federal 
i ees Commission to move into Texas and take charge of the property 
there 

Mayor D’Aesanpro. I do not think there is anything wrong with 
protecting the local people. If you lived in Baltimore, you would prob- 
ably be making my statement. 

Mr. Rogers. I think that answers my question as far as this witness 
is concerned. 

Mr. Harris. Mr. Chairman, I want to make clear what I said a mo- 
ment ago, and I want to make it perfectly clear, Mr. Mayor, that in 
calling to your attention these figures that I stated a moment ago, I 
am not questioning the reasonableness or the decision of your local 
distributing company, or the Federal Power Commission in granting 
the increases referred to. They may be perfectly justifiable on the 
basis of cost and utility operations. 

I merely call them to your attention to point up for your informa- 
tion, just where those increases came from. 

Mayor D’Aesanpro. Thank you, Congressman. 

The Cuarrman. Are there any further questions ? 

Mayor D’Atesanpro. I have the figures in my statement which I 
turned into the record, Mr. Chairman. 

Mr. Beamer. Mr. Chairman. 

The Cuatrman. Mr. Beamer. 

Mr. Beamer. I understand, Mr. Mayor, that you are representing 
some organization of mayors. 

Mayor D’Atesanpro. The United States Conference of Mayors. 

Mr. Beamer. Has the United States Conference of Mayors had some 
— a meeting at which they authorized you to speak for all of 
them ¢ 

Mayor D’Atesanpro. Well, Mr. Bidders, Colonel Bidders is here 
or was here a few minutes ago. He can answer that. 

Mr. Beamer. I am rather curious, Mr. Mayor, because I was re- 
quested by the mayor of Indianapolis, the capital city of Indiana, to 
insert in the record a letter stating that he did not approve of this 
action of the United States Conference of Mayors, saying that they 
did not speak for all of the mayors. 

Mayor D’AtEsanpro. Maybe so, Mr. Congressman. 
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You have heard from Mayor Clark of Philadelphia, and Mayor 
Wagner of New York. I did not take this matter up particularly 
with all of the mayors, but I am chairman of the legislative committee 
of the United States Conference of Mayors and I have been before 
other congressional committees, and when I meet most of the mayors, 
and those who have been writing to me, have been asking me to do my 
part to try to defeat this. 

Mr. Beamer. I did not mean that. The question was whether it was 
unanimous or a majority. 

Mayor D’A.xEsanpro. It could not be unanimous, when you have 
that letter from the mayor of Indianapolis. If the mayor from a 
Texas city was here he would probably be making a different request. 

Mr. Beamer. That is all, Mr. Chairman. 

Mr. Hinsuaw. The mayor from Los Angeles does not agree with it 
either. 

Mayor D’Axesanpro. I am glad to see that you are all on the job 
protecting your cities, and that is what I am trying to do. 

Mr. Hinsuaw. I would like to add my expression of appreciation 
for my good friend, who was for a long time a member of the com- 
mittee. 

Mayor D’Aesanpro. Thank you. 

Mr. Kuiern. Mr. Mayor, I too, want to welcome you back hereto 
Washington. While we are happy you are here, and we miss you, of 
course, we hope that you are not coming back. I know that you have an 
election in Baltimore next Tuesday, and I am certain that the people 
of your city will indicate by their vote that they appreciate your in- 
terest in their welfare. 

The CuHarrMan. The committee will be in order. 

Mr. Kern. I want to clarify the point which was made which was 
attempted to be made by our good friend from Texas (Mr. Rogers) 
in connection with the question of Federal regulation in the local com- 
munities. 

Of course you do not claim that the Federal Government should 
have any jurisdiction over purely intrastate transactions, just as I am 
sure that you do not think that—and that applies in this particular 
case—where this gas is not intended for shipment in intrastate com- 
merce it should be regulated but you do claim that where it enters into 
interstate commerce that it should be regulated. Is that not what you 
contend ¢ 

Mayor D’Aesanpro. That is correct. 

Mr. Kie1n. You do not claim that gas produced in the State of 
Texas, for example, and sold and consumed in the State of Texas 
should come under the jurisdiction of the Federal Power Commission ? 

Mayor D’A.esanpro. I do not. 

Mr. Rogers. Will the gentleman yield ? 

Mr. Kuern. I will be glad to. 

Mr. Rocers. Then following that, you are not concerned about the 
consumer in the State where they produce gas ? 

Mr. Kern. Yes, we are concerned with those consumers and I am 
certain that the mayor is concerned about them. What we mean is 
that we do not think that the Federal Government should go in and 
regulate purely intrastate transactions. 
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Mr. Rogers. If we are so interested in protecting the consumer, I 
do not think that we ought to just use a play on words. I do not think 
that a play on words is going to help. 

Mr. Kern. I do not want to get into a colloquy with the gentle- 
man, but it would seem to me if the State of Texas wants to, that is 
their responsibility, to protect their own consumers with regard to the 
consumption and sale within the State. It would be unconstitutional 
for the Federal Government to attempt to do anything about it. 

The Cuarrman. Is there anything else? 

Mr. Rogers. Suppose they do not protéct them ? 

Mr. Kie1n. That is your problem. I do not think that the mayor 
of Baltimore should be concerned about what Texas does so far as 
their own people are concerned, unless it is against the general public 
interest. 

Mayor D’Atesanpro. Thank you, Mr. Chairman. 

The Cuarrman. Mr. D’Alesandro, we are happy to have you be- 
fore the committee. We appreciate your statement and welcome you 
back with us any time that you can come. 

We thank you very much. 

Mayor D’Avesanpro. Thank you very kindly. 


STATEMENT OF WILLIAM J. KANE, CITY ATTORNEY, FLINT, MICH. 


The CuarrmMan. The Chair understands Mr. William J. Kane of 
Flint, Mich., is in the room and desires to insert in the record a 
statement. He will be given that privilege at this point. 

Mr. Kane. Mr. Chairman and honorable members of the commit- 
tee, on behalf of the City Commission of the City of Flint, who di- 
rected me to appear before this committee and register their opposi- 
tion to the Harris bill, I desire to file this statement. 

The Cuarrman. Thank you very much, Mr. Kane. Your state- 
ment will appear in the record. 

(The statement referred to is as follows :) 


STATEMENT OF WILLIAM J. KANE, Crry ATTORNEY, FLINT, MICH., MADE ON BEHALF 
OF THE Fiint Crry COMMISSION, IN OPPOSITION TO THE HARRIS BILL (H. R. 
4560) AND SIMILAR BILLS 


My name is William J. Kane. I am the Flint, Mich., city attorney. My 
appearance here is made on behalf of the Flint City Commission, which body 
unanimously passed a resolution directing me to appear in opposition to the 
Harris bill (H. R. 4560) and similar bills. 

Use of natural gas in the Flint area commenced in 1942. At that time daily 
consumption of gas was 8 million cubic feet per day. At the present time daily 
consumption has reached over 66 million cubic feet. In the city itself in 1944, 125 
homes were heated by gas; in 1954 20,100 homes were heated by such means. 
Gas consumers of all types in Flint paid for this fuel over $6,700,000 in the 
year 1954. 

The following facts seem inescapable to me: 

1. That natural gas results from development of the natural resources of 
our country, and in view of the reliance of over 60 million people upon natural 
gas for their daily fuel needs combined with the fact that the manner of obtain- 
ing such gas from the producers is of a noncompetitive nature, this commodity is 
unquestionably stamped as one affected with a public interest as our courts 
have defined such interest. 

2. That passage of the above bill will remove from the consumer any pro- 
tection against unjustified rates, since the individual States can do nothing 
about rates until the gas reaches the State, and then must allow the distributor 
his costs plus a reasonable capital return; while, by refusing to pass the Harris 
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bill, the rates received by the producer must by the FPC allow such producer 
just such a return as the individual States allow the distributor, yet will protect 
a large percentage of the population of this country from unjustifiably large 
returns to such producers, which will be reflected in unjustifiable rates charged 


individual consumers. 

3. That the Harris bill, if adopted, in setting “reasonable market price” rather 
than “just and reasonable price” as the standard for value of natural gas when 
the FPC is considering rate changes, opens the way for immediate large in- 
creases in valuation of existing reserves which will be accompanied by increased 
rate charges to local consumers, and such opening will or would continue in 


the future. 
For the above reasons, supported by the detailed facts which have been devel- 


oped by this hearing, in my opinion the Harris bill or similar legislation is very 
inadvisable and I most strongly recommend to this committee and to Congress 
as a whole that it not be passed. 

The Cuatrman. Also, the Chair extends an invitation to any other 
scheduled witnesses who may desire at this time to insert a statement 
in the record. 

Our next witness is the chairman of the Tennessee Public Service 
Commission, a long-time personal friend of the Chairman. We are 
most happy to welcome you, Mr. Hammer. 

Mr. Hammer. Thank you, Mr. Chairman. 

The Cuarrman. Mr. Hammer, may I state before,you begin your 
testimony that I have personally known of your long useful service in 
the interest of the public in the State of Tennessee and know of your 
sincerity and your hard work in that field and want to express a per- 
sonal appreciation, as another Tennesseean, for the work you have 
done. 


STATEMENT OF JOHN C. HAMMER, CHAIRMAN, TENNESSEE 
PUBLIC SERVICE COMMISSION, NASHVILLE, TENN. 


Mr. Hammer. Thank you, Mr. Chairman. I appreciate that very 
much. 

My name is John C. Hammer. I am chairman of the Tennessee 
Public Service Commission with offices in the Cordell Hull Building, 
Nashville, Tenn. My appearance is on behalf of that commission. My 
statement will deal with the subject in a general way. And may I add 
ina very abbreviated way. 

The matter of regulation of producers’ prices of natural gas cus- 
tomers is one of great concern to my commission and the natural gas 
customers in Tennessee. I appear in opposition to the Harris bill 
which we understand will have the effect of relieving producers from 
regulation by the Federal Power Commission. We recognize that 
there is a divergence of interests between the so-called producer States 
and the so-called consumer States. We also recognize that the pro- 
ducer States are also consumers of gas. 

The argument has been offered by some that the price charged for 
a basic commodity should not be regulated and that the regulation of 
such a commodity is contrary to our free enterprise system. While 
I am a strong advocate generally of free enterprise I find myself un- 
able to go along with this argument. If the producers of natural gas 
are left free to charge whatever they please for their gas in the field 
it could well result in pricing sieteael ‘ins out of existence in many 
areas. 

To me it seems preposterous to regulate the price of gas to the pipe- 
lines and in turn to the distributors and finally the rates which the 
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distributors may charge the consumer without regulating the field 
prices. We are all aware of the fact that eventually the ultimate con- 
sumer must pay the a accrued by everyone who is entitled to a 
profit—and.may I add here that we believe in the Public Service Com- 
mission of Tennessee that every business is entitled to a profit. We 
believe: the producers of natural gas are entitled to-a profit and we 
are not in any way trying to deny them of that thing that they are 
legally and constitutionally entitled to—from the time the gas leaves 
the field until it reaches the consumer. This means that every time 
the field prices are increased there must be a corresponding increase 
passed on which the consumer must eventually pay. 

I am strongly of the opinion and this opinion is shared by my asso- 
ciates on the Tennessee Public Service Commission that any bill which 
has the effect. of removing producers of natural gas from regulation 
should be'defeated. 

We know you must look to the broad national interest but we are 
constrained to believe that the national interest and the interests of 
consumers of natural gas in Tennessee are not in conflict. 

The Cuairman. Thank you very much, Commissioner. Are there 
any questions ? 

Mr. Rogers. Just one question, Mr. Chairman. 

The Cuairman. Mr. Rogers. 

Mr. Rogers. Mr. Hammer, do you produce any gas in Tennessee ? 

Mr. Hammer. No, sir; we are not a producing State. 

Mr. Roerrs. Do you have any oil? 

Mr. Hamner. No oil of any consequence. 

Mr. Rogers You do have 2 or 3 oil wells? 

Mr. Hammer. There are a few oil wells. 

Mr. Rogers. Does your commission control the price of oil at the 
well ? 

Mr. Hamner. No, sir; we do not. 

Mr. Rogers. Thank you, sir. 

The CHairman. Are there any further questions? 

Mr. Hesevron. Mr. Chairman. 

The Cuatrman. Mr. Heselton. 

Mr. Heseiton. Mr. Hammer, how many members are there on your 
commission ¢ 

Mr. Hamner. Three. 

Mr. Hesevton. Three members? 

Mr. Hammer. Yes, sir. 

Mr.. Hesenron. And this is a unanimous. opinion of the commis- 
sion ? 

Mr. Hammer. This the opinion of the commission. 

Mr. Hesevton. Thank you, sir. 

Mr. Hammer. Collectively and individually. 

Mr. Hesetron. Thank you. 

May I ask another question. How extensive is natural gas used in 
Tennessee ¢ ; 

Mr. Hamner. Well, natural gas is coming into Tennessee quite ex- 
tensively. There is quite a lot of it now, which, of course, is young. 

Nashville has had natural gas for only a few years. Chattanooga 
has natyral gas and many of the smaller cities are now using natu- 
ral gas: 

We have a witness later who will deal with that. 
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Mr. Harris. Memphis has natural gas? 

Mr. Hammer. Memphis has natural gas; yes, sir. 

Mr. Hesevron. Is natural gas used extensively as industrial fuel? 

Mr. Hammer. Yes; it is beginning to be used quite extensively. 

Mr. Hesetton. How about the TVA; are they using it? 

Mr. Hamner. I do not believe TVA does. They may use it to some 
extent, but not very extensively. That is my understanding. I think 
that they principally use coal. 

The CuHatrman. If the Chair may interrupt the statement of the 
commissioner, Commissioner Hammer, there was a time, I believe, 
when they used natural gas; but that, I believe, has been discontinued 
and they are not now using any natural gas for industrial purposes. I 
believe that is right. 

Mr. Hesevton. Do you have more than one transmission line? 

Mr. Hammer. I believe there may be a couple, maybe 2 or 3. I am 
not certain. 

Mr. Hesetron. How about their rate increases? Have you any 
knowledge of how frequently they have been and how extensive they 
have been ? 

Mr. Hammer. Most of the rate increases that have been granted to 
the distributors by the commission have been those that have been 
passed on. I do not know offhand just how many rate increases have 
been granted, but there have been a number of increases to different 
distributing companies. 

Mr. Heseiton. How about the pipeline companies ? 

Mr. Hammer. Of course usually the pipeline gets the increase be- 
fore the distributor comes before our commission and seeks an increase 
and it is mostly a passing on of the increase which has been granted 
to the pipeline to the distributor—I mean, consumer. 

Mr. Hesetron. Do you have any information as to the average cost 
of natural gas? First, let us say to the residential users. 

Mr. Hamner. I do not have that before me. 

Mr. Hesetron. You do not have the figures of the industrial users 
either ? 

Mr. Hamner. I do not have those before me. 

Mr. Heseitron. That is all, Mr. Chairman. 

The Cuatrman. Are there any further questions? 

Commissioner, we thank you for your appearance. I just have one 
question. 

I think I have known you pretty well through the years. We 
aetually have been on eoihinas campaigns together. I think I know 
your basic philosophy and knowing that basic philosophy, I will 
simply ask this question: If there is an effective way—and I em- 
phasize “effective”; if there should be an effective way found to con- 
trol prices and to protect prices to the consumer other than by making 
a public utility out of the independent producers, would that, in your 
opinion, greatly solve the problem ? 

Mr. Hammer. Why, certainly to a great extent that would. Of 
course what we in Tennessee are interested in—and I take it that that 
is true all over America—we are interested in seeing that the con- 
sumer of natural gas does not have to pay any more than he rightfully 
should pay. 

Of course it is the philosophy that if a commodity is regulated at 
one end it must necessarily have some regulation at the other end in 
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order to keep those prices from being passed on, as I have indicated. 
Of course what we are interested in is the protection of the consumer 
of natural gas against enormous increases in price. 

The Cuarrman. We thank you very much for your statement. 
And, you have no idea how deeply the Chair—and I think the com- 
mittee members—appreciate the brevity of your statement. 

Mr. Hammer. Thank you very kindly, sir. 

The Cuarrman. Thank you very much. 

The next witness is Fion. George McCanless, attorney general, 
State of Tennessee. 

I believe, General McCanless, you are appearing on behalf of Gov- 
ernor Clement. 


STATEMENT OF HON. GEORGE F. McCANLESS, ATTORNEY GENERAL, 
STATE OF TENNESSEE, NASHVILLE, TENN. 


Mr. McCantess. Yes, Mr, Chairman. 

The CuHarrMan. You may proceed. 

Mr. McCantess. My name is George F. McCanless. I am attor- 
ney general of Tennessee and appear for the Hon. Frank C. Clement, 
(Governor, who himself could not be here because of some very serious 
developments in our State. 

I shall read, with the committee’s permission, a resolution of the 
recently adjourned Assembly of Tennessee; House Joint Resolution 
No. 39, as follows: 


HovusE JOINT RESOLUTION No. 39, By BOMAR 


Whereas the Federal Power Commission has jurisdiction to fix the rates and 
charges for natural gas sold by producers for delivery and sale in interstate 
commerce, as determined by the Supreme Court of the United States in its 
recent opinion in the case of Phillips Petroleum Co. v. Wisconsin, 347 U. 8S. 
672 (decided June 7, 1954) ; and 

Whereas the Federal Power Commission is vested with jurisdiction of rates 
and charges for natural gas sold in interstate commerce for the express pur- 
pose of protecting the ultimate consumer from unfair exploitation, and said 
Commission will, presumably, exercise this jurisdiction to establish and main- 
tain rates and charges which are fair to all; and 

Whereas the General Assembly of Tennessee is concerned with this matter 
since many citizens of Tennessee are consumers of natural gas and will be di- 
rectly affected by the rates and charges of producers of natural gas: Now, be it 

Resolved by the House of Representatives of the State of Tennessee (the Senate 
concurring), That it is the sense and will of the General Assembly of Tennessee 
that it is to the best interests of the citizens of Tennessee that the rates and 
charges of producers of natural gas continue to be subject to regulation by the 
Federal Power Commission and, to this end, the Tennessee delegation to the 
Congress of the United States is hereby memorialized to foster and support 
legislation for this purpose and to oppose any legislation which would deprive 
the Federal Power Commission of jurisdiction to fix the rates and charges of 
producers of natural gas for delivery and sale in interstate commerce. Copies 
of this resolution shall be forwarded to the Members of the Tennesee delega- 
tion to the Congress by the secretary of state. 

Adopted: March 17, 1955. 

JAMES L. Bomar, 
Speaker of the House of Representatives. 

JARED MADDUX, 

Speaker of the Senate. 

Approved: March 21, 1955. 

FRANK G. CLEMENT, 
Governor. 
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Now I should like to read a statement of Governor Clement dated 
today; actually written day before yesterday. 


STATEMENT OF Hon. FRANK G. CLEMENT, GOVERNOR OF THE STATE OF “TENNESSEE 


My name is Frank G. Clement. I am making this statement as Governor of 
the State of Tennessee in the interest of the more than 200,000 gas consumers in 
my State who, during the past 5 years, have become almost completely dependent 
upon natural gas as the fuel for domestic consumption in their homes, for com- 
mercial use in their businesses, and for the industrial needs of their factories. 

The pipeline from the gas producing States to Tennessee hase become a life- 
line to the economic existence of more than one-third of our State’s total popu- 
lation during this period of time, and during the next quarter of a century, a 
fluctuation of the field price of natural gas will create a tremendous financial 
impact upon our total economic structure. 

For this reason, I must, in the interest of the general welfare of the citizens 
of Tennessee, voice my opposition to the Harris bill, H. R. 4560, and to any other 
legislation, the effect of which will be to relieve the producers of Federal regula- 
tion as to the field price of natural gas that flows into the vast network of inter- 
state pipelines which ultimately is purchased by the little gas users thousands of 
miles from the original wellhead. 

While it is true that those of us who serve as Governors are deeply concerned 
over any trend toward giving further power to the Federal Government at the 
expense of the State’s right to control its own activities, we must at the same 
time, recognize that there are certain fields of our National economy that cannot 
be controlled by State action alone, and, therefore, are dependent almost entirely 
upon Federal regulation. 

No more convincing illustration exists than in the field of natural gas produc- 
tion, transportation, distribution, and consumption. 

A major portion of natural gas that is sold in interstate commerce is produced 
in four States, all of which command a natural monopoly of the commodity. 
Yet this commodity cannot be sold in interstate commerce unless, and until, it is 
transported through thousands of miles of gas pipeline highways, distributed 
through thousands of distribution systems, and consumed by millions of users all 
of whom have no direct contact with the producer but still pay the bill that is 
brought about by any increased field price. 

Therefore, the “man on the street” in a small city in Tennessee who uses natural 
gas produced in Louisiana or any other of the major gas producing States, and 
transported to him through the connecting pipeline of any of our major pipe- 
line companies, is wholly dependent, not upon his local public service commission, 
but upon Congress, to prevent him and all his millions of fellow users from being 
viciously exploited. 

Such was the purpose and intent of Congress in passing the Natural Gas Act 
in 1938 and such was the final declaration of the Supreme Court in interpreting 
the act on June 7, 1954, in Phillips Petroleum Co. v. State of Wisconsin et al., 
347 U. S. 672, which this Harris bill now under consideration before this com- 
mittee is obviously designed to annul and destroy. 

Such regulation by our Congress has been well established in the past as the 
means for providing protection to the public interest, where jurisdiction of the 
local State government is inadequate to cope with the magnitude of the problem 
that extends far beyond State boundary lines. I refer to well established legis- 
lative beacon lights such as the Sherman Antitrust Act, the Robinson-Patman 
Act, the Clayton Act, and other similar legislation. 

To exempt the producers from the regulation of the Federal Power Commis- 
sion, on the one hand, while on the other hand continuing the regulation of the 
rates by the Federal Power Commission that the interstate pipeline companies 
can receive from the distributing companies and then to continue the regulation 
by the local public service commissions of the rates that the distributing com- 
panies will charge the gas users would be, in effect, legislatively building a wall 
of protection around the consumer, and leaving the gate wide open for the ex- 
ploitant to enter and exact an unconscionable price for a product over which 
he, by sheer physical accident holds a natural monopoly. 

Distributing companies and municipalities have a capital investment of over 
$85 million in the State of Tennessee for the distribution of natural gas. These 
systems are heavily bonded with securities having been sold on a general pros- 
pectus of a stabilized field price of natural gas. Since the construction of these 
systems, the field price paid by one pipeline company serving the State of 
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Tennessee (Tennessee Gas Transmission Co.) has increased from approximately 
4.2 cents per thousand cubic feet to: approximately 12.6 cents per thousand cubic 
feet (under bond at present), or a total increase of 190 percent. To continue this 
trend will be financially disastrous to the many small companies who have become 
heavily bonded on the basis of the sale of natural gas at, or near, the original 
field prices charged in the years 1948-50. 

Therefore, it is my insistence that it is not in the public interest to have all 
segments of the natural-gas industry regulated save the one exception of the 
producer, who is just as vital to the end result as the pipeline company or the 
distributor. No one of these groups can survive without the other. 

For these reasons, it is my position that the Harris bill and all similar legisla- 
tion creating the exemption of the natural gas producer should be defeated, and, 
in lieu thereof, more effective controls should be placed upon the producer to 
eliminate the establishment of any contractual provisions which would tend to 
increase gradually the field price of natural gas on some artificial basis other 
than that of actual cost to the producer. 

Freedom of private enterprise is the cornerstone of our American way of life. 
Without it we could not have reached the pinnacles of national prestige that we 
now command. But, freedom of private enterprise is not, and never can be, 
incompatible with the public interest, and wherever there is a conflict, regula- 
tion must be established to keep the public interest paramount. 

Therefore, it is my insistence in behalf of the State of Tennessee that legisla- 
tion should be passed by this Congress, the effect of which, instead of completely 
making a nullity of the Natural Gas Act, will implement this act in its protection 
of the consumers. Such a step is mandatory in the public interest in the great 
vital natural-gas industry and should be given every favorable consideration by 
this committee and all other types of legislation seeking to remove the producer 
from the jurisdiction of Federal control should be defeated. 

Respectfully submitted. 

FRANK G. CLEMENT, 
Governor of the State of Tennessee. 


The Cuarrman. Thank you very much. Are there any questions ? 

Mr. Dotiiver. Mr. Chairman. 

The Cuatrman. Mr. Dolliver. 

Mr. Dotitver. I understand, Mr. Attorney General, under the law 
of the State of Tennessee your public-utilities commission has control 
of the price of gas to the consumers. 

Mr. McCantess. Yes, sir. 

Mr. Dotitver. And that is exercised ? 

Mr. McCantess. Yes, sir. 

Mr. Dotutver. In cases where natural gas is brought into the State ? 

Mr. McCantess. Yes, sir. 

Mr. Dotutver. Thank you. 

Mr. Roeers. Mr. Chairman. 

The Cuatrman. Mr. Rogers. 

Mr. Rogers. Mr. Chairman, I do not have any questions, but I 
want to make an observation. 

Certainly I do not want to criticize Tennessee, because my folks 
come from Tennessee, but I wish you would tell the legislature before 
they adopt any more legislation like this that I wish they would 
confer with some of the Texas people. 

Mr. McCanuess. All right. I do not think we will have another 
legislature for 2 years. I do not want one before that time. 

The Cuarrman. Are there any further questions ? 

Mr. Hinsuaw. Mr. Chairman. 

The Cuarrman. Mr. Hinshaw. 

Mr. Hinsuaw. Is Tennessee a producer of coal ? 

Mr. McCantess. Yes, sir; there is some coal produced in Tennessee ; 
a considerable amount. 
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Mr. Hinsuaw. Would you favor the control of the price of coal ? 

Mr. McCantess. You mean officially or personally? Sometimes, 
when I pay my coal bill I wish I could control it some way. 

No, sir, I think I would not unless coal were a natural monopoly, 
which I believe it isnot. There is competition in coal. 

Mr. Hinsuaw. Do you think oil or gas in the producing end, in the 
States where it comes from, is a monopoly ? 

Mr. McCan ess. I believe so. I am not an expert in the field of 
natural gas. I want to identify myself immediately. But, if one of 
the interstate pipeline companies should become dissatisfied with the 
company from whom it is buying its gas, it could not do anything 
about it; it is connected up with its supplier and it has to rely on con- 
tracts and regulation; it cannot switch to some other source of supply. 
In that, I may be wrong. 

Mr. Hrnsuaw. I think you are quite wrong; and you just do not 
understand that at all. 

Mr. McCantgss. I may not. 

Mr. Hinsuaw. But, they can do it. Asa matter of fact, they have 
contracts for supply 

Mr. McCantxss (interposing). I understand. 

Mr. Hrnsuaw (continuing). Long-term contracts that are in effect 
and have been in effect, many of them, with many of the pipelines for 
many years. 

Mr. McCan ess. And the pipeline companies are receiving the gas 
from these same companies that they have contracted with for several 
years, I understand. 

Mr. Hinsuaw. And they have additional contracts. 

Mr. McCantess. Yes, sir. 

Mr. Hinsuaw. There are, how many thousand producers of natural 
gas; 8,000, or something like that ? 

Mr. McCan ess. I understand that there are quite a number of 
them. 

Mr. Hinsuaw. Yes. And, there are quite a few producers of coal, 
T understand. I donot know whether there are 8,000 or not. 

Mr. McCantess. There may be. 

Mr. Hinsuaw. But there are quite a few of them. 

Now, would you be in favor of controlling the price of oil? 

Mr. McCantess. No, sir. I understand that the situations are differ- 
ent. But as I say, I came here to read the Governor’s statement, and 
I do not think I am qualified to discuss the gas business on my own, 

Mr. Hinsuaw. Thatisall. Thank you. 

The Cuarrman. Are there any further questions? 

Mr. Hesevron. Mr. Chairman. 

The Cuarrman. Mr. Heselton. 

Mr. Hesetron. Can you tell me what dates are involved in the in- 
creases from approximately 4.2 cents per thousand to approximately 
12.6 cents per thousand cubic feet ? 

Mr. McCantess. Mr. Bomar will follow me and I think he can ex- 
plain that to you, sir; but I believe, 1948 to 1955; 1948 to 1955, Mr. 
Bomar tells me. 

Mr. Heserron. Did I understand you correctly that the Tennessee 
Gas Transmission Co. serves Tennessee ? 

Mr. McCantess. It is one of the companies who serve Tennessee. 
I believe there are three. 
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Mr. Hesevron. I have been very much interested in that, because it 
also serves Massachusetts. 

Mr. McCantess. Yes, sir. 

Mr. Hesetron. And I have recently received some figures in regard 
to the increase in cost from 1946 to 1955, in the case of Chicago, and I 
am trying to get the same figures in regard to New England. 

Mr. McCantess. I know Mr. Bomar has prepared a statement to 
which is attached an exhibit that gives the story of the increases fully 
that are applicable to Tennessee. 

Mr. Hesevron. I have the figures here from the Carthage field. The 
original contract in 1946 was 4.386 cents and they carried that up to 
12.777. Now, that is 191.3 percent increase, and apparently the same 
general figures show 

Mr. McCantess. The statement that I read calls attention to an in- 
crease of 190 percent. 

Mr. Heseiron. Now by that, you mean residential users, or indus- 
trial users? 

Mr. McCantess. That is the increase in it. 

Mr. Heseton. The average ? 

Mr. McCan tess. Field price. That is the price of the Tennessee 
Gas Transmission Co. to its distributors, is that not right? That is 
correct. 

Mr. Hesetron. Now, there, I was also very much interested in a 
sentence in Governor Clement’s statement in which he said : 





It is my position that the Harris bill and all similar legislation creating the 
exemption of the natural gas producers should be defeated, and, in lieu thereof, 
more effective control should be placed upon the producer to eliminate the estab- 
lishment of any contractual provisions which would tend to increase gradually 
the field price of natural gas on some artificial basis other than that of actual 
cost to the producer. 

In that particular, I assume you are aware of what has been brought 
to the attention of this committee, that is, the provisions of the con- 
tracts for 

Mr. McCantess. Escalation ? 

Mr. Hesevron. The escalation clauses, and the favored-nation 
clauses. 

Mr. McCantess. Yes, sir. 

Mr. Hesevron. And the escape clauses. 

Mr. McCan tess. Yes, sir. 

Mr. Hesevron. All of which probably have been invoked recently. 

Is it your opinion that this committee could wisely work out some 
sort of legislation that will eliminate that type of provision ? 

Mr. McCanuess. You mean that in lieu of leaving the regulation 
with the Power Commission; simply eliminate those provisions ? 

Mr. Hesevron. I am speaking first, of Mr. Harris’ bill and Mr. Stag- 
gers’ bill, and then of identical bills introduced by Mr. MacDonald 
and myself. 

Mr. McCantess. Yes, sir. I am not familiar with your bill. 

Mr. Hesetron. I do not know whether you are aware of the full 
provisions of those bills or not. 

Mr. McCantzss. No, sir. 

Mr. Hesevton. I was very much interested in the Governor’s sug- 
gestion, because it seems to me that he might want to back Mr. Mac- 
Donald’s bill and my bill. 

Mr. McCantzss. Yes. 
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Mr. Hrseiton. Where we have two bills, one making the Phillips 
decision clearly the law of the land, on the theory that there has been a 
lot of argument that the Phillips decision did not correctly interpret 
the original intent of Congress in passing the Natural Gas Act. 

The second one is to exempt the small producers, by certain quanti- 
ties. 

Would you feel that the Governor would be interested in advocating 
that type of approach ? 

Mr. atiaeata. I am quite sure, Mr. Heselton, he would be very 
much interested in studying your bill, and from what you tell me about 
it, I am inclined to be favorable toward it; but I cannot speak for him, 
of course, about that. 

Mr. Hesetton. Would you do Mr. MacDonald and myself the favor 
of picking up copies of those bills and taking them back with you? 

Mr. McCantess. I shall be very happy to have them. 

Mr. Hesevron. And asking the Governor if he would submit to the 
committee his comments on the desirability of that type of legislation. 

Mr. McCantess. I will be very happy to do that. That would be 
very happy for us, I think. 

Mr. Hesevron. Thank you; and I congratulate you on your presen- 
tation. 

The Cuarrman. Are there any further questions ? 

Mr. O’Hara. Yes, Mr. Chairman. 

The Cuarrman. Mr. O'Hara. 

Mr. O’Hara. Mr. Attorney General, do you feel that it is necessary 
for Congress to legislate every time the Supreme Court comes out with 
a decision ? 

Mr. McCantess. Well, perhaps. It might depend on the decision, 
Mr. O’Hara. 

No, I agree with the inference in your question. I think, unfortu- 
nately—— 

Mr, O'Hara. I was just curious to know whether you considered the 
Supreme Court another legislative body. 

Mr. McCan tess. I would not want to call it that, sir. 

Mr. O’Hara. Thank you. 

The Cuatrman. Are there any further questions? 

Mr. Bennett. Mr. Chairman. 

The Cuatrman. Mr. Bennett. 

Mr. Bennett. Mr. McCanless. 

Mr. McCantgss. Yes. 

Mr. Bennett. The position of the Governor of 'Tennnessee as stated 
in his statement with respect to the provisions of the Harris bill relat- 
ing to esculation clauses and asking that that part of the bill be elimi- 
nated is clear to me, but I wonder if you can tell us how His Excel- 
lency feels about the provisions in the Harris bill that fixes the formula 
upon which purchase prices are based at a reasonable market price. 
Do you know how the Governor feels about that, or has the Governor 
stated his position with regard to that provision ? 

Mr. McCan tess. I have not discussed that with the Governor my- 
self, and I do not know how he feels about it. 

From my examination of it, I am inclined to think that perhaps 
pes if you take the bill as a whole—as you must—that it is a harm- 

ful bill. 
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Mr. Bennert. I understand what he wants as to the escape clauses 
of the bill. 

Mr. McCan ess. Yes, sir. 

Mr. Bennetr. But where do we go from there? Is that one of the 
questions, proper question, before the committee? If the escalator 
clauses go out then what rule do you use to regulate the price? Should 
it be the rule that is an existing law or should it be some formula based 
upon market price? What are your views, or what are the Governor’s 
views on that ? 

Mr. McCantegss. My view is that if Mr. Harris’ bill becomes a law, 
then we would have inadequate protection; that without the Harris 
bill, if the Federal Power Commission is allowed to proceed with its 
regulation—and I believe it really has not been given a fair opportun- 
ity to regulate the industry yet—there has not been time—and since 
the Phillips case was decided there has been great agitation for the 
passage of some sort of a bill that would nullify the effect of the deci- 
sion. 

I do not think the Federal Power Commission has been given a 
fair opportunity to regulate the industry and I think it should be 
given it without the interference of the Harris bill or anything of the 
sort, though I except Mr. Heselton’s bill, which I am not familiar 
with, in which he pleases me very much. But, it occurs to me also—— 

Mr. Bennett. Excuse me. What you are saying is that there is 
no need for any legislation. 

Mr. McCanugss. I think that we might at least try it on that basis 
until the need for some legislation may develop; and it occurs to me 
that the industry itself cannot object to a fair regulation, and we must 
assume that the regulation will be fair. If there is no regulation— 
and I cannot help but believe this is the reason that the companies 
are opposed to it—I mean are favorable toward Mr. Harris’ bill, is 
that they feel they will be able to get more for their gas than the 
rates that the Federal Power Commission would decide were fair. 

Mr. Heserron. Will the gentleman yield at that point ? 

Mr. Bennett. Just one other question. 

And, you think they should do that, under the Phillips decision ? 

Mr. McCan ess. Yes, sir. 

Mr. Bennett. I will yield. 

Mr. Heseiton. General, there are a great many very sincere people 
who hold different points of view. 

Mr. McCantess. I know that. 

Mr. Hesetton. About that. I am sure that everyone in this com- 
mittee feels that Mr. Harris is honest and 

Mr. McCantess. I do too. 

Mr. Hesevton (continuing). And sincere in his approach. 

Mr. McCan tess. Yes, sir. 

Mr. Heseiton. Do you not feel—and I may have misunderstood 
your answer to Mr. Bennett’s question, and I would like the record to 
be clear. Do you not feel that it is the responsibility of this committee 
to clarify the intent of Congress in the passing of the Natural Gas 
Act ? 

Mr. McCantzss. Yes, sir. 

Mr. Hesetron. And to come up with a fair and proper approach 
which either rejects or affirms the Phillips decision ? 
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Mr. McCanuess. Yes, of course. 

Mr. Bennerr. You confuse me now, Mr. Attorney General. 

You said you thought there ought to be no legislation at this time 
and that the Federal Power Commission ought to be given an oppor- 
tunity to prescribe what you term fair rules and regulations under 
the terms of that decision. 

Mr. McCanugss. I do not mean to be inconsistent. That is what I 
did say. At the same time, I believe it is the committee’s function to 
explore the whole thing and if the committee finds that certain legis- 
lation should be enacted at this time, to recommend it; but my im- 
pene is that it would be well to be under the principles of the Phil- 

ips decision. But, of course, the committee does not need me to ad- 
vise it about what to do. 

Mr. Bennervr. I wished you to express your own opinion. 

Mr. McCantess. That is my opinion; yes, sir. 

Mr. Harris. Mr. Chairman. 

The Cuatrman. Mr. Harris. 

Mr. Harris. I appreciate your views, and I know they are sincere, 
and from the knowledge and information that you have of the mat- 
ter, I can understand how yourself and others feel that way, that 
that is the most sincere approach to the problem. Before my col- 
leagues on this committee—some of them are opponents of this leg- 
islation that I have introduced—amend it completely, I think I should 
have a little something to say about it—at least, express myself on it. 

Mr. McCantgss. I would be happy to hear that. 

Mr. Harris. And I do feel that 1 am somewhat familiar with some 
of the problems here, and, contrary to the views of some, it is not a 
question necessarily that the industry is out trying to get unusually 
high prices or increased prices from the consuming market. 

You realize, do you not, that under the Phillips decision every 

»yroducer and gatherer or processor of natural gas in the field where 
it is produced is now a natural-gas utility ? 

Mr. McCantess. Yes, sir. 

Mr. Harris. Now, the producers feel that they have no connection 
whatsoever or no relationship; no characteristic whatsoever of a util- 
itv; that they are in an entirely different business; and you do not 
disagree with the fact that the exploration and finding and produc- 
ing of natural gas is a highly speculative undertaking, do you? 

Mr. McCan tess. I understand it is. 

Mr. Harris. And you do not disagree, I am sure, that it is a haz- 
ardous business; do you? 

Mr. McCan ess. I have understood so; I have had no experience. 

Mr. Harris. Now, that being true, the business of finding and pro- 
ducing it is an entirely different business and character of business 
than what has always been referred to as a utility—a monopoly—in 
the operation of its own business. Is that not true? 

Mr. McCantess. I understand that the Supreme Court in the Phil- 
lips case held that it was part of it. 

Mr. Harris. That is the point, the Supreme Court—— 

Mr. McCan.ess (interposing). Utility. 

Mr. Harris (continuing). Did hold that it is now a utility. 

Mr. McCan tess. Yes, sir. 
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Mr. Harris. When it has never been so characterized and considered 
by anyone in this country, except a few who have in recent years sought 
an opportunity to reach out and bring it in and characterize it as such. 

And, consequently, the producers and those who are more familiar 
with the problem, are here asking for a fundamental pa to be 
settled by the Congress, which they thought was settled back in 1938. 

Now, that is the purpose of this legislation and it is the intent 
behind it, and consequently I think that you as attorney general of 
Tennessee, and your Governor, recognize there is something behind 
this that needs Congress to take some action on. That is what these 
people who know the business are asking. 

ay I ask you this: In 1938 when the Natural Gas Act was passed, 
if the Congress had intended as the Supreme Court has interpreted 
it, to include the jurisdiction of the Federal Power Commission over 
gathering, processing, and producing of natural*gas, would it not be 
reasonable to conclude that the Congress would have established 
policies and rules under which that regulation would have become 
effective ? 

Mr. McCan tess. I cannot answer that question, Mr. Harris. I do 
not know. The Court has 

Mr. Harris. Is it not reasonable to believe that when the Congress 
determines a policy affecting a particular business, that it establishes 
rules and procedures by which that policy is to be carried out? 

Mr. McCantxss. I should say ordinarily so; but our Court has held 
not. 

Mr. Harris. I know. That isthe point. 

Mr. McCan tess (interposing). The Court has held that they did 
intend to include natural gas, 

Mr. Harris. And that is the reason for the chaotic condition the 
industry finds itself in, which is affecting continued exploration highly 
important for future supplies to your customers and consumers all 
over this country. And now we find ourselves in a situation where 
somebody must do something about it. That is the way I see it. 

Mr. McCan tess. But, I believe when these distributing companies 
were originated, that they entered into contracts for some 20 years’ 
supply of gas which was then in existence. It had been developed. 
And now this is the price of that gas. That was not gas that had to 
be explored for later, but it was there then and the price has now 
increased to the extent that it has been testified to here. 

Mr. Harris. Well, you are aware of the fact that there has been 
great discovery of natural gas over the last 2 or 3 years ? 

Mr. McCantess. I certainly am. 

Mr. Harris. The reserves have been increased. 

Mr. McCan tess. Increased tremendously and the price has gone up. 

Mr. Harris. I think that is all. I did think that it was necessary 
to bring out some of those facts. 

Mr. McCan ess. I appreciate the question. 

Mr. Harris. Thank you very much. 

The CuarrmMan. Thank you very much, General. 

Mr. McCantess. Thank you, Mr. Chairman and gentlemen. 

The Cratrman. The next witness is Mr. James L. Bomar, Jr. Mr. 
Bomar, we are glad to have you before the committee. 

Mr. Bomar is a distinguished attorney and speaker of the house of 
representatives of the State of Tennessee. 
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Mr. Hinsuaw. Mr. Chairman, is this Tennessee day ? 
The CuarrMan. It seems that up to this point it is Tennessee day. 


STATEMENT OF JAMES L. BOMAR, JR., IN BEHALF OF THE DIS- 
TRIBUTING COMPANIES AND MUNICIPAL GAS SYSTEMS IN THE 
STATE OF TENNESSEE, SHELBYVILLE, TENN. 


Mr. Bomar. Mr. Chairman and gentlemen of the committee, my 
name is James L. Bomar, Jr. I am an attorney from Shelbyville, 
Tenn. Since 1948 I have participated before the Federal Power Com- 
mission‘ in numerous dockets in behalf of distributing companies and 
natural-gas systems of municipalities from the State of ‘Tennessee. 
Through these early years, I fought diligently for certificates of pub- 
lic convenience ne: necessity to be issued to pipeline companies who 
were willing to construct facilities to serve the people of Tennessee. 
Notably among these are East Tennessee Natural Gas Co., Texas East- 
ern Transmission Corp., and Texas Gas Transmission Corp. 

At a later date, after certificates of public convenience and neces- 
sity were issued to these various companies, I appeared for the pur- 
pose of obtaining proper allocation of natural gas for our Tennessee 
communities, and during the past 3 years I have een continuously 
in opposition to the rate of increases that have been sought by. the 
various pipeline companies because of a steady rise in the field price 
of natural gas. 

The Cuarrman. Mr. Bomar, if at any point in your prepared state- 
ment you desire to summarize, it will be quite all right. 

Mr. Bomar. All right, Mr. Chairman. 

In addition, as speaker of the house of representatives in Tennessee, 
I supported the resolution which was passed unanimously by the ‘Ten- 
nessee Legislature in the 1955 session just concluded, which resolution 
in effect requests that the gas producers not be relieved of the field of 
regulation by the Federal Power Commission. This resolution has 
been made a part of this record by the attorney general of the State 
of Tennessee, Hon. George McCanless. 

That resolution has just been introduced by Attorney General 
McCanless, and I would like to say to my friend from Texas, Congress- 
man Rogers, that that resolution, incidentally, was passed by the Ten- 
nessee Legislature immediately after Senator Hardiman from the 
State of Texas and a party from the Texas Legislature came and 
addressed the Tennessee Legislature. 

Mr. Harris. Did he recommend the passage of the resolution ? 

Mr. Bomar. I would not say that there was any discussion about it 
at all. Itis just that it was passed after they came. 

Mr. Heserron. What was the vote? 

‘ Mr. Bomar. The vote was 99 to 0 in the House and 31 to 0 in the 
Senate. 

Therefore, today, I am representing the distributing companies and 
municipal gas systems of the State of Tennessee, who are here protest- 
ing vigorously the passage of the Harris bill and all related legislation. 

In discussing this protest, I shall discuss the following points: 

1. Scope of the problem. 

2. 'The Tennessee story. 

3. Regulation of all segments of the natural-gas industry is the 
only answer. 
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SCOPE OF THE PROBLEM 


In 1938, because of a positive need, the Natural Gas Act was enacted 
and the Federal Power Commission was given the jurisdiction, among 
other things, to regulate the rates charged by transmission companies 
who were defined as “natural-gas companies,” because their transpor- 
tation of natural gas in interstate commerce was affected with public 
interest. These rates were applied to all sales of natural gas for resale. 

But, gentlemen, at the time of the passage of this act, some natural 
gas was moving into the streams of interstate commerce. But not 
even the most ardent dreamer or any Member of Congress ever at that 
time even visualized that in 17 years tens of thousands of miles of 
pipeline highways would be constructed to every section of the United 
States to furnish the factory worker in New England with his house 
heating, his cooking, and his water heating merely by the turn of a 
gadget, the housewife in Tennessee her heating requirements, or the 
little man all over these United States this luxury fuel that is a by- 
product in the search for oil. No segment of American industry or 
any Member of Congress in 1938 would have prophesied that in the 
same 17-year period $6 billion would have been invested by the dis- 
tributing companies and municipalities into gas systems to serve this 
factory worker, this housewife, or this industry wherever it might be 
located. 

A man would have been called a ridiculous dreamer if he had stated 
in 1938 that by 1955 $4 billion would have been invested in pipelines 
to transport this gas to become the basic fuel in every segment of our 
American economy. 

In 1938, natural gas was the wasted byproduct in man’s search for 
cil. It burned at the wellhead because it had no utility to the pro- 
ducer except in such local uses where it was economic to construct 
pipelines for limited consumption. Purchase contracts could be 
made for unlimited supplies of gas at 2 to 4 cents per thousand 
cubic feet with the only obligation on the purchaser to devise some 
means of transporting it from the wellhead to the user at a cost by 
which he could make a reasonable return. 

Even the most fantastic prophet, and certainly no Member of Con- 
gress, ever dreamed that in 17 years over 20 million families in the 
United States would be depending upon gas in the same way and to 
the same extent that they depend upon electricity, telephone, water, 
and public transportation systems for their economic welfare. 

It took tremendous ingenuity, long-range speculation, $10 billion in 
capital investment, and some expert salesmanship (in reverse) on the 
part of the leaders of certain segments of the coal industry to revamp 
the natural-gas picture. 

So that today, when we face the scope of the problem of regulation 
of all segments of the natural-gas industry we cannot look at the issues 
involved through the same perspective as that which confronted Con- 
gress in 1938. Insofar as the natural-gas producers are concerned, we 
must view the natural-gas industry as to whether it should be regu- 
lated from the wellhead to the burner-tip in the light of the 1955 facts, 
instead of the 1938 history. 

The issues are clearly established as follows : 

1. In the public interest, Congress has deemed it proper to regulate 
the return of the transmission companies engaged in interstate com- 
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merce by permitting them to charge the distributing companies and 
municipalities to whom they sell the gas commodity at a rate that is 
“just and reasonable.” 

This return has usually been declared “just and reasonable” by our 
Federal Power Commission if it did not exceed 6 percent to 614 percent 
of the necessary plant investment less depreciation plus working cap- 
ital. 

2. In the public interest, our various State public-service commis- 
sions have also deemed it proper to regulate the rate of return of the 
distributing company who collects the final bill from the consumer, by 
stating that the rates charged should be just and reasonable. The 
average allowance of return by the public-service commissions 
throughout the United States is in line with that approved by the 
Federal Power Commission and usually does not exceed 614 percent. 

3. The question of whether, in the public interest, the producer 
should also be allowed to charge a rate that is “just and reasonable” 
was not finally resolved until June 7, 1954, when the Supreme Court, 
in the now famous Phillips’ case, held that the producer whose com- 
modity moved into interstate commerce, was within the purview of 
the Natural Gas Act of 1938, under the jurisdiction of the Federal 
Power Commission, and therefore, subject to regulation as to whether 
the rates to be charged the interstate pipeline company (i. e. the field 
price of natural gas) were “just and reasonable.” 

As a result of this Supreme Court decision, immediately the hue 
and cry of free enterprise versus Government regulation started rever- 
berating across the country through the large gas companies, and large 
oil companies, with charges being hurled right and left that this deci- 
sion constituted the most radical change in the natural-gas industry 
since the days of the invention of the pilot light. 

Immediately statements were made that if this policy of regulation 
was adhered to by the Federal Power Commission that producing com- 
panies would void their contracts, not sell their product in interstate 
commerce, and the consumer could go and “paddle his own canoe” in 
the best way possible. 

All types of threats of boycott have emanated from the major gas- 
seme | States, and in my opinion, one of the greatest moving forces 

ehind this present legislation is the threat, not so indirect, that if 
this Harris bill is not passed, producers will stop producing wells, 
investors will withdraw their money from the field of production, 
and the gas consumers will be left without any gas at all to use at the 
burner-tip. The very fact that these threats can be made, and con- 
summated, if producers are left free to their choice of the market, 
is one of the strongest factors favoring regulation in the public 
interest. 

In this connection, I might state that, as an attorney, I believe the 
Supreme Court was correct in its interpretation of the Natural Gas 
Act in the Phillips case. But regardless of whether the Supreme 
Court had ever interpreted the act in such a manner, if the Federal 
Power Commission had not exercised this jurisdiction, in my opinion, 
it would have been necessary for Congress to have clarified the Natural 
Gas Act to require that the rates of producers who sell in interstate 
commerce be subject to the scrutiny of the Federal Power Commission 
as to their justness and Foanciabnain. No other course is permis- 
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sible if we are to look after the consumer interest of more than 20 
million families in America today. 

Therefore, the issue before this committee is simply this: 

Should the rate of interstate pipeline company be regulated, and 
the rate of the distributing company be regulated, while the rate 
of the producing company is unregulated? Or, in other words, should 
we limit every segment of the natural-gas industry as to rate of return, 
by building a legislative wall completely around the consumer for 
his best interest, and then leave the gate wide open for the producer 
to charge any rate he desires to a completely captive market, exacting 
whatever or as many pounds of flesh as he thinks the traffic will bear, 
or the consumer can stand ¢ 

The position of gas consumers in Tennessee is that all segments of 
the industry should be treated the same—that each segment should 
be permitted to charge a rate of return on the basis of a formula 
that will be “just and reasonable” to that particular segment, whether 
he be producer, transporter, or distributor. 


THE TENNESSEE STORY 


Natural gas has been distributed in west Tennessee for many years. 
However, a major portion of our cities in Tennessee have used natural 
gas for the first time since 1950, and are really in their infancy in the 
development of the market. In spite of this early development, today 
there are more than 240,000 families and businesses in Tennessee de- 
pendent upon natural gas. These families represent a population 
area of over 1,150,000 people, over one-third of our State’s population. 
A total plant investment of approximately $100 million has been 
made by Tennessee capital to distribute natural gas to our people, 
and during 1954, 111,164,950 M c. f. of gas (approximately) was 
purchased for sale in Tennessee. 

I have attached here, gentlemen, two exhibits. Exhibits I is an ex- 
hibit that shows, first, the city or the municipality, or the distribut- 
ing company in Tennessee, the number of customers, the population 
served, the annual sales through 1954—the latest date we can get—and 
the latest gas-plant investment. On that exhibit you will notice 
that the M e. f. is 11 million, and it should be “111 million.” In typing 
it, they left out the “1.” 

Now, exhibit II, is one that is disturbing, because exhibit II shows 
— Gas Transmission Co.’s price increase since 1948 graphi- 
cally, 

And I would like to point your attention to it just briefly. In 1948 
the field price of gas to Tennessee Gas Transmission Co. was approxi- 
mately 4.2 cents per thousand cubic feet. In 1955—and I am not 
going to talk about 1953, because we are paying 1955 prices down in 
Tennessee—the cost of gas in the field that is being delivered to 
Tennessee through Tennessee Gas Transmission Co. is approximately 
12.6 cents. 

Now, here is the important thing. The ratio of increase to the 
Tennessee customer, the spread between the purchase price and the 
commodity charge in Tennessee, was 4.92 percent. The spread in 
1955 is presently 5.08 percent. But the spread in the field price of 
gas is 190 percent—3 percent from the pipeline company; 190 percent 
as related to the field price. 

61557—55—pt. 247 
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Now, that is the Tennessee story as far as the cost is concerned. 
(The material referred to follows :) 
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Exhibit I to statement of James L. Bomar, Jr—The Tennessee Story 














Number ot|,,Popula- | Sie. the | Gas pl 
i Num ber 0 ~.q| Sales (thon- as plant 
Name of company or municipality customers Som 00) d sand cubie | investment 
feet) 

I Oe ee aa kok 15, 026 iinet $8, 043, 589 
Cleveland Natural Gas Co._-.........------.-------- 1, 100 AGMA. Se 547, 787 
BORON III sige rrdstec nthe pied $s ends anencabes 455 MGR shieniesi cobeiees 296, 822 
Bees CHUERIOIEED on ohne cee ceases case e en cceeee ss 976 DRE Ponce ceen seers | 540, 000 
Madisonville (municipal). ...........--..-.---------- 171 OTR ib <6 deed | 125, 000 
Sr NNS TI iii wi ckdcenunmensdecpens<< 437 DM Adcenenshesaba’ 300, 000 
Knoxville (municipal) ...............-..-.--..---.---- 7, 633 Pees $25. 6522 Sav | 2,883, 397 
Wome THRONE £908 CB ia nr andae shenenaiuncies 3,050 ih renh conbne eee 1, 490, 412 
og  ) > “SEE G7 1 IEE EEE Ropes £3 Ef 1,070 Bi We ton n to. le saes 398, 659 
Menara See) iis die stick 5 drs gr 46 SHS ~~ 817 GOP. 458- 2535-L354 596, 963 
SE SE cin cna) chounacscbhenenea tener san 1,000 eT hac wsiocie ns <a 331, 891 
Cookeville (municipal) -...--....-...-.--------------- 800 Qe ee cele 516, 119 
CEINENS CORES oo oniciek dtinwa— ancien pheiine ddd 781 i ee ae 440, 000 
Fayetteville (municipal) ...........---.-.:--.-..--..- 1,175 SR eee 521, 572 
ee ee eee ee sees see 909 BOP Vidsiwaswaekens 490, 000 
‘Tullahoma Naturel Ges O0........-.0eseeeunsses<--0 | 801 ip ene 508, 478 
Tennessee Gas Co., Morristown (serving Maryville, | 

Alcoa, Lynchburg, Shelbyville, Murfreesboro, | 

Union City, and Columbia) .-....-.-..---.-.---------|} 8, 212 GRGEY leknbachatsns " 2, 000, (00 
East Tennessee Natural Gas Co_........_....-------- } @) Q 2 49, 870,345 | 33, 604, 000 
SIREN ee ID ok. 5 ceaneeetEboascaccuned 1, 040 19, 695 71, 422 1, 800, 000 
Dpugmeee Cammineed) . eat b A | 1, 000 3, 348 153, 217 413, 474 
I ols. ot nial he oat Rants ete dd «toni | 144 600 21, 725 9, 500 
CE ete co cap ccbeccacdpsansaias ac 603 2, 140 65, 264 225, 000 
Springfield fies iis, 3352 héseod dad, ele dade 31,100 | 6, 212, 119 3 500, 000 
ON CNTR Boh no os nih wnasbaksneeeene e's | 37, 190 | 176, 170 9, 195, 517 11, 954, 594 
‘Tennessee Natural Gas Lines. --.......-......-------- Ses cd tb od taee eee 4, 096, 159 1, 282, 408 
DRE ROOIINED 6 niche nastsinn senlctloununte><ad 455 2, 429 1, 244 | 996, 000 
RAI CURIS oes oon os enc anaceodsamkse se 734 | 8, 253 3 101, 000 650, 000 
Aine Cn i iis 5 BRK Se histdo deine Rb AL So SEb LE | 2, 000 13, 321 3 450, 000 1, 500, 000 
FGTIOT OE, CUMTIIONIDD oo. no oo cewek cence cenberens- 328 | 2, 532 3 70, 000 560, 000 
West Tennessee Gas Co.____....___-- dda sbiy beak 16, 159 33, 354 2, 635, 747 2, 259, 943 
DI TI ii oN re ceerigcls nisin vgiiniibacidielcael eile 3, 385 12, 069 831, 125 962, 665 
eee eee ee 132, 257 396, 000 43, 390,066 | 22, 900, 492 

WE nemul-kancnaadeteineesntsteabnagsaehaeter | 240,808 | 1, 157, 659 111, 164,950 | 99, 748, 765 








1 Included in customer towns. 

2 Includes sales of 783,000,000 cubic feet to Tennessee Gas Co. by Texas Eastern and Texas Gas for Mur- 
freesboro and Union City. 

3 Estimated. 
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Exuisit II 


PRICE PAID BY TENN. GAS TRANSMISSION CO. TO FIELD PRODUCERS FOR GAS 
AND 


(MCF) 


1000 CUBIC FEET 


CENTS PER 


EEE FIELD PRICE INCREASED 1: 
¢ 190 % 1948 FO 1955 frit} 
tttreteerer te tHe HHT RG 

‘ 


Tiss £3 £3 $a8ii3 PSF ETE Tei s Gs 
[1949 [1950 | 198i | 082 [1983 [084 [1085 [io [9 | 19 | 


Mr. Bomar. Exhibit I attached hereto shows a breakdown of the 
number of customers, population served, annual sales, and gas-plant 
investment of nearly all the areas in Tennessee now being served with 
natural gas. Only some small areas were not included because their 
figures were not available at the time this exhibit was prepared, but 
their inclusion would increase the figures and not reduce them, so the 
exhibit to this extent is conservative. 

However, even though these people are being served with natural 
gas, they are alarmed at the tremendous increase in field price of gas 
which has occurred since 1948, but principally since 1953. 

Exhibit II attached shows graphically the rate situation as it af- 
fected one of our major pipeline companies, Tennessee Gas Transmis- 
sion Co., since 1948. A very careful scrutiny of this exhibit shows that 
the field price of natural gas sold Tennessee Gas Transmission Co. 
has increased from approximately 4.2 cents per M c. f. in 1948 to 
approximately 12.6 cents per M c. f. in 1955, or a total increase of 
19) percent. During the same time Tennessee Gas Transmission Co. 
has increased its spread between gas purchase price and commodity 
charge from 4.92 cents per M ec. f. to 5.08 cents per M ec. f. or only 3 
percent. So almost 100 percent of the price rise from this particular 
pipeline has been attributed to the increased cost of the field price of 
gas, all other costs having been absorbed by ‘Tennessee Gas Transmis- 
sion Co, 

However, natural gas is today being sold in Tennessee in competition 
to 7-mill electricity and cheap coal which is mined in the immediate 
area of some of our major communities. 

Mr. Hare. You say cheap oil ? 

Mr. Bomar. Cheap coal. If your sheet says “cheap oil,” it should 
be “cheap coal.” 
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The final delivered cost to the distributor in west Tennessee is ap- 
proximately 2514 cents per M c. f., for upper east Tennessee it is 50.85 
cents (under bond) per M ec. f., with varied prices in between across 
= depending on the pipeline company and load factors in- 
volved. 

Now, those are city gate deliveries. 

Today gas is rapidly running out of the competitive market with 
coal, electricity, and fuel oil. A 1-cent increase in the field price 
means $1,111,000 in increased cost to the consumer in Tennessee on a 
100 percent load factor, all other charges being constant. 

I might state there that you can do anything with figures. But we 
are buying on a 20-year contract, and a 1-cent increase in the cost of 
gas to Tennessee people based on the terms of the contract is in excess 
of $22 million. That is what it is costing our economy over the term 
of the contract under which we are operating. 

Mr. Hesevron. That is per year ? 

Mr. Bomar. No; $1,111,000. But based on the term of the contract, 
a 1-cent increase would be approximately $22 million to the people of 
Tennessee. 

Nearly all of our municipal gas systems which have been constructed 
since 1950 are bonded 100 percent of cost, and today many of them are 
facing serious financial trouble if the upward trend in prices continues. 
Many of them are holding on hoping for a reduction in order to obtain 
enough funds to pay bond interest. 

Our position is simply this: The natural gas market in Tennessee 
cannot stand any further increases in field price and, in order to stay 
healthy financially and earn a reasonable rate of return, it will be 
necessary to seek a reduction in present prices of delivered gas, and to 
resist vigorously all present proposed increases. Any other course will 
sound the death knell to the $100 million plant investment in our 
State. We feel that if the producers cannot see the handwriting on 
the wall, we believe that an impartial referee, such as the Federal 
Power Commission can, and will, adjust rates accordingly in the public 
interest. 

Tennessee is a consumer State. Its people do not oppose any reason- 
able profits that can accrue to the citizens of any other State, but where 
the economy of the citizens of both States are so tightly interlocked, 
we feel that proper regulation by the Federal Power Commission is 
the only answer. 

And most certainly I would like to say here that the best friends 
and relative we have are in the State of Texas. The rollcall of States 
is Tennessee and Texas, and we are certainly not going to oppose any 
reasonable profits to the people of the State of Texas. 

Mr. Rogers. If the gentleman will yield: I beg you to not strain 
the friendship. 

Mr. Bomar. But I just wanted it clearly understood that we are not 
opposing any just and reasonable profits to the people of Texas. 

But where the economy of the citizens of both the States of Texas 
and Tennessee are tightly interlocked, we feel that proper regulation 
by the Federal Power Commission is the only answer. 

The immediacy of the necessity of regulation of the rates charged 
by the producer for natural gas being sold into interstate commerce 
was being acutely felt at the time the Supreme Court rendered its 
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opinion in the Phillips case. It did not become an obvious necessity 
until about 1953. The Supreme Court merely, coincidentally, affirmed 
a crying public need for an elimination of all types of escalation 
clauses, no matter how adroitly drawn or on whom they were binding. 

This committee has heard reams of testimony on this Harris bill 
and related legislation. Yet, in spite of all the insistence that the 
Harris bill be passed'to exempt the producers, not one word has been 
uttered that if the Federal Power Commission regulated the pro- 
ducers, it would be unfair in its regulation. No one has said before 
this committee, or in any of the testimony that I have read, that the 
Federal Power Commission would be unjust or unreasonable in its 
administration of its proper duties. No one has said that the Federal 
Power Commission cannot design a formula that will give to the pro- 
ducers a just and reasonable return. It may be difficult, but it cer- 
tainly is not impossible. No one has charged, before this committee, 
that the Federal Power Commission would in some way be derelict 
in its duty as a public servant and take some administrative action 
that would take away the producer’s properties without due process 
of law. 

In fact, by implication, this Harris bill might be construed as 
admitting that the Federal Power Commission would, if given the 
chance, find rates for the producer that would be just and reasonable, 
and that the producers themselves want to charge rates that are un- 
just and unreasonable and for that reason they are willing to spend 
millions of dollars in advertising, propaganda and lobbying to accom- 
plish this purpose. 

Our insistence is: Let the Phillips decision stand. It is “in the in- 
terest of the public welfare.” 

Let the Federal Power Commission have a chance to administer 
the Natural Gas Act as interpreted by the Supreme Court. I have 
faith that they will find, in the public interest, that the producers 
are entitled to a rate of return that will be just and reasonable, con- 
sistent with the risks attendant to their types of operation and 
production. 

If you desire to pass legislation, then pass legislation which will 
specifically eliminate forever and a day all types of cancerous escala- 
tion clauses from natural-gas contracts that are contrary to public 
policy, but do not relieve the producer from rate regulation, no mat- 
ter what you do. If any producer, transmission company, or distribu- 
tion company has a financial problem, and is not earning a proper 
return, let each one of them have “his day in court” to prove his need, 
and I am quite certain that our regulatory bodies will protect his in- 
terest as well as that of the general public and grant him relief. 

Just, sane, and sensible regulation of all three segments of the nat- 
ural-gas industry, the producer, the interstate pipeline company, and 
the local distributor is the only way that the small consumer can re- 
ceive the protection to which he is entitled. 

Private enterprise is the greatest bulwark of our freedom. Private 
enterprise, however, must always be compatible with the public in- 
terest, and wherever the latter is paramount, the former must, in 
some measure, be restricted. 

For these reasons, we believe the Harris bill and all similar legis- 
lation, should not be enacted. 
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The Cuarrman. Thank you very much, Mr. Bomar. I apprepriate 
your statement. 

May I inquire again, because I was of the opinion that the Tennessee 
Gas Transmission Co. was the only long line server in the State: Are 
there others? 

Mr. Bomar. Oh, yes. We have the Texas Gas Transmission Co. 
that serves all of west Tennessee; and Texas Eastern Transmission 
Corp., that comes across Tennessee and serves Lebanon and Murfrees- 
boro and some of the cities in Tennessee. Tennessee Gas Transmission 
Co. serves the gas that goes to all of the eastern section of Tennessee. 
Texas Gas Transmission Co., then, serves to all the western section 
beyond the river. 

The Cuatrman. I knew that, I am sure, in the past, but I had for- 
gotten it. I was thinking that only Tennessee Gas Transmission 
served you. 

Mr. Bomar. We have some other lines that come across Tennessee, 
but we could not get them to drop off any gas. 

The CuarrMan. Are there any questions? 

Mr. Rogers. Mr. Chairman, I want to compliment the gentleman on 
his statement. I think he and the other Tennessee witnesses have 
— that old Tennessee trait, that it is possible to disagree without 
ing disagreeable. 

But I do want to ask two questions. They are more or less hypo- 
thetical, Mr. Bomar. Do you mean a man in Tennessee who cures his 
own hams on his own farm and then sells those to a buyer that might 
cary them into another State and sell them should be in interstate 
commerce ? 

Mr. Bomar. Are they good hams? 

Mr. Rogers. Let us say they are all good hams. 

Mr. Bomar. My belief is this, that if the people of Texas were 
dependent, in their economy upon the hams that came from the State 
of Tennessee, and could not purchase them from any other source, 
except from a specified particular source in the State of Tennessee, 
and it was absolute and necessary that they have that to continue 
their economy, then they, of course, should be regulated. But not 
if there is competition, so that they could go out and buy hams from 
any other source. 

Mr. Rocers. Of course, they could eat beef, and probably would. 
But the point I am making is this. I am talking about a point of 
law. 

Do you think that a man who raises hogs and cures the hams on his 
own farm and sells them to a peddler who he knows is going to take 
those hams into Kentucky or Arkansas or some place else and sell them 
—do you think that man who raises those hogs and cures that ham 
ought to be included in interstate commerce rather than intrastate ? 

Mr. Bomar. I will answer you that I do not think so. But in addi- 
tion to that, I do not think there is any comparison between the curing 
of hams in Tennessee and the production of natural gas in the State 
of Texas. 

Mr. Rogers. Well, the next question was in regard to gas. If a 
man owns property, and he has gas under it, and he produces that 
gas and sells it to a man who might take it into Oklahoma or Tennes- 
see or some place else and sell it, do you think he should be in inter- 
state commerce ? 
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Mr. Bomar. If that gas moves into interstate commerce, he should 
be regulated ; yes sir. 

Mr. Rogers. The difference between the ham and the gas is what! 

Mr. Bomar. Well, in the first place, it is this. Natural gas today 
has become as important a segment of our national economy as any- 
thing we have. It is just as important as telephones, as water, as 
electricity, as public transportation systems. And therefore when a 
thing reaches that stage of importance in your national economy, no 
particular group should be able to exploit another group. 

Mr. Dres. Will my colleague yield for a brief observation? Could 
the difference be that they have the ham and do not have the gas? 

Mr. Rogers. I was coming to that. 

My position is simply this. I think that we are doing a great deal 
of damage, or a great deal of damage has already been done, to the 
basic property rights, by the Supreme Court decision, and I am sure 
the gentleman, as a lawyer, certainly wants to protect property rights. 

I appreciate his position and his ability to disagree without being 
disagreeable. Thank you very much. 

Mr. Beamer. Will the gentleman yield for just a minute? 

I would like to carry that analogy of corn fed to the hams a little 
further, because, to point out, as I think the gentleman from Texas 
tried to indicate, there is a hazard and a danger of too much Federal 
control and regulation. Mind you, there was even the proposal that 
good Indiana corn fed into hams be considered as interstate corn, be- 
cause those hams were shipped into another State, even though the 
corn was produced and fed within the State. 

I am merely pointing that out to show you how far some Federal 
regulating agencies will go in carrying their interpretation of that 
yrovision. 

Mr. Rogers. One witness, Mr. Beamer, observed here the other day 
that if you take a drink of water in New York and spit in West Vir- 
ginia you are in interstate commerce. 

Mr. Bomar. Well, I think the whole thing is predicated on one 
proposition and one proposition alone ; that you are selling natural gas 
to a captive market, and that captive market has no choice except to 
expend a terrific amount of money to change from the captive market 
that it now is. A $10 billion captive market is what we are talking 
about. 

Now, we can’t put ham or corn or something like that in and say 
that you are selling it to a captive market. And therefore the differ- 
ence is that you have a natural monopoly here, by sheer physical freak 
of nature. The point is that the good Lord gave them the gas down 
there, but. by a sheer freak of physical nature that should not be permit- 
ted to go unregulated to the detriment of all the rest of the Nation that 
is using it. 

Mr. Beamer. I think I was in quite general agreement with the 
gentleman from Tennessee, but I merely want to point out that I think 
the gentleman from Texas was trying to point out that there also is a 
danger and a hazard to the consumer of too much regulation. 

Mr. Bomar. I would agree. 

Mr. Harris. Mr. Chairman, just a question or two. 

The Cuatrman. Mr. Harris. 
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Mr. Harris. Referring to your table, the number IT exhibit—— 

Mr. Bomar. Which one? 

Mr. Harris. The last one, the number IT exhibit. Mr. Bomer, I 
also want to join the others in ens you on the very fine 
statement you made from your viewpoint. As I said to your dis- 
tinguished attorney general a moment ago—and when I say “distin- 
guished” I want to include a great many distinguished gentlemen 
from Tennessee, including the chairman of this committee, of whom 
I know you are all proud, and your speaker of the house and your 
very able Governor, too. But, as I indicated a moment ago, I am sure, 
from the information that you have about the industry and about the 
problem, you are highly sincere in what you advocate here. 

From my information and from what I know about the other prob- 
lem, as well as the consuming end of it—because we have a lot of con- 
sumer problems in my own State and district, and you probably have 
in your State—from what I know about it, and from what I believe 
to be the best interest of these consumers down through the years, I 
am inclined respectfully to disagree with the method of obtaining 
what you feel sincerely to be the answer. 

Now, may I inquire the source from which this chart comes? 

Mr. Bomar. I have appeared in about 4 rate cases, I believe, of the 
Tennessee Gas Transmission Co., going back to the old cases; and then 
we have 2 pending at the present time, 1 major one pending, that has 
not been set for hearing yet. Now, the information that we have here 
comes from TGT’s records of costs and from the Federal Power Com- 
mission’s records of costs, which have been submitted in exhibits. 

Mr. Harris. The reason I inquire: Do you know the B. t. u. content 
at which your chart is developed ? 

Mr. Bomar. I don’t have those figures with me. I think it is 
developed on a thousand B. t. u. I think that is right. It is adjusted 
to a thousand. 

Mr. Harris. Do you have any manufactured gas at all in Tennessee ? 

Mr. Bomar. Yes, sir; we have some manufactured gas that is used 
for standby purposes; in other words, to cut down the peak load. 

Mr. Harris. Is it mixed in some instances, to a degree ? 

Mr. Bomar. Only for standby purposes. 

Mr. Harris. During the peak season ? 

Mr. Bomar. The cold winter season ; the coldest days. 

Mr. Harris. Now, could you advise us the difference in the cost of 
production, making available the manufactured gas, and what the 
natural gas might be to you ? 

Mr. Bomar. No, sir; I do not have those figures before me. I know 
that there is a considerable reduction, because some of the companies 
in Tennessee, after natural gas was introduced, between 1950 and 
1953, appeared before the public service commission and reduced their 
rates to the consumer on an average of 30 to 40 and sometimes as much 
as 50 percent. 

Mr. Harris. Yes. There was a reduction, which does indicate that 
manufactured gas is a great deal more costly. 

Mr. Bomar. There is no question about the fact that it is more 
costly. Now, how much more costly—I could furnish you the in- 
formation. 
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Mr. Harris. Whatever degree of the mixture of gas in the peak 
season there might be, if that is a great deal more costly, that then 
brings the average cost of your natural gas and manufactured gas 
a little higher than you actually pay ? 

Mr. Bomar. But that has nothing to do with this table. 

Mr. Harris. I am going to get to that in a moment. 

Mr. Bomar. I might state this; that as to table I, of all of the 
municipalities listed on table I, I do not know of more than six that 
have peak shaving facilities. 

Mr. Harris. Now, can you give me the pounds per square inch, 
absolute, on which your table has been developed ? 

Mr. Bomar. Pressure base 14 point 

Mr. Harris. 14.65? 

Mr. Bomar. I started to say 14.73, but I believe it is 14.65. I do 
not have those figures with me, but I believe it is 14.65. 

Mr. Harris. If there is, of course, a difference in volume based 
upon 14.65 and, say, about 15.25, or 15.025, it would make a great deal 
of difference, would it not ? 

Mr. Bomar. That is, of course, a technical question that I would not 
want to answer 100 percent. 

Mr. Harris. The weight and the volume that goes through a pipe- 
line facility does have a lot to do with what the cost would be, does 
it not # 

Mr. Bomar. Well, that is true. But the cost you are looking at on 
this table is the actual cost per thousand cubic feet, commoditywise, 
that we are paying, regardless of what pressure base it is. 

Mr. Harris. Well, I know. But you have shown, here, that there 
has been a gradual increase, and you have shown the spread between 
the Tennessee Gas Transmission Co., as to their charge, and the field 
price, to be approximately the same through the years since 1949. 

Mr. Bomar. That is correct; based on exhibits before the Federal 
Power Commission, 

Mr. Harrts. I have reports that have been furnished me, which 
come from the annual reports to the Federal Power Commission, that 
the Tennessee Gas Transmission Co. purchased in 1950 a total of 
314,067,484 M ec. f. at 15.025. In 1953, that had increased—that is, 
Tennessee Gas Transmission’s total purchases, according to this—to 
521,716,464 M ec. f. in 1954. 

Mr. Bomar. Is that 1953 or 1954? 

Mr. Harris. 1954. You emphasize 1954, and we had it here on 1954, 
which was furnished by the Federal Power Commission. And it 
shows the average price at 15.025, is 5.15, 1950; and that is to this par- 
ticularcompany. And in 1954, 10.6. 

Now, I call that to your attention because of the discrepancy be- 
tween the figures that I have and the figures that you have. 

Mr. Bomar. Now, I can correct that. This graph goes back to 1949, 
and if you will go back to 1949 you will find that that average price 
was 4.2 in 1949. There was a rate increase right after that, before your 
figures of 1950. 

_ Then if you will come down, you will find that we are now paying, 
since December 1, 1954, under bond, I believe December 1st, approx- 
imately 12.6. So that if you will come on down to 1955, you will 
rn out the figures, and they will be exactly in line with this 
graph. 
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Mr. Harris. You evidently obtained an enormous increase in the 
volume of gas in Tennessee from December 1954 until the present time, 
for the average of the cost, under contract, that you have had during 
these 5 years. 

Mr. Bomar. If you will recall, Congressman, in November 1954, the 
Federal Power Commission let all of these rates of the producers go 
into effect without notice to any single producing and distributing 
company. 

Mr. Harrts. Well, not all of them. We have got in the record, which 
the Federal Power Commission has submitted at the request of one 
of the members of the committee, those increases that they did let go 
into effect automatically and those requests that have been suspended 
that did not go in. 

Maybe all of yours did; I don’t know. But we are talking about the 
total which the Federal Power Commission has given us. 

Now, mentioning this spread: This report from the Federal Power 
Commission shows that the sales to Tennessee Natural—you under- 
stand, now, I am taking you up to Nashville, Tenn., because the Ten- 
nessee Gas Transmission Co. ces it from the field, and they sell 
it to Tennessee Natural. Tennessee Natural then delivers to the Nat- 
ural Gas Co. As I understand it, Natural Gas Co. is a subsidiary of 
Tennessee Natural. 

Mr. Bomar. Yes, sir. 

Mr. Harris. And wholly owned. And they have run a pipeline out 
there about 14 miles so that they could attach to the Tennessee Gas 
Transmission line. 

Now, TGT sells to Tennessee Natural, and the average price in 1950 
for more than 4 million M c.f. was 21.4. In 1951, that went down to 
18.2. In 1952, it went back up to 19.3. In 1953, this information shows 
it went to 22. And in 1954, it went to 24.5. Which, you see, is an 
increase from the Tennessee Gas Transmission Co. to the Tennessee 
Natural from 1950 to 1954 of from 21.4 to 24.5. 

Now, the Tennessee Natural, the parent, sells to Natural Gas Co., 
and got for their gas from the company in 1950, 23.2. And in 1954, 
30.5. That was a spread of more than 7 cents. This 14 mile line— 
and I think it might be well to look into that just a little bit ; I am sure 
it might be justified, but this is a matter that is within the State of 
Tennessee and under the jurisdiction of your own commission. 

Mr. Bomar. No, sir; under the jurisdiction of the Federal Power 
Commission. Tennessee Natural’s rates are regulated by the Federal 
Power Commission, and they have never been allowed over a 6 percent 
return. 

Mr. Harris. Well, it is a wholly intrastate operation, is it not? 

Mr. Bomar. All the rates are regulated by the Federal Power Com- 
mission. 

Mr. Harris. How does that happen, when it is a wholly intrastate 
operation ¢ 

Mr. Bomar. Well, it has always been regulated by it, and I assume 
that it has not been exempted under the Hinshaw bill. 

Mr. Harris. Maybe they just never did apply for exemption. 

Mr. Bomar. The Tennessee Public Service tee has never 
regulated the Tennessee Natural pipelines. They have intervened. 
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Mr. Harris. Maybe the Tennessee Public Service Commission better 
look into some more of its duties and responsibilities. 

I may be wrong about that, of course. 

But, anyway, you see that this 14-mile transmission line that belongs 
to the Nashville Gas Co. in your State increased that price that they 
cot from this interstate transmission line a total of more than 7 cents 
during this same period, which is a lot more than the spread of the sales 
to the Tennessee Natural by Tennessee Transmission and also of what 
Tennessee Transmission has paid to the producers. Now, may I just 
call that to your attention? You might want to look into it. 

Mr. Bomar. And may I answer that the Federal Power Commission, 
in allowing that 7 cents spread, examined the physical plant invest- 
ment of Tennessee Natural Gas pipeline at the original cost less de- 
preciation plus working capital and allowed it a 6-percent return on 
its investment. Ifthe producers were only allowed a 6-percent return 
on their investment, we would not even be here discussing this problem 
today. 

Mr. Harris. Neither would you have any producers today, either. 
Consequently, you would not have any natural gas, either. 

Mr. Bomar. Our position is that they should be allowed a just and 
reasonable rate of return. 

Mr. Harris. Well, now, that would be all right if we knew what 
you meant by “just and reasonable.” 

Mr. Bomar. We feel that the Federal Power Commission can design 
a formula that will be just and reasonable. 

Mr. Harris. You do not think they should be placed under the same 
restricted formula as a utility, here, such as a pipeline? 

Mr. Bomar. Well, we believe that the circumstances and risk at- 
tendant upon any particular type of operation of the gas field may be 
different. Therefore, our position is that we have faith in the Federal 
Power Commission to design a formula that will provide a rate of re- 
turn that is just and reasonable to the producers. 

Mr. Harris. Now, can you tell me whether or not the Tennessee 
Natural increased its facilities from 1950 to 1953 ? 

Mr. Bomar. I do not have that figure. 

a Harris. Or are they using the same pipeline that they used 
then ? 

Mr. Bomar. I would not be in a position to answer you and say that 
they did. However, generally most of them did increase their facilities. 

Mr. Harris. They increased their volume that went through that 
14-mile facility from 4,351,000 M ec. f. in 1950 to 7,814,000 M e. f. in 
1958. So if they are using the same facilities, and with that increased 
volume going through it, and this 7-cent increase that they have 
charged, it isa pretty high cost. 

Mr. Bomar. Congressman, they are still limited to a 6-percent return 
on their investment. 

Mr. Harris. Well, I know, and I think maybe it might be well to 
look into how that decision was reached as to what that investment 
might have been and what depreciation and extra cost and so forth, 
have been. 

Thank you very much. Ienjoyed your testimony. 

The Cuatrman,. The Chair will state that we hope to adjourn for the 
lunch period at 12: 30. 

Mr. Dies? 
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Mr. Dres. I just wanted to ask you this. I take it from your testi- 
mony that the only industry you think ought to be regulated is a 
natural monopoly ? 

Mr. Bomar. Asa broad, general proposition. 

Mr. Dies. Yes, a broad general principle. 

Mr. Bomar. Where a vast segment of your people are vitally de- 
pendent upon it ; yes, sir. 

Mr. Dries. In other words, where there is an industry, lumber or coal 
or any other industry, where there is competition, you prefer the 
oma system, free-enterprise system, to Government regulation ? 

Mr. Bomar. That is correct. 

Mr. Dies. Does not the problem, then, narrow itself down, so far as 
we are concerned, on the committee, to whether or not there is com- 
petition in the production and gathering of gas? 

Mr. Bomar. No, sir. As to whether or not there is competition that 
the consumer can go to in order to relieve himself of a captive market. 

Mr. Dies. Allright. Now, if it is not a competitive business, or if it 
is a natural monopoly, then we would have no alternative except to 
regulate it in the public interest ; is that not true? 

Mr. Bomar. That is correct. 

Mr. Drrs. Now, you have some 5,000 producers. I do not know 
how many. 

Mr. Bomar. Six thousand is what I have been told. 

Mr. Dries. Some say 8, and some 6. But, anyway, you have a great 
many producers of natural gas, far more than you have in many other 
fields of enterprise. You have far more than you do in the production 
of automobiles and many other commodities, coal, and so on and so 
forth. So that, so far as actual production is concerned—I am not 
talking about your proposition about the captive market, but I am 
talking about just the production of gas—there certainly is a very 
great competition there, is there not ? 

Mr. Bomar. It is my understanding, Congressman, that over 50 per- 
cent of all the present reserves of gas are owned by approximately 19 
or 20 companies. 

Mr. Dies. Well, of course, you only have about 5 or 6 automobile 
companies that make all the automobiles, too. 

The question of competition is not determined by the bigness of the 
company, is it? I mean, there can be just as much competition be- 
tween General Motors and Ford and Chrysler as there would be if 
there were 25 or 50 automobile companies; is that not true? 

Mr. Bomar. That is correct. 

Mr. Dres. So that in determining competition, even though, if it 
be true, 200 producers control 70 or 80 percent of the gas, those 200, 
if they are in competition with each other—that has the same effect 
as if there were 10,000 in competition. 

Mr. Bomar. Apparently the only competition they have had in the 
past few years is who could get there first with the pocketbook. 

Mr. Dies. Well, that is competition, is it not? 

Mr. Bomar. Not much protection for the consumer, though. 

Mr. Dies. Now, your producers, your number of producers, has been 
rapidly increasing. That condition usually does not obtain in a mo- 
nolopistic situation, does it? You do not have more and more people 
going into the production, if there is a monopoly? I mean, as a gen- 
eral proposition. I am not trying to bind you down to this. But as 
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a general proposition, where you see any industry that you have more 
and more people going into, and all they have to do is lease a piece of 
land and get some finances and put down a well, so far as the produc- 
tion end of it is concerned, that is certainly highly competitive, is 
it not? 

Mr. Bomar. Congressman, my answer to you is this: I raise hogs 
down in Tennessee, and when I cannot get a reasonable profit out of 
raising hogs, I don’t raise them. And I assume these producers are 
going into the business because they are getting a good profit out of it. 

Mr. Dies. Of course, some are, and some are not. If you have had 
the same experience I have had with the hog business, you will find 
that a lot of them lose on raising hogs, too. 

Mr. Bomar. That is my experience. 

Mr. Dies. So no one can honestly contend that there is not a lot of 
competition in the production of natural gas. 

Is it not a fact that one of the surest indications of competition is 
the diversity of prices, a different price range? Monopoly usually 
brings about eventually the same price, does it not ? 

Mr. Bomar. To some extent. To some degree; yes, sir. 

Mr. Dirs. Now, in the field prices of natural gas—and we have a list 
of various cities, various transmission companies—you have all sorts 
of prices. Some get it at 5, some at 8, some 9, some 20, or whatever it 
is. So that from the standpoint of the prices received by the pro- 
ducers, there is no uniformity whatsoever that you would expect in a 
monopolistic condition. Is that not a fact ? 

Mr. Bomar. Well, apparently the way the contracts are now being 
negotiated in the producing field, all of them will be leveled off on the 
high price, because the escalation clauses, the favored-nation clauses, 
the spiraling clauses, are all kicking them up. 

Mr. Dies. Allright. Now, I want to get right to that. 

If there is, in the production of gas, a monopolistic condition, is it 
not our duty to remove that condition, just as we do with our anti- 
trust laws, our monopoly laws in every industry, and proceed to re- 
store competition, rather than to attempt to regulate? Why do we 
have our antitrust laws and our Department of Justice and all the ma- 
chinery to prevent monopoly, if we do not use it ? 

Mr. Bomar. Congressman, I think that if you are going to change 
the law every time the Supreme Court of the United States- 

Mr. Dries. I did not say anything about changing the law. I am 
talking now on general principle. And you are a free enterprise ad- 
vocate, and I am asking you, as a general principle: Is it not our duty 
to enforce our antitrust laws where a monopoly exists, not by reason 
of the natural factor where, in the case of a pipeline you grant a fran- 
chise and it takes over a particular territory, or in the case of a dis- 
tributor that has the sole exclusive right to dutribate in a community, 
but in an entirely different situation, where a monopoly, we will say 
arises because of escalation clauses. We will just assume that for 
the sake of argument, that whatever monopoly there is has come about 
because of certain escalation clauses. 

Now, if that be true, is it not our duty, is it not better for the Ameri- 
can economy, to remove that condition and to restore competi‘ion than 
\t would be to undertake to regulate ? 

Mr. Bomar. Congressman, let me answer you this way. As an 
abstract proposition, you are correct. The Natural Gas Act of 1938 
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said that the rates to be charged through the pipeline companies, 
through those engaged as natural-gas companies in interstate com- 
merce, should be rates that are just and reasonable. 

Now, it is our insistence and position, here, that under the Phillips 
decision, the Federal Power Commission has not yet even had the 
opportunity to determine the justness and the reasonableness of the 
rates that the producers are charging, and that they should be given 
that cepa ane without additional legislation. 

Mr. Dres. But I am still talking about principle. I am not talkin 
about what the Phillips decision decided. Personally, I do not thin 
it was based on principle. But I am talking about getting back to 
the fundamental American doctrine that made our country great. 

Now, the only thing that you or anyone else can reasonably argue 
that might be different in the gas industry than other industries is 
that you say you have got a captive market. That is the emphasis 
that is put here, the captive market. 

Now, there are many competitors to gas. You have got coal. You 
have got fuel oil. You have got wood. You have got competitors. 
But your complaint is that it would cost a lot of money to jump to 
another competitor. But that still does not change the situation 
that gas does have competitors in every community. The only thing 
is that people prefer gas, and in preferring gas they would rather 
have it, and even though other fuels cost them more, that is not saying 
it does not have competitors. 

Your statement that it is a monopoly simply because “I like gas 
and I want gas” does not make it a monopoly at all. 

Mr. Bomar. Well, Congressman, just because electricity has com- 
petition in coal oil lamps is no sign that you should not regulate 
electric power companies. 

Mr. Dres. But in the case of an electric company, you have got a 
complete monopoly. You have got an electric company in the com- 
munity, and no form of competition and no possibility of competition. 

Mr. Bomar. Oh, you have got other kinds of light. 

Mr. Dries. But in your gas business you have got thousands of 
people who are coming and going. They are in the business today, 
and gone tomorrow. d you certainly have competition. 

Mr. Mack. Will the gentleman yield to me? 

Mr. Dies. Yes, I yield. 

Mr. Mack. I wanted to say in the case of coal, and wood and even 
Tennessee hams, they are not transmitted through interstate pipelines 
which changes the condition considerably. 

Mr. Dies. Well, it changes the condition in this, that if a man at 
the consuming level is displeased with it, he certainly can use other 
forms of energy just as he used before he ever started getting gas. 
They certainly were heated and taken care of before they started it 

Now, just one other, and I want to finish: In all this problem, do 
you regard conservation as any important factor ? 

Mr. Bomar. Oh, yes, sir. I certainly do. 

Mr. Dies. Now, you have got 22 years of supply, according to the 
experts, of natural gas. And they say we are rapidly diminishing 
that supply. What better check could we have upon the waste of 
eat than for gas to be more competitive with other forms of 

ue 
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Mr. Bomar. Well, I don’t know that that is all the answer to con- 
servation. I will say that that is 22 years of supply based on present 
knowledge. But every year since I have been coming before the Fed- 
eral Power Commission, I have found that the reserves that they re- 
port are more than the reserves that they reported the previous year. 

Now, I do not know what the future is going to hold, and I do not 
believe anyone, even the experts, can tell us exactly what we have got 
in the way of gas reserves. So I think the thing we have to do now 
is look after the consumer who is buying that gas, and then we can 
let the reserves work their own situation out as scientific methods are 
developed. 

The Cuatrman. May the Chair announce a rollcall is now on in the 
House, and it will be necessary for us to adjourn very speedily if the 
members are to ihr for that rollcall. 

Mr. Hesetton. You have been questioned by members in favor of 
the Harris bill. I want you to know there are members of the com- 
mittee who do not favor the Harris bill. And I want to compliment 
you on what I think is one of the best statements that have been made 
to this committee. We have high regard for your representatives 
from Tennessee in Congress, particularly the Chairman, and I think 
you have measured up entirely to the high quality of your represen- 
tation in Congress. 

I did want to ask two questions, but first I wanted to say this. I 
think you have pointed out to the committee something that needs 
emphasis. I do not think it has been stated before by any other wit- 
ness. And that was: Irrespective of whether the Phillips decision had 
ever been handed down by the Supreme Court, this is 1955. We are 
dealing with 20 million families. 28 1938 the Congress was not deal- 
ing with any such problem. And it is up to us to make our own deci- 
sion as of this date. And I think you have made an excellent point 
on that matter. 

Now, may I ask two questions, and then suspend ? 

I notice in your chart there is a broken line for 1954 and 1955. Does 
that have any significance ? 

Mr. Bomar. Yes, it represents some charges that are now under 
bond. Of course, that is not firmed up yet. But we are paying it just 
the same. 

Mr. Heserron. Isee. Then the second question was this: 

I was not quite clear on your exhibit No. I. You referred to a num- 
ber of customers, and then you referred to populations served in 1950. 

Mr. Bomar. Because that is the only way I had of obtaining the 
populations, sir. That was the 1950 census of those areas served. 

Mr. Heseuron. Well, now, do you mean by that chart that there are 
1,157, 659 people in Tennessee receiving natural gas / 

Mr. Bomar. Who are in the service area of natural gas. There are 
240,000 customers. 

Mr. Hesevton. I wanted to clarify that. 

Mr. Bomar. Yes, sir. 

Mr. Heseuron. Then the other point is this: There seems to be no 
data in regard to Tennessee Natural Gas Lines. Are they significant ? 

Mr. Bomar. Tennessee Natural Gas Lines is the parent, the parent 
line of Natural Gas Co. It is a subline, and it only has some sales 
outside of the city of Nashville that it makes. And therefore, that is 
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the reason that the number of customers and the population are in- 
cluded in Nashville Gas Co. 

Mr. Hesevton. Now, has the number of customers been increasing 
in Tennessee over the past few years? 

Mr. Bomar. You see, we introduced natural gas into the greater 
portion of Tennessee after 1950. So outside of the city of Memphis, 
that now has 132,000 customers, all the rest have been added on since 
1950. 

Mr. Hesevton. And is that steadily growing ? 

Mr. Bomar. It has been. It has more or less leveled off at the 
present time, because of the uncertain rate proposition. 

Mr. Heseiron. Well, in conclusion, sir, I do not want to get into 
this Texas-Tennessee situation, but I can tell you that coming from 
Massachussetts and the northeast, we would like to have you come up 
there anytime and deliver some of your philosophy. 

Mr. Bomar. Thank you, sir. 

The CuatrMan. For the benefit of the members still here, the Chair 
now understands that it was four bells that sounded instead of three. 
It was my understanding that there was a rollcall put over until 
today. However, we are going to adjourn at this time, anyhow. 

Weare running a little late. 

Mr. Bomar, as a fellow Tennessean, I want to thank you very much 
for the manner in which you presented your statement . I was think- 
ing in connection with what you were saying with Mr. Rogers and 
Mr. Dies about the relationships between Tennessee and Texas, and I 
am moved to observe that I think that both Sam Houston and Davey 
Crockett would have been proud of you today. 

Mr. Bomar. Thank you, sir. 

The CuatrmMan. The committee stands adjourned until 2 o’clock. 

(The following letter was later received from Mr. Bomar :) 


SHELBYVILLE, TENN., April 29, 1955. 


Re Testimony of James L. Bomar, Jr., given in behalf of the distributing com- 
panies and municipal gas systems in Tennessee on April 28, 1955, before the 
Foreign Interstate Commerce Committee 


Congressman J. Percy PRIEST, 
Chairman of the Foreign Interstate Commerce Committee, 
House of Representatives, Washington, D.C. 

DEAR CONGRESSMAN PriIEsT: While the undersigned was on the stand testi- 
fying before the Foreign Interstate Commerce Committee on April 28, 1955, 
Congressman Harris, the author of the Harris bill, asked the undersigned if 
there had been any capital additions to the system of Tennessee Natural Gas 
Lines, Inc., which is the interstate pipeline that serves Nashville, Tenn. 

At the time Congressman Harris asked me this question, I told him I did 
not have the figures and he proceeded to read from some figures which indicated 
that from the years 1950 to 1953 no additional capital investment was made by 
Tennessee Natural Gas Lines, Inc., and therefore, the rate increase of approxi- 
mately 7 cents to the customers in Nashville, Tenn., was far in excess of the 
rate increase received by Tennessee Natural Gas Lines, Inc., from its supplier, 
Tennessee Gas Transmission Co. 

Since I have returned to Tennessee, I have examined the records of Tennessee 
Natural Gas Lines, Inc., and I wish to state that in the year 1951, the capital 
plant investment more than doubled and that the net gas plant in service at the 
end of each year from 1950 through 1954 is as follows: 


DOe.'OR) Wee sn hi bi te ea 429, 047 
BOGOR) I hl chi. hilt bith diins ahh angi ciate ties 1, 252, 224 
RO TR a tim ssi doh mated patphhepereelgmenstmaleergeepbinee 1, 268, 976 
sy. I ssc snin sien nig Sioa a ln earn mes loandiainteiaadaioacorieta dos 1, 280, 369 
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In view of the fact that the record now appears to disclose that there were 
no additions to the gas plant in service by Tennessee Gas Lines, Inc., I shall 
appreciate your filing this letter in the record so that my testimony and Con- 
gressman Harris’ statement will coincide with the actual facts. 

In addition, the Honorable George McCanless, attorney general for the State 
of Tennessee, testified that he did not believe the TVA bought any natural gas 
at this time. Our examination of the records shows that TVA purchases from 
East Tennessee Natural Gas Co. natural gas for the operation of its fertilizer 
plant at Columbia, Tenn., and we would like for this correction to be made in 
the record. 

I am forwarding you additional copies of this letter so that you can, if you 
desire, place the letter verbatim in the record. I shall appreciate this action 
on your part. 

In the meantime, I want to take this opportunity to express my appreciation to 
you and the members of the committee for the very courteous manner in which 
you received my testimony. 

Very truly yours, 
JAMEs L. Bomar, Jr. 


(Whereupon, at 12:45 p. m., a recess was taken until 2 p. m.) 


AFTER RECESS 


The CuarrMan. The committee will come to order. 

The Chair desires to present for the record at this point a statement 
from former Congressman Chester Gorski, majority leader of the 
Common Council of the city of Buffalo, N. Y. Mr. Gorski was here 
hoping to testify, but found it necessary to leave. His statement will 
appear in full in the record at this point. 

(The statement referred to follows :) 


STATEMENT OF FORMER CONGRESSMAN CHESTER C. GorRSKI, MAJsoriry LEADER OF 
THE COMMON COUNCIL OF THE CiTy OF BurraLo, N. Y., IN OPPOSITION TO THE 
Harris Brrr—H. R. 4560 


Mr. Chairman and members of the committee; my name is Chester C. Gorski. 
i am now and have been since January 1954 majority leader of the Common 
Council of the city of Buffalo, N. Y. I might add that in 1949-50, I had the 
honor to represent the 44th Congressional District in the House of Representa- 
tives. I am appearing before your committee at the direction of the city council 
which adopted a resolution on April 5, 1955, opposing the amendment of any legis- 
lation which would nullify the decision of the United States Supreme Court in 
the Phillips Petroleum Co. case. <A certified copy of the resolution is submitted 
for the record. 

The city council, whom my colleague Mr. Tauriello and I represent before this 
committee has been entrusted with responsibility for the interests of approxi- 
mately 600,000 citizens of the city of Buffalo. Within the corporate limits of 
the city, the Iroquois Gas Corp. distributes gas to approximately 156,000 resi- 
dences-or living units, 9,000 commercial establishments, and 210 industries. The 
gas which this utility distributes is a mixture of 75 percent natural gas and 
25 percent manufactured gas. The latter gas is coke-oven gas, a byproduct of 
the manufacture of coke. The mixed product has a heat content of 900 B. t. u. 
per cubic foot. Natural gas was first supplied to the city of Buffalo in 1886 from 
gas wells in the State of Pennsylvania. The Iroquois Gas Corp. was organized 
in 1911 and acquired the existing gas utility. 

Iroquois Gas Corp. obtains its natural gas supply from several sources—the 
most important sources being the pipeline companies. In 1954, Iroquois purchased 
gas from Tennessee Gas Transmission Co., United Natural Gas Co., and New 
York State Natural Gas Corp. Iroquois also purchased gas commencing in 
November 1954 from the Shell Oil Co. and five other producers in the Sheridan 
gas field of Texas. This gas is transported to the Buffalo area by Tennessee 
Gas Transmission Co. In addition to the coke-oven gas which the company 
purchases from the Donner-Hanna Coke Corp., Iroquois produces a small vol- 
ume of gas from its wells in New York State and buys some gas from local pro- 
ducers in the same area, but these latter two sources constitute only a small frac- 
tion of the total supply. 


61557—55—pt. 2——48 
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The Iroquois Gas Corp. has several large underground gas storage facilities in 
which gas is placed in the summer months and withdrawn in the winter months 
to serve the company’s space heating customers. 

I mention these facts concerning the gas supply of Iroquois because of the sub- 
stantial increases that have occurred in the last 2 years in the cost of natural gas 
purchased by Iroquois. All of the pipeline suppliers of Iroquois have received 
one or more rate increases from the Federal Power Commission in that period. 
As a result, the average cost of the natural gas supply purchased by Iroquois from 
these companies has increased from 34.55 cents per M c. f. in i952 to 40.9 cents 
per M ec. f. in 1954. Iroquois paid about $2 million more for gas in 1954 than it 
would have paid under the 1952 rates. 

Effective November 3, 1954, the cost of gas to Iroquois was further increased 
when Tennessee filed another rate increase because it had to pay producers an 
additional $10,600,000 annually without receiving any more gas. 

When we inquire into the reasons behind the rate increases granted by the 
Federal Power Commission, we find that most of them are due to increases in 
the prices which are being paid to producers. We are informed that data in 
this record shows that the average cost of natural gas purchased in the Southwest 
has more than doubled since the war. We know from the testimony of the 
president of Iroquois, Mr. Flumerfelt, before the Federal Power Commission in 
docket No. G—1969, that Tennessee refused to sell additional gas to Iroquois since 
if it purchased more gas from the producers at the prices they were then de- 
manding it would serve to activate the favored-nation clauses in Tennessee’s ex- 
isting gas-purchase contracts and thereby greatly increase its cost of gas. Iro- 
quois was thereupon required to buy its additional supply of gas directly from 
the producers in the Southwest and to hire Tennessee to transport such gas to 
the Iroquois system. Mr. Flumerfelt also testified that he was unable to buy all 
of the gas he desired because of the demands for reserves by pipeline companies 
who were also in the market and who did not have to haul the gas so far as 
Iroquois. 

Iroquois blind bid against other purchasers for the gas in the Sheridan field 
and agreed to pay 16.5 cents per M c. f. with automatic increases each 4 years of 
1 cent per Mec. f. The contract also provides for renegotiation of the price each 
4 years but such renegotiated price can never be less than the base price plus 
the automatic 1 cent per M ec. f. increase, nor less than the average of the 3 
highest prices paid for comparable gas in Texas Railroad Commission District 
No. 3. In addition, Iroquois must assume three-fourths of all additional produc- 
tion, gathering or severance taxes which may be assessed the producers. 

The use of gas for domestic and commercial space heating in Buffalo has greatly 
increased over the years until at the present time approximately 45 percent of 
the residential customers and 65 percent of commercial customers use gas for 
that purpose. Because of the severity of winter weather in our area and our 
large space-heating requirements, the average annual gas consumption per resi- 
dential customer of 132 M ec. f. is 3 times as large as the national average for 
mixed gas which is 43 Me. f. Our average consumption also exceeds the national 
average for natural gas which is 87 Mc. f. for residential consumption. 

The citizens of Buffalo who use gas to cook their meals and warm their homes 
_ are seriously concerned with the rising cost of natural gas to Iroquois. These 
increases are being reflected in our retail gas rates. The gas-burning equipment 
in our homes and business establishments cannot be switched to burn other fuels. 
The gas consumers of Buffalo have an investment in gas appliances including 
furnaces of around $110 million. 

There is only one supplier of gas to Buffalo. Its rates are regulated by the 
New York Public Service Commission. These rates are based upon the cost of 
gas to Iroquois plus the cost of distributing it including a fair return on the 
investment in the distribution properties. The cost of natural gas purchased 
by Iroquois from pipeline companies is subject to regulation by the Federal Power 
Commission. Regulation of rates of pipeline companies and of the local distribu- 
tor is for the purpose of protecting consumers against unreasonable rates. This 
eeereioae is accomplished by restricting the profits of these enterprises to reason- 
able levels. 

On the other hand the prices which producers are charging the pipeline com- 
panies have not been regulated and the producers were free, until the Phillips 
decision of last June, to charge whatever prices the traffic would bear. We have 
seen the results of that pricing method in this rising cost of natural gas to Iro- 
quois. It is our firm conviction that Federal control of the prices charged by 
producers selling gas in interstate commerce is essential in the interest of the 
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gas consumers of Buffalo and elsewhere. The Supreme Court of the United 
States stated the question and the congressional solution very succinctly in the 
Interstate Natural Gas Co. case :* 

“We have held that these sales are in interstate commerce. It cannot be doubted 
that their regulation is predominately a matter of national, as contrasted to local 
concern. All the gas sold in these transactions is destined for consumption in 
States other than Louisiana. Unreasonable charges exacted at this stage of 
the interstate movement become perpetuated in large part in fixed items of 
costs which must be covered by rates charged subsequent purchasers of gas, 
including the ultimate consumer. It was to avoid such situations that the 
Natural Gas Act was passed.” 

We believe that the producers of natural gas who desire to sell their product 
in interstate commerce are entitled to a fair and reasonable profit. The local 
distributor and the pipeline companies under State and Federal regulation are 
assured of reasonable profits under the law and have received such profits. 
There is no reason to believe that the producers will not receive equal treatment 
from the Federal Power Commission. 

For these reasons we urge this committee to reject the amendments to the 
Natural Gas Act which are designed to overrule the Supreme Court’s decision 
in the Phillips case and free sales of natural gas in interstate commerce by 
producers from regulation under the Natural Gas Act. 


The CHarrmMan. Next, is a statement from former Congressman 
Anthony F. Tauriello, who is a member of the Common Council of the 
City of Buffalo. 

(The statement referred to follows :) 


STATEMENT OF FORMER CONGRESSMAN ANTHONY F. TAURIELLO, MEMBER OF THE 
CoMMON COUNCIL OF THE CiTY oF BuFFato, N. Y., IN OPPOSITION TO THE HARRIS 
Bit_—H. R. 4560 


Mr. Chairman and members of the committee, my name is Anthony F. 
Tauriello, and I am a member of the Common Council of the City of Buffalo, 
N. Y. I might add that in 1949-50 I had the honor to represent the 43d Con- 
gressional District in the House of Representatives. I appear here with my 
colleage, Mr. Gorski, at the request of the city council. Mr. Gorski has informed 
you of the resolution which the city council adopted on April 5, 1955, concerning 
this proposed legislation. 

The natural gas producers who are urging legislation to amend the Natural 
Gas Act have purchased large advertisements in our magazines. These ad- 
vertisements have informed the citizens of Buffalo that it is dangerous, unfair, 
and shortsighted for the Federal Government to control the prices which the 
producers charge the pipeline companies. They say that free competition is the 
best price control. While I would agree as a general proposition with that 
statement as applicable to most of our free enterprise system, I do not believe 
it is appropriate for sales of natural gas in interstate commerce to a utility 
market. That business is one which Congress has found to be affected with a 
public interest and requiring Federal regulation. 

We have had free competition in the sale of natural gas by producers to pipe- 
line companies up until the decision of the United States Supreme Court in the 
Phillips Petroleum Co. case on June 7 of last year. Under free competition the 
average field price of natural gas rose from about 5 cents per thousand cubic 
feet in 1945 to 10 cents per thousand cubic feet in 1954. The more recent prices 
in gas purchase contracts range from 15 to 20 cents per thousand cubic feet in 
the Southwest. Free competition between producers has not kept gas prices in 
the field at a stable level. They have doubled, tripled and quadrupled within a 
few years. To me this indicates either lack of competition or a shortage of 
supply in relation to demand. We cannot reasonably come to any other con- 
clusion, 

It is only human nature that producers will strive to obtain the highest 
possible price for their natural gas. With some producers now having obtained 
15 and 20 cent prices in the Southwest, it would be expected that other pro- 
ducers will not be satisfied unless they receive as high or higher prices. The 


1 Interstate Natural Gas Company, Inc. v. Federal Power Commission, 331 U. S. 682, 
692, 698. 
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appetite of producers for higher prices and greater profits and the lack of interest 
in the welfare of consumers is well expressed in a recent statement by Robert 
E. Wilson, chairman of the board, Standard Oil Co, of Indiana, which appeared 
in the April 7, 1955, issue of Gas Age. Mr. Wilson stated, and I quote: 

“While I both expect and hope that the price of oil and natural gas will in- 
crease enough in the next 25 years to make atomic energy more competitive, I 
believe the price of coal will be the principal determinant. If oil and gas do go 
up, I am confident that John L. Lewis and his successors will combine with 
economics to make sure that coal does not lag far behind.” 

The gas and oil consumers, I am sure, would express the hope to Mr. Wilson 
that the cost of atomic energy would be lowered enough so as to make it com- 
petitive with oil, gas, and coal. The only effective restraint on this expressed 
appetite for higher prices and greater profits is in my opinion governmental con- 
trol. 

We sincerely believe that unless the control which is now lodged with the 
Federal Power Commission under the Natural Gas Act is continued and made 
effective, that we face in the city of Buffalo large increases in our natural gas 
rates. Our local retail rates have since May 21 of last year been directly geared 
to the cost of natural gas to the Iroqouis Gas Corp. by order of the New York 
Public Service Commission. Whenever the cost of natural gas to Iroquois is 
increased, the cost of gas to the ultimate consumer is increased an equivalent 
amount. Since May of last year we have already felt the effect by having 
our gas rates increased. 

We have tried to estimate the impact upon our citizens of further increases 
in the price of gas in the field which would occur if producers are freed from 
regulation. Admittedly, any figures of this nature cannot be taken as certain. 
Nevertheless we think it fair to estimate the approximate probable impact on 
our citizens if regulation of producer prices is obtained through amendment of 
the Natural Gas Act. 

Iroquois Gas Corp. estimates that in 1957 it will purchase 59,103,000 thousand 
cubic feet of natural gas from the pipeline companies and 18,250,000 thousand 
cubie feet directly from Southwest producers. Assuming that the average field 
cost of gas to the pipeline companies will climb to 20 cents per thousand cubic feet 
and that Iroquois contracts with the Southwest producers will escalate to that 
same level, and this does not seem unreasonable as a 20-cent field price is being 
currently paid under some contracts, Iroqouis’ added cost of gas would approxi- 
mate $6 million. Sales by Iroquois in Buffalo represent 58 percent of the com- 
pany’s total sales, which means that $3,500,000 of this increase would probably 
be allocated to Buffalo consumers, Since the company’s sales are predominantly 
residential and the company’s industrial rates cannot be increased by any mate- 
rial amount without the company losing that business, little if any of the increase 
could be passed on to such industrial customers. The result, of course, would 
be that almost all of the burden would fall upon the residential and commercial 
customers of Buffalo. 

We do not believe that the amendment to the Natural Gas Act which the gas 
producers urge upon this committee and the Congress and which are intended 
to exempt their sales in interstate commerce from regulation, are in the public 
interest. Any amendments of this nature would work an irreparable calamity 
to the domestic users of natural gas in Buffalo and elsewhere. The gas-con- 
suming public needs the protection of the Natural Gas Act at all stages of the 
interstate transportation and sale of natural gas. The act should not be changed 
or modified in any way which would destroy the effectiveness of that protec- 
tion. 

The Cuatrman. Next is a resolution passed by the common council 
of the city of Buffalo. 


(The information referred to follows :) 
City CLERK’s OFFICE, 
City Hall, Buffalo, April 21, 1955. 
To Whom It May Concern: 
I hereby certify that at a session of the common council of the city of Buffalo, 
held in the city hall, on the 5th day of April 1955, a resolution was passed, of 
which the following is a true copy: 
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No. 125, Re ExeMprion or INDEPENDENT PRopUCERS OF NATURAL GAS FROM 
REGULATIONS BY FEDERAL POWER COMMISSION 


(Res. No. 156, C. C. P., March 22, 1955) 


Whereas more than 300,000 homes in Buffalo are dependent upon a supply of 
natural gas from the Iroquois Gas Corp. for cooking, and many of them for 
other domestic uses, such as water heating, refrigeration, and space heating; 
and 

Whereas the Iroquois Gas Corp. is an integrated system of interstate natural 
gas companies and the Iroquois Gas Corp. the sole distributor of gas in the 
city of Buffalo, and said system is dependent in great measure upon a supply of 
gas purchased from so-called independent natural gas producers who have 
heretofore been free to sell their gas at prices affected by competition between 
natural gas pipeline companies seeking a supply of natural gas to satisfy their 
respective customer demands; and 

Whereas the Supreme Court of the United States has recently determined 
in the case of Phillips Petroleum Company v. Wisconsin, that independent pro- 
ducers are natural gas companies within the purview of the Natural Gas Act 
and are subject to regulation by the Federal Power Commission to prevent 
unjust, unreasonable, and discriminatory prices for natural gas produced and 
sold in interstate commerce ; and 

Whereas the oil and gas interests in the United States have initiated a nation- 
wide campaign through the press and other media for enactment of legislation 
by the Congress of the United States to exempt producers of natural gas from 
regulation by the Federal Power Commission so that they may extract from 
those who supply gas for ultimate consumption in the homes of Buffalo and else- 
where the highest price obtainable by the incidence of competition among the 
pipelines for their sources of supply ; and 

Whereas such competition and competitive prices will rapidly increase the 
cost of gas for domestic uses in Buffalo and elsewhere and will inevitably in- 
crease such cost as to restrict the normal use of gas necessary for the health 
and comfort of residents of Buffalo: Therefore, be it 

Resolved, That the House of Representatives and the Senate of the United 
States be fully informed of the consequences of such legislation, and that the 
corporation counsel be and he is hereby directed to use all proper means, and 
to make such representations to the Congress of the United States, to prevent 
the enactment of legislation exempting producers of natural gas from regula- 
tions by the Federal Power Commission. 

Recommended by the committee on legislation. 

LELAND N. JONES, Jr., Chairman. 

Passed. 

Ayes: Brinkworth, Cooley, Dulski, Gorski, Jones Masterson, Moskal, Tau- 
riello—8. 

Noes: Banas, Frey, Lombardo, Lux, Swartz, Williams—6. 

Present not voting: Ellis—1. 

Approved by the major, April 13, 1955 

Returned to city clerk, April 13, 1955. 

Attest 

JAMES J. McCaBE, 
City Clerk. 


The CHairman. Next we have a statement by Mr. William B. 
Lawless, Jr., corporation counsel of the city of Buffalo, N. Y. 
(The statement referred to follows :) 


STATEMENT OF WILLIAM B. LAWLESS, JR., CORPORATION COUNSEL OF THE CITY 
or BuFFALO, N. Y., AND PRESIDENT OF THE NEW YORK STATE ASSOCIATION OF 
CORPORATION COUNSEL, IN OPPOSITION TO THE Harris BILt, H. R. 4560 


Mr. Chairman and members of the committee, my name is william B. Lawless, 
Jr., and I am the corporation counsel of the city of Buffalo, N. Y. The common 
council of my city has designated me to make known the opposition of the city 
of Buffalo to any proposal which will deprive the Federal Power Commission of 
its authority to regulate the price to be paid to producers of natural gas sold 
in interstate commerce. 
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As president of the New York State Association of Corporation Counsel, em- 
bracing some of the largest cities in the State of New York, namely: Albany, 
Amsterdam, Binghamton, Buffalo, Elmira, Jamestown, Lockport, Mount Vernon, 
Newburgh, New Rochelle, New York, Niagara Falls, Oswego, Poughkeepsie, 
Rochester, Rome, Schenectady, Syracuse, Troy, Utica, Watertown, White Plains, 
and Yonkers; with a total population of 10,247,277 consumers, I am also au- 
thorized to speak in behalf of those cities in opposition to amending the Natural 
Gas Act. 

I am sure that this committee is thoroughly familiar with the impact the 
proposed Harris bill will have on the economy of our country and particularly 
the city of Buffalo. I say—particularly the city of Buffalo—because it was the 
first used in the country of natural gas for general domestic purposes including 
space heating. Our use dates from 1886 and the use of natural gas is so prevalent 
that any unregulated price increase will cost consumers in our city undue hard- 
ship. A difference of 5 cents in the price of gas to producers would automati- 
cally be passed on to the consumers and would cost the citizens of Buffalo over 
$2 million per annum. 

The public service commission has just authorized the Iroquois Gas Corp., 
serving Buffalo, to add 15,000 space-heating customers in addition to the 80,000 
of the 165,000 customers in Buffalo who heat solely with gas. The supplies for 
these customers must be procured from the major pipeline companies. 

Regulation by the Federal Power Commission, supplemented by local regula- 
tion of the Public Service Commission of the State of New York, insures the users 
against unconscionable price increases. The whole system of regulation fails if 
there is no control over the original price. 

With pipelines delivering gas to all sections of the country, there has been 
such a clamor for additional supplies that the producers have been able to ask 
prices unrelated to cost and, unquestionably, as competition continues, the price 
at the wellhead will be raised higher and higher to the unjust enrichment of 
the producers at the expense of domestic consumers. 

A pertinent example of the method of the producers is afforded by the ex- 
perience of our own Iroquois Gas Corp. which negotiated for supplies in the so- 
called Sheridan field in Texas. The producers refused to quote any prices but 
demand that Iroquois, together with other prospective customers, submit blind 
bids and Iroquois in order to be a successful bidder deemed it necessary to bid 
16.5 cents per thousand cubic feet, a price which was then substantially above the 
best market price. Since that time, higher prices have been paid, all on the 
assumption that the price was not subject to regulation by the Federal Power 
Commission. The unreasonableness of this price is apparent when compared 
to the average price of 9.7 cents which major pipelines are paying in the field 
under contracts entered into only a few years ago. 

Continued regulation under the Natural Gas Act and the defeat of the Harris 
bill will protect the public and still enable the producers to continue their 
fabulous earnings. 


The Cuarrman. The Chair presents also for the record at the same 
time a letter from the Columbia Gas System, Inc., that contains 
answers to questions asked of them by the committee. It is informa- 
tion they are furnishing to the committee. 

(The letter referred to follows:) 


THE CoLtumMstIa Gas System, INC., 
New York, N. Y., April 27, 1955. 
Hon. J. Percy PRIEST, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. C. 


Dear Mr, Priest: In compliance with your request of April 23, 1955, relative 
to prices which the Columbia Gas System has paid in the field for gas in 1950 and 
in 1954, I submit the following: 

Columbia Gas System sells at wholesale or distributes at retail in parts of 
seven States; namely, Ohio, Pennsylvania, New York, Maryland, Virginia, West 
Virginia, and Kentucky and in the District of Columbia. Columbia produces gas 
from approximately 8,000 wells in the Appalachian area; purchases gas from 
approximately 7,300 wells owned by independent producers in the same area ; pur- 
chases gas in Texas from the Chicago Corp., which is transported into our operat- 
ing area by Tennessee Gas Transmission Co.; and purchases gas in south Louisi- 





NALURAL GAS 1697 


ana, which is transported into our operating area by Gulf Interstate Gas Co. It 
also purchases gas in our operating area from 4 pipeline companies; namely, 
Panhandle Eastern Pipe Line Co., Tennessee Gas Transmission Co., Texas East- 
ern Transmission Corp., and Texas Gas Transmission Corp. 

Some of Columbia’s subsidiaries are natural-gas companies and are regulated 
by the Federal Power Commission. Other subsidiaries are public utilities and are 
regulated by State public service commissions. Some are combination companies ; 
that is, they are both a natural-gas company and a public utility. All of the sub- 
sidiaries have the obligation to procure a gas supply for their customers so that 
requirements may be taken care of on demand of such customers. 

In 1946 Columbia produced and purchased 70 percent of its gas requirements in 
the Appalachian area and purchased about 30 percent from independent South- 
west pipeline companies. This situation has been reversed. In the year 1954, 
approximately 70 percent of our requirements came from the Southwest and the 
remaining 30 percent was accounted for by production and purchases in the 
Appalachian area. The amount of production and purchases in the Appalachian 
area during this period has remained almost constant. Therefore, the growth 
of our business during this period has been supplied by purchases from the 
Southwest. 

The following tabulation indicates the quantities of gas purchased from the 
independent Southwest pipeline companies in the year 1950 and the delivery 
price paid. It also shows the volume purchased in the Appalachian area and 
the price paid: 





Average cost 





Volume 
Source (thousand — ee Pa 
cubic feet) Pa OUNaE 

cubic feet) 
"Tenens Taal Teen OD... on cS ccuncwcceccsatacecs- 146, 867, 337 | $27, 212, 550 18. 53 
Texas Eastern Transmission Corp----...---.--.---.---------- 88, 024, 710 23, 784, 611 27. 02 
Panhandle Eastern Pipe Line Co...-........-------- Sp appl | 9, 458, 908 1, 764, 261 18. 65 
Tn sn. e educine veieigeetes stein | 4, 822, 746 1, 223, 191 25. 36 
Texas Gas Transmission Corp..-..------------------- kL 18, 147 4, 332 23. 87 
I a a a | 249, 191, 848 | 53, 988, 945 | 21. 67 
Hope Natural Gas Co.?............-...--------.------------- | 8,028,487} 2, 323, 227 28. 94 
Otiner S0GUE UmNeNIOR Sh ic 5 cas ahs is Seed test ain le-5 | 61,001,431 | 11, 106, 352 18. 21 
ie elieak Diskths Daun | 69,029,918 | 13, 429, 579 | 19. 46 
OU IN a eh ek 318, 221,766 | 67, 418, 524 | 21. 19 


1 The Chicago Corp. gas is purchased by one of Columbia’s subsidiaries from fields in the vicinity of 
Corpus Christi, Tex.; the ay paid in the field was 6 cents per thousand cubic feet, measured at an absolute 
pressure of 16.7 pounds. It is transported to our service area by Tennessee Gas Transmission Co. 

2 The Hope Natural Gas Co. purchases large quantities of gas from Tennessee Gas Transmission Co. 
and, therefore, the price paid by us to Hope reflects the price which Hope pays to Tennessee. 
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The corresponding information for the calendar year 1954 is shown in the 
following tabulation : 


| 
} 
| 


A verage cost 
Volume A . ag s 
> Amount (cents per 
Soure si 

~— (thousand paid | thousand 


cubic feet) | | cubie feet) 


Tennessee Gas Transmission Co_. 2 pe oe 153, 893, 237 | $41, 160, 938 4. 75 
Texas Eastern Transmission Corp- -- -- -- Lis abikis et AE OGy 103, 397,550 | 37, 298, 601 | 36. 07 
Panhandle Eastern Pipe Line Co 18, 322, 348 | 4, 648, 963 25. 37 
The Chicago Corp.! Se i ee eae ade 40, 546, 422 | 10, 692, 351 | 26. 37 
Texas Gas Transmission Corp... onthe s { 36, 876, 727 | 9, 405, 878 25. 51 
Louisiana contracts 2_____- ‘ik ae Jade sosa 18, 622, $00 5, 910, 425 31. 74 


DOE PON i= cncnerntenccenverars | 371,659,184 | 109,117, 156 29. 36 


Hope Natural Gas Co.3___--- ui 8, 254, 980 3, 058, 303 | 37. 05 
Caer IRON IE ioc ~ ance - dnc dann téns-seeed i alee 79, 093, 476 17, 688, 532 22. 36 


Total Appalachian ee 87, 348, 456 | __ 20, 746, 838 23. 75 


Total, year 1954. 5 459, 007, 640 7,640 | 1 129, $63, 994 | 28, 29 


1 The Chicago Corp. gas is purchased by 1 of Columbia’s subsidaries from fields in the vicinity of Corpus 
Christi, Tex. The price as of Jan. 1, 1954, increased, in accordance with the terms of the contract which was 
negotiated in 1943. from 6 cents to 7 cents per thousand cubic feet for gas measured at an absolute pressure of 
16.7 pounds. It is transported to our service area by Tennessee Gas Transmission Co. 

2 Includes gas purchased by us in south ose plus transportation cost per thousand cubic feet by 
Gulf Interstate Gas Co. Delivery started Nov. 1, 1954. 

3 The Hope Natural Gas Co. purchases large enteaaieaea of gas from Tennessce Gas Transmission Co. 
and, therefore, the price paid by us to Hope reflects the price which Hope pays to Tennessee. 


In 1951, after being unable to obtain a long-term supply of gas from any 
other source, we went to south Louisiana ourselves and contracted to purchase 
gas. Thirty contracts were made there for gas from 21 fields. 

The price paid for gas in the Erath field in south Louisiana was 20 cents per 
thousand cubic feet. We paid this price because of the large volume of gas 
concentrated in that field and because we were able to negotiate certain contract 
provisions giving us flexibility of take, which do not prevail with respect to 
other Southwest contracts. For the balance of the gas purchased in south 
Louisiana, we paid 16 cents per thousand cubic feet. 

At the same time that we contracted for a gas supply in south Louisiana, 
we contracted with Gulf Interstate Gas Co., a nonaffiliate, to construct and oper- 
ate a pipeline system to gather the gas in south Louisiana and deliver it to us 
in the vicinity of Huntington, W. Va. The operation of this line began on 
November 1, 1954, so the above tabulation reflects only 2 months of operation 
of that pipeline and the average cost of the gas delivered to us, as noted above, 
for the 2 months was 31.74 cents per thousand cubic feet. This price includes, 
of course, the price we paid for the gas in south Louisiana. Currently, Gulf 
Interstate Gas Co. is delivering our gas at the rate of 350 million cubic feet per 
day; the capacity of its system is 375 million cubic feet per day. Of the 350 
million cubic feet per day, approximately 75 million cubic feet are coming from 
the Erath field and the balance from the other locations. During the first quarter 
of 1955, the price of our south Louisiana gas delivered to us by Gulf Interstate 
Gas. Co. at Huntington, W. Va., was 30.08 cents per thousand cubic feet. The 
short haul from south Louisiana as compared with south Texas justifies a field 
price higher than the south Texas prices. 

In summary, the average price for all gas purchased in 1950 was 21.19 cents 
per thousand cubic feet. In 1954 it was 28.29 cents. 

It is requested that you incorporate this letter in the record of proceedings 
before your committee. 

If there is further information which you would like to have, I shall be glad 
to comply with your request. 

Sincerely yours, 
TEORGE S. YOUNG. 
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FEDERAL POWER COMMISSION, 
Washington, May 10, 1955. 
Dr. ANDREW STEVENSON, 
Adviser to the Committee, House Committee 
on Interstate and Foreign Commerce, 
New House Office Building, Washington, D.C. 


DeAaR Dr. STEVENSON: Pursuant to your request of Mr. Carl T. Kallina, by 
telephone on May 6, 1955, the attached table shows the basic determinants of 
the average prices paid in the field for the natural gas allocable to the sales from 
the system of Atlantic Seaboard Corp. This company sells natural gas at whole- 
sale for resale to the utilities distributing natural gas in Washington, D. C., 
Baltimore, Md., and among others, to Commonwealth Natural Gas Corp. for 
resale to distributors in the Richmond, Portsmouth, and Norfolk, Va., areas. 

The data shown in the attachment have been compiled from reports filed with 
the Commission by the various suppliers purchasing natural gas in the field. 
For the year 1950, such data have been taken from the annual reports. For 
the current period, such data have been taken from statements filed by the 
natural-gas companies in support of their pending rate increase applications. 

If there is any additional information desired in connection with the foregoing 
tabulation, please do not hesitate to inquire. 

Sincerely yours, 
JEROME K, KUYKENDALL, 
Chairman, 


Average of prices paid in field for natural gas allocable to sales from the system 
of Atlantic Seaboard Corp. 


CURRENT DATA 





Volume, 
thousand 
cubic feet, Total cost | 
14.73 
Dp. s. i. a. 


Average price 
(cents per 
thousand 
cubic feet) 


Source of gas supply of Tennessee Gas Transmission Co.:! | 
NN EIR ET: 513, 904,054 | $62, 884, 267 | 





Source of gas supply of United Fuel Gas Co.:? | | 
Tennessee Gas Transmission Co 174, 536,846 | 21,363,310 | 
Gulf Interstate Gas Co 127,750,000 | 23,049, 421 | 
Field purchases, Appalachian_____...._._......-.-.---- 37, 530, 124 6, 801, 040 | 
Chicago Corp 4 13, 403, 157 913, 230 | 





353, 220, 127 52, 127, 001 
Source of gas supply of Atlantic Seaboard Corp.: wut 24 
United Fuel Gas Co 97, 357, 000 14, 360, 157 
295, 992 60, 796 | 


14, 420, 953 | 


97, 652, 992 | 











Source of gas supply of Tennessee Gas Transmission Co.:! 
Field purchases, Southwest | 312,361,754 | $15, 788,918 


Source of gas supply of United Fuel Gas Co.:? 
Tennessee Gas Transmission Co--.----.---- 150,420,688 | 7, 611, 287 
Field purchases, Appalachian oO epee SIs 39, 996, 424 6, 194, 869 
Chicago Corp r = 612, 016 32, 567 
191, 029, 128 13, 838, 723 





Source of gas supply of Atlantic Seaboard Corp.: | 
U nited Fuel Gas Co_- alicnattadell ae Joint tailed 32, 130, 094 2, 326, 219 | 7. 24 
Field purchases, Appalachian 1, 211, 346 232, 863 | 19. 22 


33, 341, 440 2, 559, 082 7. 67 





1 Field purchases of Tennessee include amounts from affiliated company now merged with Tennessee. 

? Exclusive of gas produced by United Fuel Gas Co. which approximates 42,000,000 thousand cubic feet 
per year. 

3 At average of prices paid in field by Tennessee. 
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The Cuairman. The Chair will present a letter from the Phila- 
delphia Gas Commission to be included in the record. 
(The letter referred to follows :) 


PHILADELPHIA GAS COMMISSION, 
Philadelphia 5, Pa., April 25, 1955. 
Hon. J. Percy PRIEsrT, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington 25, D.C. 

Dear Mr. Priest: The Philadelphia Gas Commission, of which I am chairman, 
strongly opposes the passage of H. R. 4560 unless it is suitably amended to pro- 
tect the nearly 600,000 customers in Philadelphia against unwarranted increases 
in rates. 

The Philadelphia Gas Commission is the body established by ordinance of 
council to regulate the rates of the Philadelphia Gas Works, a municipally owned 
utility. Four of its five members are public officials, specially designated to sit 
on this commission, the fifth being a representative of the management company, 
the United Gas Improvement Co. We are advised in our deliberations by a con- 
sulting gas engineer, Mr. Charles R. Bellamy, long in charge of gas engineering 
for the Columbia gas system, and now an independent engineer. Inasmuch as 
ours must be the burden of recommending increases in gas rates which might be 
necessary if prices of natural gas to the pipelines increased still further, it is 
incumbent upon us to do all that we can to see that this does not happen. 

The Philadelphia gas works has been using natural gas in mixed gas service 
in the city of Philadelphia since 1948. A 20-year contract for natural gas was 
signed at that time with the Texas Eastern Gas Transmission Corp., at prices 
which justified the hope that economies resulting from the use of natural gas 
could be passed on to the general public and that the markets for gas could be 
expanded with overall benefit. Consequently, rates were reduced after conver- 
sion to mixed gas was completed. The Philadelphia city gate price of natural 
gas, which in 1948 averaged 30 cents per M c. f., will be 39 cents per M c. f. this 
year, or 30 percent higher than the original contract price. During this short 
period, the field prices of natural gas upon which Philadelphia deliveries are 
based have advanced from 6 cents and 7 cents per M ec. f. to 12 cents, 13 cents and 
16 cents per M c. f., an increase of 100 percent plus. The economies of natural gas; 
widely publicized when the pipelines entered this area, therefore are not proving 
to be as substantial as expected, and unless field prices soon become stabilized at 
some reasonable figure, the consuming public in Philadelphia (as in many other 
northeastern cities) will realize little or no benefit from one of our Nation’s great 
mineral resources, namely natural gas—the ideal fuel for domestic heating pur- 
poses. 

The facts show that the field price of natural gas has advanced more rapidly 
since the war-time price controls were lifted than either the field price of oil or the 
mine price of coal. Furthermore, we contend that the producers of natural gas 
have submitted no evidence whatsoever to justify the rate at which natural gas 
field prices have advanced during the past 10 years. A field price of 5 cents per 
M c. f. must have appeared attractive to some of the big producers of natural gas 
about 8 years ago when they invested many millions of their own money and 
millions of Government money in a chemical process, which it was claimed gave 
natural gas that value as a raw material. Now, afew short years later, with new 
supplies of gas presently being offered at 15 cents to 20 cents, field prices are 
up more than 200 percent and are threatening to exceed a 300 percent increase. 

We have recently approved the purchase of a small increment of natural gas 
by this Philadelphia gas works. Unless some measures are taken to control 
future price advances, any further approvals would have to receive the most 
serious scrutiny. Indeed, if prices increase still further, it might be necessary to 
take appropriate action to relieve the Philadelphia gas works of its commitment 
to purchase as much natural gas as it is now receiving. 

As the price of natural gas increases, the market for natural gas shrinks in 
size. Because of this fact, contract equity demands that the buyer’s obligation 
with respect to quantity should be as flexible as the seller’s obligation on unit 
price. In this case, the seller is the natural-gas producer and the real buyer is 
the public utility, with the pipeline company serving as the intermediate trans- 
portation system. This price-quantity relationship is a basic and governing 
feature of our free enterprise system 
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While we are primarily concerned with the interests of the Philadelphia con- 
sumers of natural gas, we are looking to you to provide legislation that will fully 
protect the best interest of all consumers. To the extent that the regulatory 
powers of the Federal Power Commission are required for this purpose, we 
strongly urge their use. 

Very truly yours, 
JOSEPH D. BURKE, Chairman. 


The CuatrMan. Next is a letter from Gov. LeRoy Collins of Florida 
for inclusion in the record at this point. 
( The letter referred to follows :) 


STATE OF FLORIDA EXECUTIVE DEPARTMENT, 
Tallahassee, April 26, 1955. 
Hon. J. Percy Priest, 
Chairman, Interstate and Foreign Commerce Committee, 
House Office Building, Washington, D.C. 

Dear Mr. CHAIRMAN: As I understand it, H. R. 4560 is now pending before 
your committee, and action thereon is expected within a relatively short time. 

I have sensed in our State considerable favor for this measure, and based upon 
representations which have been made to me I wish to add my recommendations 
to those who are seeking enactment of this law. 

So far as the production of natural gas is concerned, Florida accounts for 
hardly more than enough to earn it a place on the stutistical tables. As for 
gas consumption, we also rank far down the line in this respect. Nevertheless, 
the people of Florida have a deep and compelling interest in seeing that Federal 
price controls not be extended beyond what necessity may require. 

As I understand it, the production of natural gas is primarily an intrastate 
activity, one that is already efficiently and adequately regulated by State con- 
servation agencies. Federal control over the field price of gas will almost inevi- 
tably result in Federal control in effect if not in name, over all phases of gas 
production. In such an event, a head-on collision between the Federal Govern- 
ment and State conservation authorities can hardly be avoided, nor can it be 
doubted that States rights will be the ultimate loser. 

The following State organizations here have recently made strong expressions 
against these federal Controls and in favor of H. R. 4560: 

Florida State Chamber of Commerce 
Florida State Cattlemen’s Association 
Florida League of Municipalities 
I join them in this position. 
Sincerely, 
LeRoy CoLirns, Governor. 


Now. may the Chair state that we hope to move as rapidly as possible 
without crowding anybody during the afternoon. We have Mr. J. 
Hardy Johnston of Memphis, Tenn., as our first witness. It is the con- 
tention of the Chair to follow next in order with Mr. Charles Sawyer, 
city attorney of Minneapolis, Minn.; to follow next in order with Mr. 
James R. Durfee, chairman of the Public Service Commission of Wis- 
consin; next, Mr. Samuel H. Liberman, city counselor of St. Louis, in 
that order unless there is some practical reason developing for a change 
in the program. 

Mr. Johnston, if at any point you prefer to brief your statement and 
summarize it orally, it will be proper to do so and the entire statement 
will be included in the record. 





1702 NATURAL GAS 


STATEMENT OF J. HARDIE JOHNSTON, ON BEHALF OF THE MEM- 
PHIS LIGHT, GAS, AND WATER DIVISION, CITY OF MEMPHIS, 
TENN. 


Mr. Jonnston. Thank you, Mr. Chairman. 

I would like to say that the city of Memphis, Memphis Light, Gas 
and Water Division, appreciate the opportunity of appearing before 
your committee and we regret that our president, Thomas H. Allen, is 
unable to appear. 

Memphis Light, Gas and Water Division supplies electricity and gas 
services throughout Shelby County, Tenn., in which Memphis is locat- 
ed, and supplies water to the city of Memphis and the area immediately 
adjacent thereto. We, therefore, appear before this committee of the 
Congress in behalf of the citizens of Memphis and Shelby County, 
Tenn. Our primary responsibility is to the consumers of electricity, 
gas and water supplied by this division. 

This statement prepared by Thomas H. Allen, president, is presented 
in his name by Mr. Hardie Johnston, rate department of the Memphis 
Light, Gas, and Water Division and conforms to the views of the board 
of commissioners of the city of Memphis and the board of light, gas 
and water commissioners. 

Memphis Light, Gas, and Water Division owns and operates the gas 
distribution system which serves the city of Memphis and Shelby 
County. Natural gas is supplied for domestic, commercial, and indus- 
trial uses. This dviision serves a total of 134,170 gas customers, for 
whom we purchase 43,592,883 M ce. f. annually. 

Gas is the primary fuel in the city of Memphis. Approximately 95 
percent of the houses in the city of Memphis use gas for heating, and 
the percentage of houses using gas for cooking and water heating is 
slightly higher. Commercial establishments and industries in Mem- 
hpis and Shelby County almost completely depend upon natural gas 
for fuel. A number of our industries use gas as a raw material in the 
manufacture of chemical products. Supplying natural gas is there- 
fore a service of vital importance to this area. 

The people of this city and county are dependent largely upon natu- 
ral gas for fuel. Anything that affects the availability of natural gas 
for residential, commercial and industrial purposes or that affects the 
economics of the gas business is of vital interest to this community. 

Natural gas is supplied to the city of Memphas by Texas Gas Trans- 
mission Corp., who delivers gas to the city of Memphis over 4 pipe- 
lines, 2 of which terminate at Memphis and 2 terminate in Ohio. 

Texas Gas Transmission Corp. buys gas from fields located in 
Louisiana and eastern Texas. Whatsoever affects the price of gas 
supplies to Texas Gas Transmission Corp. for delivery to Memphis 
also affects the price this division must charge its customers in Mem- 
phis and Shelby County. 

lor these reasons, we appear before this committee of the Congress. 

Some years ago, we appeared before the Committee on Interstate 
and Foreign Commerce of the House in support of H. R. 2185, H. R. 
2235, and H. R. 2292, which was legislation similar to that now being 
considered. At that time, we were of the opinion, and so stated, that 
regulation of production and gathering of natural gas should be left 
to the States in which the gas originated and that the regulation of 
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the price and the character of service in any community should be in 
the hands of the utility commission of the State wherein gas is dis- 
tributed and delivered to the ultimate users. ' 

It is the function of the pipeline companies to acquire gas at the 
production and gathering end of the line and deliver it to the distrib- 
uting utilities, and because the pipeline companies, with few excep- 
tions, operate in interstate commerce, it was then our opinion and is 
now that they should be regulated by the Federal Government. We 
further made the statement that in case local regulation failed to pro- 
duce results which were in the interest of the Nation that then, and 
only then, should there by Federal regulation of the producing and 
gathering companies. 

This plea for regulation of the price of gas by State authorities was 
made in 1947, but it has not been heeded. It is a familiar fact that 
the price of gas has increased at a rate that is alarming since that 
time. The Federal Power Commission has done an excellent job of 
regulating the natural gas pipelines of the country and the natural 
gas pipelines have done an excellent job in bringing this source of 
energy to the people. But it must be understood that the cost of oper- 
ating a pipeline is dependent upon the cost of natural gas to supply 
that pipeline. We believe it is a fact that the cost of the gas is, at 
least, half the cost of operating a pipeline, and in many instances the 
cost of gas may run as high as 80 percent of the total cost. 

The pipeline companies are in the fortunate position that whenever 
the price of gas to them goes up an application can be filed with the 
Federal Power Commission for an increase in price, and as we view 
the situation the Federal Power Commission has no alternative other 
than to grant this increase which of course must be absorbed by the 
distributing company who in turn must pass it on to the customer. 
A great deal has been said about the percentage of increase in the 
price of gas to the residential consumer within the last few years. 
Percentagewise, this has been true, but in cents per thousand cubic 
feet the increase has been rather large and if you apply the increase 
on a percentage basis to the industrial customer it will be much larger. 

Unless the Federal Power Commission has authority to regulate the 
field price of gas, regulation is partial only. Of course, the regulation 
must be just and wisely administered and the formulas that have been 
previously used for the regulation of pipelines must now be augmented 
by other formulas which fit the requirements of the new responsibility. 

We do not pose as experts in the matter of gas production. We are 
not engaged in and therefore do not have experience in drilling, devel- 
oping, and operating gas and oil fields, and it is our aim to avoid any 
pretense that we have knowledge or experience which we do not have. 
But it seems to us to be a fact that the producing States have done a 
remarkable job in the conservation of gas and in regulating conditions 
under which gas fields may be developed and operated. 

As natural gas in large quantities is produced in a limited number 
of States, it is quite natural that these State governments should desire 
that the sums of money collected for raw materials produced in these 
States and shipped out of State should yield the maximum amount of 
revenue to its citizens. We believe that it is for these reasons that there 
has been no legislation or regulation established in the producing 
States which tends to, in any wise, regulate the prices paid for natural 
gas, except in a few States minimum prices have been established. This 
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situation is understandable and we certainly recognize that a product 
so valuable as natural gas should bring a price in the field that covers 
the costs of discovery, exploration, and development of the producing 
wells. If we are to have continuous discoveries of new sources of sup- 
ply, the natural-gas business must be attractive and the yield must . 
sufficient to warrant the hazards and disappointments of exploration. 
We, therefore, think that this whole problem presents aspects which 
are quite different from those presented in the operation of either a 
pipeline company or a distributing company. 

On the other hand, there was a time when natural gas was more of 
a nuisance than an asset, and the investments made in pipelines and 
distribution facilities by the transmission and distributing companies 
have converted this nuisance into a valuable asset. Whatever value 
natural gas has in the field is in part due to the pioneering and explora- 
tion of the producing and gathering companies, in part to the invest- 
ments made by distributing utilities, and in part by the investments 
made by individual homeowners, storekeepers, and factory owners all 
over the land in appliances and equipment to put this natural gas to 
work for the benefit of the public in all the many ramifications of our 
modern living and working conditions. Investments made in trans- 
mission, distribution systems, appliances, and gas-consuming appara- 
tus has been largely responsible for the conversion of a nuisance into 
a source of wealth. 

The public that uses natural gas, the utilities that distribute it, and 
the transmission pipeline companies who have jointly created the 
means by which gas has been given value, need protection from exorbi- 
tant profits being paid to the producer who would have little profit 
were it not for the investments made to utilize the gas produced in the 
fields. 

We, therefore, come before this committee of the Congress believing 
that we have a righteous cause in stating our case to the effect that 
conditions under which natural gas has been priced in the fields and 
the nature of the contracts that have been made have increased the 
price of natural gas so rapidly in recent years that we are obligated to 
present a plea that gas prices in the fields be regulated by the Federal 
Government. 

Much of the investment by utilities and customers of the utilities is 
made on the assumption that the cost of service will be fairly stable. 
In making this statement, we do not by any means infer that utility 
rates should be maintained at a fixed level. We recognize that prices 
for raw materials may rise. We recognize that actual costs of discov- 
ery and development have gone up with the cost of land, labor, and 
materials. Certainly the costs of pipeline operations have increased 
with increasing costs of labor, machinery, supplies, and services pur- 
chased by the pipeline companies. The same thing is true in the 
distributing utility field. 

One of our causes of concern in regard to gas prices is the escalator 
clause and what is known as the favored-nation clause in contracts for 
natural gas, These devices in the contracts for automatically increas- 
ing the price of natural gas without any consideration being given 
to the effect on the economies of an area being supplied with natural 
gas, seem to us foreign to all concepts as to the public nature of the 
utility business. The concept that gas is a commodity like groceries, 
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machinery, or any other merchandise and that a producing well is no 
part of a utility is to our thinking untenable. 

Some people would have you think that the regulation of the price 
of gas in the fields might lead to the regulation of coal, oil, salt, et 
cetera, all of which are mining operations. It seems to us that natural 
gas is different from the other products in that the distributing com- 
pany usually has no choice in its purchase of natural gas. It buys 
from the pipeline that is built to the city, or it does not buy natural 
gas. This is certainly true of Memphis. The individual or company 
wanting to purchase coal has the choice of several sources of supply 
and at different prices. This situation is equally adaptable to oil. Cer- 
tainly the source of energy is a part of a gas public utility. 

Certificates of convenience and necessity issued by the Federal 
Power Commission are predicated upon a reasonable supply of gas 
over a sufficient period of time and at a price level that will permit 
the pipeline company to earn a return on its investment and maintain 
a supply of gas to the distributing utilities and customers of these 
utilities, who have made investments based on the adequacy of the 
supply at prices fixed at the time. 

One point of view is that once the producing field and its gathering 
pipelines are committed to supply a certain volume of gas over a given 
period of time, to a particular utility system, that this field and the 
gas impounded in the field for the benefit of the utility becomes a part 
of, or at least is dedicated to, the particular utility’s operations that 
are supported by this supply. These utilities and their customers, 
therefore, have a direct interest in whatsoever affects the price of the 
gas so dedicated. An extreme position might be taken that once the 
wells have been developed and the gathering lines have been built 
that they should then stand in the same relationship before the regu- 
lating bodies as do the other facilities that provide fuel to the ultimate 
consumers, 

The way in which the escalator and favored-nation clauses have 
actually operated has been disturbing to many distributing companies 
and certainly is a matter of vital importance to the communities served. 

We, therefore, come before this committee of the Congress request- 
ing that legislation not be enacted that will change the recent decision 
by the Supreme Court which gives the Federal Power Commission 
regulation over the field price of gas. We do request that legislation 
be passed, if necessary, that will require the Federal Power Commis- 
sion to assume and exercise this jurisdiction and that if a larger staff 
or an increased budget is necessary to carry out the program, that this 
be provided. We feel quite sure that the Federal Power Commission 
will see that gas-producing facilities will yield reasonable profits at 
just and reasonable prices to insure stable operations of the utilities 
served. 

We recognize the problems this poses for either the legislator or 
the body that is given the right of regulation. We recognize that regu- 
lation of the price for natural gas at the wells will require concepts 
quite different from those that govern the regulation of pipelines and 
distributing companies. 

We would point out that the tax laws are extremely liberal toward 
the producers and they enjoy benefits that accure from these tax laws. 
We believe that this problem is a technical one and that it should be 
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left within the jurisdiction of the Federal Power Commission to work 
out these formulas. The Federal Power Commission has behind it a 
long history of excellent service to the Nation. The Commission has 
provided protection both to utilities and to consumers, to the end that 
the pipeline and utility companies are able to earn a reasonable return 
on their investments and the price paid by ultimate consumers has been 
an economically feasible price for the service rendered. The Federal 
Power Commission has done much to stabilize the utility business in 
all its many branches. 

We are confident that if this matter is left in the hands of the Fed- 
eral Power Commission that the problem, difficult as it may be, can 
be worked out in a way that protects the producer, the pipeline com- 
pany, the distributor, and the consumer. 

The Cuarrman. Thank you very much, Mr. Johnston. 

Are there any questions / 

Mr. Dotuiver. Mr. Chairman ? 

The Cuarrman. Mr. Dolliver. 

Mr. Dottiver. [ take it, Mr. Johnston, from the first part of your 
statement that you have changed your position over the last few years 
with respect to this type of legislation ? 

Mr. Jounston. We have; yes, sir. 

Mr. Do.uiver. Originally you favored Federal Power Commission 
having no jurisdiction over the production and gathering of gas: 

Mr. Jounston. Originally we favored leaving that with the State 
commissions; yes, sir. 

Mr. Dotutver. Now, you are here favoring the control by the Fed- 
eral Power Commission ? 

Mr. Jonunston. Yes, sir. 

Mr. Do.tiver. I note on page 3 in your statement, at the bottom of 
the page, it says: 

But it must be understood that the cost of operating a pipeline is dependent 
upon the cost of natural gas to supply that pipeline. We believe it is a fact that 
the cost of the gas is, at least, half the cost of operating a pipeline, and in many 
instances the cost of gas may run as high as 80 percent of the total cost. 

You mean that that is a nationwide figure, or does that merely apply to 
the area which you represent ? 

Mr. Jounsron. No, sir; I do not mean a nationwide figure. There 
are particular instances where it does run 80 percent or better. Ten- 
nessee Natural was mentioned this morning, and that is one of them. 

Mr. Dotutver. Tennessee Natural ? 

Mr. Jounston. Yes. 

Mr. Do.uiver. The longer the pipeline, the greater the percentage 
of gas price is attributable to the cost of pipeline operation, is that 
true ? 

Mr. Jonnston. That is true. 

Mr. Dotutver. So when you say 80 percent, you are referring to the 
local situation in Memphis? 

Mr. Jounston. The local situation in Memphis, sir, is that we pay 
on the average about 25 cents for gas. The average field price paid 
by Texas Gas is approximately 12.8 cents. 

Mr. Dotttver. So it is approximately 50 percent ? 

Mr. JoHnston. Yes, sir. It is a variable, no doubt about that. 
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Mr. Dotitver. I am not quite clear as to the nature of the organiza- 
tion you represent. Is that a private corporation or semipublic corpo- 
‘ation, or what is it ? 

Mr. Jonnston. It is owned by the city of Memphis as is the electric 
distributing facility and the water distributing facility. 

Mr. Dotitver. All those public utilities are furnished by the 
Memphis Light, Gas & Water Division, is that it ? 

Mr. Jounston. Yes, sir. 

Mr. Dotitver. Thank you. 

The CuarrMan. Are there any other questions ? 

We thank you very much Mr. Johnston for your statement. 

Mr. Jounston. Thank you, gentlemen. 

The Cuatrman. The next witness will be Mr. Charles A. Sawyer, 
who is the city attorney for Minneapolis, Minn. 

Before Mr. Sawyer begins his statement the Chair would like to 
again make inquiry in order to try his best to arrange this program. 
Is Mr. Kent Brown of the public service commission of New York 
in the room ? 

Is Mr. Campbell Brown here ? 

Is Mr. Francis T. Mylott in the room ? 

May the Chair inquire again, and I hope you will be patient with 
me for just a minute because we have to try to do a little arranging 
here, is Mr. Robert Gibbons, public utility commission of St. Paul, 
Minn., present ? 

Is there a representative here for the city of Newport News, Va. ? 

I will do this inquiry again later and you may proceed with your 
statement at this time, Mr. Sawyer. 


STATEMENT OF CHARLES A. SAWYER, CITY ATTORNEY, ON BEHALF 
OF THE CITY OF MINNEAPOLIS, MINN. 


Mr. Sawyer. Mr. Chairman and gentlemen, I am the city attorney 
of the city of Minneapolis, Minn. While I have been with the city 
attorney’s office for a number of years, I have been city attorney for 
a short time and do not purport to be an expert on the subject of 
natural gas. I do not intend to read my statement, but will do my 
best to summarize it and abbreviate it quite substantially. 

The Cuatrman. Mr. Sawyer, you are my lifelong friend. 

Mr. Sawyer. I have other friends in Tennessee. 

The CHatrman. Thank you. Your statement will appear in full 
in the record. 

(The statement referred to follows: ) 


STATEMENT OF CHARLES A. SAWYER, City ATTORNEY, MADE ON BEHALF OF THE 
Ciry OF MINNEAPOLIS, IN RE H. R. 4560, Harris BILi 


MINNEAPOLIS USES NATURAL GAS 


I am the city attorney of the city of Minneapolis, and I have been instructed 
to appear before your committee in opposition to the Harris bill, H. R. 4560, 
and to any other bills before your committee proposing to withdraw from the 
Federal Power Commission the power to regulate field prices or wellhead prices 
of natural gas. 

On March 11, 1955, our city council unanimously adopted a resolution opposing 
the Harris bill, and supporting the position which I am taking before your com- 
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mittee. Our city council adopted a similar resolution in opposition to the so-called 
Kerr bill in 1950. 

At the present time it is estimated that the city of Minneapolis has a popula- 
tion of over 600,000. St. Paul, which adjoins Minneapolis on the east, has an 
estimated population well over 300,000. These twin cities, with their immediate 
suburbs, have substantially over a million people. The people of the city of 
Minneapolis are furnished with natural gas by the Minneapolis Gas Co. which is 
purchased from the Northern Natural Gas Co., which pipes it from the pro- 
ducing fields in the South. The people of St. Paul likewise use a large amount 
of natural gas distributed by the Northern States Power Co., which in turn buys 
its natural gas supply from the Northern Natural Gas Co. The Minneapolis Gas 
Co. furnishes natural gas for 22 suburban communities. 

The Northern Natural Gas Co. is one of the major pipeline companies in the 
United States. According to figures furnished in a report recently made by 
Leland Olds, formerly chairman of the Federal Power Commission, the capacity 
of the Northern Natural Gas Co.’s transmission lines is approximately 7.6 per- 
cent of the total capacity of the major transmission lines in the United States. 
(Old’s report, p. 26.) 

In 1954, the Minneapolis Gas Co. purchased 18.7 percent of the total supply 
of the Northern Natural Gas Co., and the Northern States Power Co. for St. 
Paul purchased an additional 9 percent, so that the twin city area in 1954 used 
approximately 27.7 percent of the total gas furnished by the Northern Natural 
Gas Co. 

In 1954, the Minneapolis Gas Co. had nearly 142,000 customers using gas for 
heating homes. The number of residence units is substantially more than that 
figure because it includes many customers who have one gas heating unit for 
large apartment buildings. It is estimated that more than 80 percent of the 
homes and apartments in the city of Minneapolis are heated by gas. 

Minneapolis has a cold climate. In 1954, Minneapolis had 7,474 degree days, as. 
compared with 5,642 degree days for Omaha, Nebr. I think it is safe to say that 
Minneapolis probably has the coldest climate of any large city in the United 
States which is a large user of natural gas. 

I have mentioned the foregoing figures to indicate the extent to which our 
city and our urban area are interested in the price of natural gas. 

The city of Minneapolis has a franchise or contract with the Minneapolis Gas 
Co., and according to that contract the gas company is to receive a return on its 
investment of not more than 6% percent; and annual rates are adjusted up- 
ward or downward in accordance with the earnings of the company. Therefore 
it is the customers in the city of Minneapolis which receive the benefits of low 
natural gas rates, and not the company through excess profits. 

I have been in touch with attorneys for a number of suburban communities 
served by the Minneapolis Gas Co., and these communities likewise are greatly 
interested in the proposed current legislation. 


NATURAL GAS ACT——-PUBLIC INTEREST 


In section 1 (a) of the Natural Gas Act Congress declared “that the business 
of transporting and selling natural gas for ultimate distribution to the public is 
affected with a public interest, and that Federal regulation * * * is necessary 
in the public interest.”” The necessity of Federal regulation is emphasized by 
the fact that under the decisions of the United States Supreme Court, the latest 
in the Phillips Petroleum Co. case (347 U. S. 672), it has been held that field 
prices of natural gas which moves from the wells through pipelines in inter- 
state commerce are not subject to State regulation. At the same time the Su- 
preme Court in the Phillips case recognized that unreasonable field prices “be- 
come perpetuated in large part in fixed items of costs which must be covered 
by rates charged subsequent purchasers of gas, including the ultimate con- 
sumer” (p. 680). 


NATURAL GAS PRICES HAVE GREATLY INCREASED 


At one time the Minneapolis Gas Co. manufactured its own gas. Later it used 
a mixture with natural gas. Since 1948 it has been using solely natural gas. 
The cost of production of the natural gas included in the cost of service figures 
of the Northern Natural Gas Co. in its rate hearings before the Federal Power 
Commission has increased from 3.35 cents per thousand cubic feet in 1947, to 
13.12 cents per thousand cubic feet in 1954, a 300 percent increase. In 1947, the 
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cost of production was only a little more than 18 percent of the total expense 
of the Northern Natural Gas Co., whereas in 1954 the cost of production was 
nearly 43 percent, an increase of more than 130 percent. The cost of gas to the 
Minneapolis Gas Co. in 1948 represented an amount equal to about one-third of 
the revenue of the company, whereas in 1955 the cost of gas was equal to 52 
percent of that revenue. The actual cost per thousand cubic feet to the Minne- 
apolis Gas Co. of natural gas has increased from a little less than 19 cents in 
1948 to nearly 38 cents in 1955. That is, the cost of gas has practically doubled- 

Since September 1950, the Northern Natural Gas Co. has filed five rate in- 
creases with the Federal Power Commission. Four of these rate increases have 
been heard and determined by the commission. In each case the commission 
substantially reduced the rates from the tariffs filed, but also in each case sub-- 
stantial increases from the previous rates were granted. 

The necessity of Federal regulation of rates charged by pipelines is indicated 
by this series of rate increases. According to the order of the Federal Power 
Commission, dated November 10, 1954, page 4, the total cost of service for the 
operations of the Northern Natural Gas Co. from September 27, 1950, through 
December 31, 1953, was about $155 million (see order 11-50-54, Docket G. 1382, 
etec., F. P. C.). When the Federal Power Commission fixed the rates (in one case’ 
the rate was fixed by stipulation approved by the Commission) refunds of moneys: 
paid in by the distributing companies to the Northern Natural Gas Co., ordered 
by the United States Circuit Court of Appeals and by the Federal Power Com- 
mission, amounted to about $10% million for this same period, or about 7 per- 
cent of the total cost of service. In other werds, the Commission found that the 
tariffs filed were 7 percent in excess of reasonable charges. This excess would 
have been substantially greater except for the fact that following the filing of 
each increased tariff the Commission suspended each tariff for a period of 5 
months, as it was authorized to do under the Natural Gas Act pending hearing. 

For several years the Minneapolis Gas Co. absorbed most of the increased costs 
of its operations, including the increased price of gas through increasing its vol- 
ume of business, which in turn resulted in decreased unit cost. In January of this 
year, however, it was necessary for the Minneapolis Gas Co. to increase the price 
of gas to its residential customers 15 cents per thousand cubic feet, an increase 
of about 20 percent. This increase has filled much of the gap between the price 
of natural gas and that of fuel oil for residential use, and naturally Minneapolis 
residents are much concerned about the situation. We can forsee that without 
regulation by the Federal Power Commission the price of natural gas may soon 
equal, if not exceed, the price of oil, and we are convinced that such prices would 
be far in excess of reasonable return on the costs and the investment of the pro- 
ducers. As stated by former President Truman in his veto of the Kerr bill on 
April 15, 1950, the excessive prices which would result from withdrawing regu- 
lation “would give large windfall profit to gas producers, at the expense of con- 
sumers, with no benefit to the Nation in terms of additional exploration and 
production.” 

COMPETITION OR MONOPOLY 


The principal argument advanced in support of the Harris bill, for with- 
drawal of the jurisdiction of the Federal Power Commission over field prices 
of natural gas moving in interstate commerce, is that exploration and develop- 
ment is necessary to provide new and additional sources of supply for the pipe- 
line companies and the ultimate consumers. The argument goes on that com- 
petition among the producers will keep the price of gas at a reasonable level. 
Anyone at all familiar with the situation will know that this is not true, that 
there is no real and substantial competition in the production end of the natural- 
gas industry because a large percentage of the gas being produced and of the 
gas reserves being developed are in the hands of a small group of large com- 
panies. As you probably know, an extensive study of this whole subject has 
been made by Leland Olds, formerly Chairman of the Federal Power Commission. 
The study was made in behalf of the Energy Research Associates, an affiliate of 
the Public Affairs Institute of Washington, D. C. In his report Mr. Olds dis- 
cusses at length this concentration of ownership and control of gas production 
and gas reserves (pp. 29-31). To make the situation worse, many of the same 
companies which own and control the gas production likewise own and control 
a large part of the oil production, including fuel oil. These companies realize 
that they are greatly impeded in the promotion of fuel oil sales by the sub- 
stantially lower price of natural gas. In his report Mr. Olds quotes Mr. A. M- 
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Rippel, manager of the gas department of the Phillips Petroleum Co., which com- 
pany is one of the very large owners of gas and oil wells and reserves (report, 
p. 20). Mr. Rippel states in substance that the price of natural gas may be 
temporarily suppressed or even reduced by regulation, which could create tre- 
mendously increased competition for the heating oil business, which the gas 
producers and the oil marketers do not want. 

As far back as 1943, in the case of Federal Power Commission v. Hope Gas 
Company (320 U. S. 591, 610), the United States Supreme Court made the 
following statement: 

“Moreover, the investigations of the Federal Trade Commission had disclosed 
that the majority of the pipeline mileage in the country used to transport natural 
gas, together with an increasing percentage of natural-gas supply for pipeline 
transmission had been acquired by a handful of holding companies. State com- 
missions, independent producers, and communities having or seeking the service 
were growing quite helpless against these combinations.” 

Since the decision in that case the concentration of ownership of gas wells 
and gas reserves has continued. At the same time the demand for natural gas 
has grown tremendously, so that the situation presents a seller’s market. In 
1950, in his veto of the Kerr bill, former President Truman described the situa- 
tion as follows: 

“* * * Unlike purchasers of coal and oil, purchasers of natural gas cannot 
easily move from one producer to another in search of lower prices. Natural gas 
is transported to consumers by pipelines, and is distributed in a given consuming 
market by a single company. The pipeline companies, and in turn the consumers 
of natural gas, are bound to the producers and gatherers in a given field by the 
physical location of their pipelines, which represent large investments of funds, 
and cannot readily be moved to other fields in search of a better price. 

“These characteristics of the natural-gas business impose natural limitations 
upon effective competition among sellers. Competition is further limited by the 
degree of concentration of ownership of natural-gas reserves. While there are a 
large number of producers and gatherers, a relatively small number of them own 
a substantial majority of the gas reserves. Furthermore, the demand for natural 
gas has been growing phenomenally in recent years, and its natural advantages 
as a fuel, coupled with its present price advantage, indicate that demand may 
soon be pressing hard upon total supplies. 

“It is argued that regulation of sales of natural gas to pipeline companies 
would discourage producers and gatherers from selling this gas in interstate 
commerce, and would discourage exploration and development of new wells. This 
claim rests primarily on the assumption that the Federal Power Commission 
would apply standards of regulation which did not take account of the peculiar 
circumstance of natural-gas production—such as the cost of exploration and 
development, including the drilling of dry holes. I do not believe this assump- 
tion is well founded. On the contrary, I am confident that the Commission will 
apply standards properly suited to the special risks and circumstances of inde- 
pendent natural-gas producers and gatherers.” 

Obviously, the common ownership of gas and oil production by large com- 
panies dislocates the operation of free competition in the producing fields. The 
companies owning and producing the large oil supplies are interested in main- 
taining the price of fuel oil by limiting the production of gas, and thus raising 
its price. This is particularly true since for many of these companies the pro- 
duction and sale of gas is but a comparatively minor incident to their larger 
business of production and sale of gasoline and fuel oil. 

Another factor that throws free competition out of balance is found at the 
consumers’ end of the line. For instance, in the city of Minneapolis and its 
suburbs it is estimated that more than $35 million is invested in gas-burning 
equipment. This figure is based upon an average cost of conversion from oil to 
gas or coal to gas of $250. Many installations cost more than that, and the large 
installations for apartment buildings and multiple dwelling units is oftentimes 
several times that amount. These installations were made with the expectation 
of a reasonably stable gas market. They were made during conditions of effec- 
tive control by the Federal Power Commission, so that the price of gas would 
be reasonably related to the cost of exploration, production, and transportation. 
If the Natural Gas Act is to be amended so that the field price of natural gas 
moving in interstate commerce can rise without any limit excepting that of com- 
petition so that the price of gas equals or exceeds that of oil for heating purposes, 
then their investments are as good as lost, and the amortization of their invest- 
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ment through savings from the use of natural gas cannot be accomplished. Here, 
again, natural gas can reach a price even above that of fuel oil before the resi- 
dential customers will dare to reconvert to oil-burning equipment. This recon- 
version from gas to oil, it is estimated, for the customers in Minneapolis and 
suburbs, would cost in the neighborhood of $50 million. This is based upon an 
average reconversion cost of $350, including oil tanks, which will be necessary in 
that generally speaking oil tanks have been removed when gas-burning equip- 
ment has been installed. I ask you, if the residents of Minneapolis and of 
numerous other communities are put in this plight, whether our Congress has 
kept faith with these millions of citizens. 

It is argued that regulation of the field price of gas would discourage explora- 
tion and development, but why is this true? The Federal Power Commission 
legally must fix a reasonable price on gas, and this reasonable price must yield 
a reasonable return on the investment after making proper allowance for all 
exploration and production costs, including the drilling of dry wells. The Com- 
mission has been making such allowances to the Northern Natural Gas Co. In 
1954 over a million dollars was allowed in its cost of service, to cover explora- 
tion and development costs, and large sums of money have been allowed to it 
prior thereto, for nonproductive well drilling, delay rentals, and abandoned 
leases and the like. In fact, since the pipeline companies which are also in the 
producing business have been allowed for these exploration and production 
costs in their cost of service as a basis for determining a reasonable return on 
their investment, they should not be permitted to again realize on these costs 
as they are reflected in the field price of natural gas. The allowance of these 
exploration and development costs as operating expenses when a pipeline com- 
pany is also a producer, is recognized by the United States Supreme Court in 
the Hope Gas Company case (320 U. 8S. 591, 615). Of course investors and pros- 
pectors would like to be able to realize large returns on the country’s natural 
resources or “windfalls,” as former President Truman called them, but there 
appears no good reason why adequate capital cannot be attracted to be devoted 
to these purposes, and with the promise of reasonable return as guaranteed by 
the regulation of the Federal Power Commission ; and if the producing companies 
disagree with the determination of the Federal Power Commission they have 
their appeal to the courts. 

CONCLUSION 


Our Congress has declared that the regulation of transporting and selling 
natural gas is affected with the public interest and is necessary in the public 
interest. The facts appear to sustain this conclusion of Congress, and seem to 
indicate that regulation becomes more and more necessary to protect the rights 
of the consuming public. In the recent Phillips Petroleum Co. case, decided on 
June 7, 1954 (347 U. S. 672), in sustaining the jurisdiction of the Federal Power 
Commission to regulate the field price of gas moving in interstate commerce, 
the Court stated on pages 800 and 801 that the prices charged for gas in the field 
have a direct and substantial effect on the price paid by the ultimate consumers. 
The Court went on to say: 

“Protection of consumers against exploitation at the hands of natural-gas 
companies was the primary aim of the Natural Gas Act. Federal Power Com- 
mission v. Hope Natural Gas Co., supra (320 U. S. at p. 610, 64 S. Ct. at p. 291). 
Attempts to weaken this protection by amendatory legislation exempting in- 
dependent natural-gas producers from Federal regulation have repeatedly failed, 
and we refuse to achieve the same result by a strained interpretation of the 
existing statutory language.” 

The Harris bill which you are now considering is another of these attempts 
to weaken the protection of consumers against exploitation, and we in Min- 
nesota trust that this attempt likewise will fail. As we see it, it is a question 
of whether the natural-gas resources of the country shall be exploited so that 
tremendous profits can be made by the producers, or whether the millions of 
consumers shall be given the benefit of these resources and protected from the 
plight which they would be in if regulation of the field price of gas by the 
Federal Power Commission were removed. 


Mr. Sawyer. I also appreciate the fact that you and your commit- 
tee have gone quite into detail on the situation in the city of Minneap- 
olis. I do not want to belabor that point, but there are a few things 
from the standpoint of the consumer and the public that I would like 
to point out to you that I believe have not as yet been covered. 
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First, I represent really not only the city council of the city of Min- 
neapolis, which has passed a resolution in opposition to the Harris 
bill, but I also represent Mayor Hoyer of the city of Minneapolis, who 
is a member of Mayor Clark’s committee. He was unable to be pres- 
ent. The city council passed a resolution, as I state, specifically in 
opposition to the Harris bill or similar legislation, and they passed a 
similar resolution in 1950 in respect to the then so-called Kerr bill. 

The Cuarrman. They will be made a part of the record at this 

01nt. 
(The resolution referred to follows :) 


RESOLUTION ENDORSING THE MAyYor’s COMMITTEE TO OPPOSE PASSAGE BY CONGRESS 
or H. R. 4560 anp SIMILAR EXEMPTION BILLS 


(By Alderman Stokowski) 


Resolved by the City Council of the City of Minneapolis, That we endorse the 
formation of a mayor’s committee to oppose passage by Congress of H. R. 4560 
and similar bills purporting to exclude from the jurisdiction of the Federal 
Power Commission the matter of regulation of natural-gas prices. 

Further that we endorse participation by the mayor of the city of Minneap- 
olis in such committee program. 

Further that Mayor Eric G. Hoyer be requested to immediately contact the 
mayors of Minnesota communities now served with natural gas with a view to 
securing their active opposition to the above-mentioned legislation ; be it further 

Resolved, That the League of Minnesota Municipalities be requested to imme- 
diately contact Minnesota communities, including those expecting future service 
of natural gas, to undertake active opposition to the foregoing legislation; be it 
further 

Resolved, That the city clerk be directed to transmit forthwith copies of this 
resolution to Joseph 8. Clark, Jr., mayor of Philadelphia, Pa., Clarence Ludwig, 
secretary of the League of Minnesota Municipalities, to Charles Rhyne, general 
counsel of the National institute of Municipal Law Officers, and to each Member 
of the House and Senate in Congress from the State of Minnesota. 

Passed April 7, 1955. Eugene BE. Stokowski, president of the council. 

Approved April 7, 1955. Eric G. Hoyer, mayor. 

Attest: Arlene R. Finkle, city clerk. 


DRAFT OF PROPOSED AMENDMENT TO STOKOWSKI’S RESOLUTION OF APRIL 7, 1955 


Resolution amending a resolution “endorsing the mayor’s committee to oppose 
passage by Congress of H. R. 4560 and similar exemption bills” passed April 
7, 19565. 

Resolved by the City Council of the City of Minneapolis, That the first para- 
graph in the above-entitled resolution be stricken and the following substituted in 
lieu thereof: “That we endorse the formation of a mayor’s committee to oppose 
passage by Congress of H. R. 4560 and similar bills dealing with Federal price 
regulation and purporting to exclude from the jurisdiction of the Federal Power 
Commission certain sales of natural gas” ; be it further 

Resolved, That the remainder of the above-entitled resolution be reaffirmed. 


(The second resolution is as follows :) 


RESOLUTION OPPOSING THE PASSAGE OF THE So-CALLED Harris Biiu (H. R. 4560) 
AND REQUESTING THE MEMBERS IN CONGRESS FROM THE STATE OF MINNESOTA TO 
Use THEIR UtMost Errorts To Dereat THIS BILL. 


(Alderman Egan) 


Resolved by the City Council of the City of Minneapolis: 

Whereas the City Council of the City of Minneapolis has under consideration 
the provisions of the so-called Harris bill (H. R. 4560) ; and 

Whereas under the provisions of the Harris bill it is proposed to take away 
from the regulation of the Federal Power Commission all production, gathering, 
paorentnts, treating, compressing, and delivering of natural gas to pipeline com- 
panies ; an 
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Whereas by the provisions of said bill it is proposed to limit the jurisdiction 
of the Federal Power Commission to regulate natural gas to only such sales for 
resale as occur after the completion of all production, gathering, processing, 
treating, compressing, and delivery of such gas to pipeline companies; and 

Whereas it is proposed by such legislation to limit sales of natural gas for 
resale to such sales in interstate commerce as occur after the commencement of 
the transportation of such gas in interstate commerce but which do not include 
any sales which occur in, or within the vicinity of, the field or fields where pro- 
duced at or prior to the commencement of such transportation of natural gas in 
interstate commerce ; and 

Whereas it is further proposed by said Harris bill (H. R. 4560) to require the 
Ilederal Power Commission to fix a rate based on the fair field price of such 
natural gas; and 

Whereas it is the opinion of the city council that the passage of this bill, or any 
legislation similar in purpose or effect, will nullify the decision of the United 
States Supreme Court in the case of Phillips Petroleum Co. v. State of Wisconsin, 
(347 U. S. 672, 74 S. Ct. 794 (1954) ), which may result in substantial benefits to 
consumers of gas ; and 

Whereas the consumption of natural gas by domestic consumers in the city of 
Minneapolis is proportionately greater than most other large urban centers be- 
cause of the long and intensely cold winter season, and, therefore, the city of 
Minneapolis is vitally interested in any legislation which might tend to increase 
the price of gas to consumers ; and 

Whereas it is the opinion of the city council that passage of this bill, or any 
similar legislation which has for its object the removal from the jurisdiction of 
the Federal Power Commission all production, gathering, processing, treating, and 
compressing in the producing field or in the vicinity of the producing field of 
natural gas, may well result in increased cost burdens to consumers of gas in the 
city of Minneapolis for the reason, among others, that the producing States, before 
such gas enters the pipelines, may levy substantial attribution and other charges, 
which charges may be included in the cost of gas to the consumers thereof; and 

Whereas it is the opinion of the city council that requiring the Commission to 
fix a price according to the fair field formula may result in increased rates to 
consumers of natural gas in the city Of Minneapolis ; and 

Whereas it is the opinion of the city council that the so-called Harris bill is 
not in the public interest : Now, therefore, be it 

Resolved by the City Council of the City of Minneapolis, That it opposes the 
passage of the so-called Harris bill or any legislation having a similar object ; and 
be it further 

Resolved, That the City Council of the City of Minneapolis requests the Mem- 
bers in Congress from Minnesota to exert their utmost efforts to defeat this bill; 
and be it further 

Resolved That the city clerk be directed to submit forthwith a copy of this reso- 
lution to each Member of the United States Congress from the State of Minne- 
sota. 


Mr. Sawyer. I want to give you some appreciation of the importance 
of gas to Minneapolis and the importance of Minneapolis to the gas 
industry. We are a large user of gas. There is a population at the 
present time of somewhere around 600,000 in the city of Minneapolis 
and I think the mayor of St. Paul estimated there are about 325,000 
population in St. Paul. In addition to that, both cities have numerous 
suburbs and we estimate, I think conservatively, that the Twin Cities 
with the suburban area, have a population of well in excess of 1 million. 
| think you understand that the Minneapolis Gas Co, serves Minne- 
apolis and the suburban communities, about 22 suburban communities, 
| believe. The Northern States Power Co. which is, of course, also an 
electric distributing company, handles the natural gas for the city of 
St. Paul and some suburbs. 

Now, I think you understand that we are served by the Northern 
Natural Gas Co., that is our sole source of gas. .The Northern Natural 
Gas Co. is a sizable pipeline company. On the basis of the estimate of 
5.9 billion M c. f. or trillion cubic feet for 1954 and the 272 million M 
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c. f. furnished by the Northern Natural Gas Co., I estimated that the 
Northern Natural Gas Co. furnishes about 4.6 percent of the total 
natural gas consumption in 1954. At the same time, the Twin City 
area, Minneapolis and suburbs, consumes about 51 million M c. f. and 
the Twin City area, a total of about 78 million Mc. f. Or, the Twin 
City area, as I calculate it, consumes in 1954 about 1.3 percent of the 
total gas consumption in the Nation for that year. 

Now, in Minneapolis the use of natural gas is largely for the purpose 
of heating. We had manufactured gas for many, many years, but the 
real consumption of gas started when there was expansion of gas heat- 
ing, space heating so called. Now, in Minneapolis and suburbs, and I 
am talking mostly just about the Minneapolis business, the Northern 
Power handles the St. Paul, we have about 42,000 space heating 
customers. 

Now, this problem to Minneapolis, is particularly important because 
of the point we have reached in the saturation of the market for space 
heating. I contacted the sales promotion department of the gas com- 
pany before I left and they estimate that more than 80 percent of the 
heating in residences in fact that they have only about 18,000 additional 
prospective customers in Minneapolis. Of course, the suburbs will 
grow, but at the present time that would be about the situation. 

Now, I think you can see up to this time, the gas company has for 
the most part absorbed the increased costs that they have been charged 
by the pipeline by reason of the great expansion of the business with 
the resulting reduction of per unit cost of gas as distributed to the resi- 
dential consumer. 

I want to point out to you solely for the purpose of this gas discus- 
sion that Minneapolis has a very cold climate. Just by reason of com- 
parison in 1954 Minneapolis had 7,474 degree-days, if you understand 
what that is. By way of comparison Omaha, a little farther south, 
had 5,642 degree-days. In other words, Minneapolis was 32 percent 
colder than Omaha. I listened to the discussion regarding the use of 
gas in Baltimore. I am not quite sure what the current figure was. I 
heard the figure of 13.5 million M ec. f. used in Baltimore in a year 
and then I think there was some reference to 18 million Mc. f. Ascom- 
pared with Baltimore with 340,000 customers, the city of Minneapolis, 
with its about 180,000 customers, all told, but 142,000 heating cus- 
tomers, consumed nearly three times as much gas as the city of Balti- 
more. You can understand that gas is an important matter in our 
community. 

We have no State regulation of gas in Minnesota. We have what 
corresponds to a utility regulatory body, but it does not extend to 
gas nor to electricity. Minneapolis is fortunate, however, in having 
what we consider a very good, a very favorable franchise with the 
Minneapolis Gas Co., and we work together very well. The city of 
Minneapolis has a utility engineer and annually the costs of produc- 
tion of gas and the investment of the company are reviewed and rates 
are determined and adjusted annually on the basis of a 614 percent 
return for the Minneapolis Gas Co. on its investment. 

Now, skipping on a bit, gas prices in Minneapolis have varied sub- 
stantially, gas prices have increased substantially in the last few 
years. The history of Minneapolis was that we had manufactured 
gas for many, many years. Then we had a combination of natural 
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gas and manufactured gas for a number of years, until 1948 when we 
changed over completely to natural gas. Now, during this same 
period, of course, the Northern Natural Gas Co. did at the beginning 
have very favorable contracts for the purchase of gas in the field. In 
1947 I am informed that the per thousand cubic feet cost of gas to 
the pipeline company, the Northern Natural Pipeline Co. was 3.35 
cents per thousand cubic feet whereas in 1954 the price was 13.12 
cents, or 4 times the cost in 1947. I notice that this does not corre- 
spond to the situation in some other places where the price to the pipe- 
line company has not gone up so radically. 

Mr. O’Hara. Mr. Sawyer, would you mind if I interrupted for 
a moment ? 

Mr. Sawyer. Not at all. 

Mr. O’Hara. I think historically it is true, as you have undoubtedly 
outlined in your statement before I came in, that Northern Natural 
supplies all of the gas used in Minnesota and that for a period of 
time between 1939 when they first came in up to 1950, I think, the 
company had requested and voluntarily taken a reduction in the price 
of its gas over a period of years, at least 2 or 3 reductions, but 
that in the last 5 years since 1950 they have petitioned and requested 
and received from the Federal Power Commission, as I recall it, 5 
increases, including the 1 of last December, December 1954. So 
that in fairness to the whole picture, those statements of mine, I 
think, are substantiated in the record and are substantiated in fact. 
You may be familiar with them, or you may not, but I think that 
is true ? 

Mr. Sawyer. I am familiar with them and I think, for the most 
part, I think I have covered a little of that and I will touch lightly 
on some of the points that you have made. 

I had some figures that Iwas using in answer to an attorney friend 
of mine in Minneapolis who was very irate about the recent increase 
in the price of gas and our utility engineer furnished us with the 
information that in the last number of years, I think it probably 
covered 20 years, there had been 22 reductions in the price of gas and 
9 increases. We have kept the price of gas at a reasonably low level. 

You stated that the Northern Natural furnishes all the gas in 
Minnesota and that is substantially correct. I understand that there 
is a very small amount that comes into the eastern part of the State 
from some other source. Also, going a step further, I do not repre- 
sent the southern Minnesota cities, of course, but, Minnesota as a 
whole—the gas does not go much further than the Twin Cities—con- 
sumes 43 percent of the total gas furnished by the Northern Natural 
Pipeline Co. Let me first say that you understand that the Northern 
Natural is also in the production and exploration end of the business 
and they furnish a substantial portion, I believe the mayor of St. 
Paul, Mayor Dillon, stated about 18 percent, they produce that much 
of the total that they supply. 

Now, during these years from 1947 by reason of this increase of 
the price in the field which they must pay for the gas, the expenses 
of the Northern Natural Gas Co., the production cost in 1947 was 18 
pereent of their cost of service, so called, whereas in 1954 the cost of 
the gas to the company was 43 percent of its total cost of service, 
an increase of more than 130 percent. 
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Mr. O’Hara. You mean by that, Mr. Sawyer, not only what the 
supply from their own field, but what they purchase from independ- 
ent producers ? 

r. Sawyer. That is correct. I think you are aware that its own 
production mingled in the pipeline with the gas from other fields has 
been considered as subject to regulation on a cost basis. 

Now, the cost to the Minneapolis Gas Co. for the gas furnished by 
the Northern Natural Gas Co. in 1948 represented only one-third of 
the total operating costs of the gas company, but at the present time it 
amounts to about 52 percent of the total income of the Minneapolis 
Gas Co. The cost of gas to the Minneapolis Gas Co. has risen from 
about a little less than 19 cents to nearly 38 cents per thousand cubic 
feet from 1947, I believe it is, until 1955. 

Mr. O’Hara. Mr. Sawyer, I think Mr. Farnand who spoke in be- 
half of the Minneapolis Gas Co., as one of the attorneys for that 
company, indicated that one of the major reasons why they have not 
had to impose greater increases on the consumers in Minneapolis was 
the tremendous development of their own distribution system within 
the city of Minneapolis, but that that had now reached a point where 
they had reached the saturation point ? 

Mr. Sawyer. I just pointed that out a few minutes ago. 

Mr. O’Hara. I am sorry. 

Mr. Sawyer. Now, as to these rate increases, just in rough, there 
have been five rate increase tariffs filed by Northern Natural, the first 
one in September 1950. Three of those were heard before the Fed- 
eral Power Commission and appealed to the circuit court of appeals. 
The fourth was settled with the approval of the Federal Power Com- 
mission in January of 1954. The fifth is still pending. It was sus- 
pended by the Federal Power Commission for a period of 5 months 
and went into effect, I believe, on December 27, 1954, and following 
that we got the increased rate to the homeowner, to the residents in the 
city of Minneapolis in February 1955. 

That was a very substantial increase to the residential user, an in- 
crease of 15 cents per thousand cubic feet. Part of that increase was 
due to the fact that we had a mild winter and there was not such a 
large consumption of gas, this current winter, until March came along; 
that is one of the reasons. Another reason is that there was a rate 
increase filed by the Minneapolis Gas Co. with the city of Minneapolis 
in January of 1954, but at that time there was the settlement made 
of the one rate case pending before the Federal Power Commission 
and there was a refund anticipated from the other three cases, refund 
of the amounts paid under the higher tariff under bond both to the 
Federal Power Baap pies and to the circuit court of appeals and 
so our utilities engineer induced the gas company to eliminate that 
proposed 7 cents per thousand cubic feet increase in 1954 and left the 
rate as it was until effective rate increase in February of 1955. 

Mr. O’Hara. Mr. Sawyer, right at that point, there is also pending 
a zone-rate matter. 

Mr. Sawyer. A zone-rate matter. 

Mr. O’Hara. Which may impose another increase on the users of 

as. 
: Mr. Sawyer. I appeared before the Federal Power Commission in 
February to participate in a very feeble way in that argument which 
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was ably fees by Mr. Farnand and there is not unanimity on 
the part of the Federal Power Commission in the matter of zone rates, 
although our contention is that they never would have built the pipe- 
line if it were not for the large consumption of gas in the Twin City 
area. We are lowering the per unit cost of gas all along the line by 
reason of being the big consumer on the line. 

I do want to point out that in these various rate increases in 1954 
to the Northern Natural Gas Co. they had to refund to users all along 
the line approximately $1034 million of which the Minneapolis Gas 
Co. got about $214 million. Calculating that on the cost of service of 
the Northern Natural Gas Co., which for that same period of time 
amount by my calculations, according to the records of the Federal 
Power Commission, to about $155 million which means that as a 
result of the action of the Federal Power Commission and the court 
and the stipulation of the parties we got back about 7 percent. In 
other words, the rate filed was 7 percent in excess of those the Federal 
Power Commission considered reasonable. I mention that to indi- 
cate that unregulated utilities or unregulated businesses are inclined 
to charge rates that are in excess of what the Federal Power Com- 
mission might find just and reasonable. 

I want to mention that according to the consumption in the city of 
Minneapolis each cent increase to the consumer in the price of gas 
means about $510,000 to the consumers overall in the city of 
Minneapolis. 

I will pass over the monopoly and free-competition argument which 
have been covered so many times in the last few days. 

The Cuarrman. May the Chair say, in the last 6 weeks. 

Mr. Sawyer. Very well, Mr. Chairman, but I have been exposed 
to it for the last 2 or 3 days, which is enough for me. I cannot see 
how your committee can take it. 

I have some quite conservative figures on this investment which the 
Minneapolis users have in their gas furnaces. Now mention has been 
made of the investment in gas-burning equipment of one kind or an- 
other, furnaces, stoves, water heaters, and so forth. We are so used 
to gas in Minneapolis that I had not thought of it in terms other than 
in terms of heating. But the city of Minneapolis in heating has in- 
vested, estimated, conservatively $35 million. That is on the basis of 
$250 for each conversion from oil to gas. When a new gas furnace has 
been installed as in the case of the suburbs, the investment then is, of 
course, very much more. That new gas furnace cannot readily be con- 
verted to oil or other fuel as I understand it, as some of these other fur- 
naces can. And in reverse, if by reason of the increased price of gas we 
had to reconvert to oil, it is estimated, and I got these figures with 
the help of someone in the gas department, their sales promotion, it 
would be in excess of $50 million for the residents of the city of 
Minneapolis. That is on the basis of conversion back plus the neces- 
sary oil tanks which would have to then be installed. Of course, I 
am told further that the price of gas now is rapidly approaching the 
price of oil in the competitive market. Eighty-seven cents after the 
first 300 cubic feet is the price per thousand oubie feet in Minneapolis 
and I am told that gas will be competitive with oil when it reaches 
$1 in the Minneapolis area. I had the misfortune of installing my gas 
furnace only a year ago last November and I am wondering whether 
I am going to get the cost amortized through the savings on the gas. 
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I am not going to belabor this argument further. I think I will 
close by mentioning to the committee an interesting experience I had 
last week on Thursday, a week ago today. I was in the midst of pre- 
paring this statement and I attended a luncheon with some attorneys, 
including an attorney from the State of Oklahoma. He learned that 
I was going down to Washington in respect to the Harris natural-gas 
bill. He held up his hands in horror. He has some money invested 
in gas and oil, apparently, in Oklahoma. He said, “I will bet you 
that if this market were not regulated, if it is not to be regulated, the 
price of gas will go down below the present price of gas.” Well, I said, 
“T differ with you and if you could convince me of that, why of course, 
I would not be going to Washington.” I went home that night and, 
while I am just a poor city attorney trying to get along, I am on the 
mailing list of the stockbroker. That same night I just opened it to 
the market observer indicating the trend in the price of stock. You 
will recall some time ago about the United States, and so forth and it 
states that there is a good chance of legislation being passed at. this 
session of Congress to free the producers of gas from regulation in the 
field and that therefore these stocks will be a good buy. If I did not 
have all that money invested in the gas burner I might go out and buy 
oil stocks, if I were sure that Congress was going to go out and pass 
this Harris bill. 

Now, perhaps I have taken longer than I intended. We, of course, 
in Minneapolis, are concerned about the interest of the consumer. We 
do not want to deprive the producer of a fair return on his investment. 
We think that this gas business is a matter definitely affected by the 
public interest. We feel in Minneapolis in converting to gas heat we 
did it largely on the assurance that a moderate price of gas would be 
maintained and we urge the Congress that our hopes in that respect 
be carried out. 

The Cuatrman. Thank you very much for your statement, Mr. 
Sawyer. 

Mr. O’Hara? 

Mr. O'Hara. Mr. Chairman, I want to compliment my good friend 
of many years and with whom I have been associated in the practice of 
law. Mr. Sawyer and I have tried cases on opposite sides of the table 
in years gone by. He has been a very distinguished and able member 
of the bar of the State of Minnesota and has been an exceedingly able 
city attorney, and I keep track of the city of Minneapolis. Let me 
compliment you on your statement, Mr. Sawyer, and your presentation 
of it and the consideration you gave to the committee in making your 
statement and boiling it down as you have done. 

Mr. Sawyer, it is a pleasure to have you folks from Minnesota here. 
We have had Mr. Farnand representing the gas company, Mayor Dil- 
lon, of St. Paul, yourself representing the city of Minneapolis and the 
attorney general of my State, which indicates the wide variety of inter- 
est which you have in Minnesota in this problem. We have been sit- 
ting here, it seems to me, this is the seventh week, Mr. Chairman, al- 
though maybe it is the sixth week ? 

The Cuarrman. It is quite a long spell. 

Mr. O’Hara. It is quite a long spell. Of course, the committee is 
confronted with a number of problems. You are confronted with one 
problem, that of your people of Minneapolis which you represent as 
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consumers. I know you appreciate, Mr. Sawyer, the problem with 
which this committee is confronted. We must deal not only with the 
consumer, but the problem of the distributor and the problem of the 
pipeline company, and the problem of the independent producer. I 
want to say out of deep respect for some 14 years on this committee that 
I know every member of the committee, regardless of what his views 
may be, is working exactly toward the end that we must deal fairly 
with the overall problem and to do otherwise would be doing an 
injustice to some segment of the people of our country. 

Do you take the position, Mr. Sawyer, that Congress should merely 
take the attitude, “Well, this Phillips case decision should stand as it 
is,” or do you have any objection to the committee taking the view of 
exercising a control over the producer with regard to the shipment of 
gas, the gas that is sold in interstate commerce, legislating upon the 
existing contracts, and providing for a fair and a reasonable return 
to the producer as well as to the pipeline company, so far as interstate 
commerce is concerned? I would appreciate your frank opinion in 
that regard. 

Mr. Sawyer. Well first, of course, we lawyers often disagree with 
the conclusion that courts reach. Some members of this committee 
disagree with the decision of the Court. I always figure when the 
Supreme Court has spoken, that is the law of the land. And, however 
much argument there may be about it, that decision in the Phillips 
case, in the absence of further legislation from Congress, pretty well 
settles the general situation. I am not too familiar with all the rami- 
fications of this matter of acceleration clauses and escape clauses, and 
one thing and another. I do understand that they have been respon- 
sible for increased costs to many pipeline companies and if some legis- 
lation alleviating that situation could be passed along with relieving 
the regulation also of the price of natural gas in the field, I think that 
might also be helpful. It it not quite clear to my mind the relation- 
ship there will be if the Federal Power Commission attempts to regu- 
late all of the gas production, including the existing contracts which 
have been, I may say, negotiated at arm’s length in many cases. But 
I do know that these acceleration clauses and grandfather clauses and 
the rest of them are given the blame for part of the trouble we are in. 

Mr. O’Hara. I appreciate there may be acceleration clauses which 
may have perfectly sound justifiable basis. Also, as I sit here listen- 
ing to this testimony, I envisage that there might be acceleration 
clauses which may have unconscionable increases. So any phase of 
the problem would have to depend on the facts in each particular con- 
tract, in each particular case ? 

Mr. Sawyer. That, of course would be true. Of course, if there 
were regulation on the field price of gas then theoretically at least, the 
price of gas through acceleration clauses would not get out of hand the 
way it otherwise might. 

Mr. O’Hara. Well, it would be true, would it not, Mr. Sawyer, that 
in fairness if we are to make public utilities of these producers, the 
large and the small, the problem of the independent producer present- 
ing his side of the case to the Federal Power Commission would im- 
pose a tremendous burden on him. If in assuming that this committee 
takes action to include control over the independent, personally, it 
would be my viewpoint that it should be imposed on all of them and 
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not say, “We will take care of the big ones and the little ones we will 
not include.” I think you have either fish or fowl. You either have 
control or you do not. Mr. Sawyer, it poses a problem and I do not 
see how it would be possible for this committee to set up standards of 
what was to be the standard of the Federal Power Commission in fix- 
ing, but would you agree with me that if they are all related, there 
should be some simplified procedure before the Federal Power Com- 
mission wherein consideration could be given to the small independent 
producers? While I live in a consumer district, I am human and just 
enough to recognize that the little producer would have a tremendous 
burden if he had to run down to Washington with a flock of econo- 
mists and engineers and lawyers every time he had to have his rates 
fixed upon what he sold. Probably what I have said merely illustrates 
some of the problems which confront me and with which you prob- 
ably are not so much concerned. 

Mr. Sawyer. Well, we are concerned with them in that you must 
havea healthy industry all along the line. 

Mr. O’Hara. We cannot be unjust any more to the gas people than 
we can be unjust to the consumer, is that not true? 

Mr. Sawyer. That is definitely true. 

Mr. O’Hara. As a lawyer of high integrity and standing, I know 
you would expect this committee to deal justly with all segments of 
those involved in this problem. 

Mr. Sawyer. That is very definitely true and I understand some 
sort of formula is proposed to simplify the procedure of regulation of 
the small producer. 

Mr. O’Hara. Thank you, Mr. Sawyer. 

The Cuarrman. Any other questions? 

Mr. Sawyer, we thank you very much for your statement. The 
Chair joins the distinguished gentleman from Minnesota, Mr. O’Hara, 
in expressing appreciation for the manner in which you presented 
your statement and in briefing your statement as you did. You gave 
us a lot of information, and the statement in full will appear in the 
record, and we have been happy to have you before the committee. 

Mr. Sawyer. I would like also to put into the record the resolutions 
by our city council relating to this proposition, as well as their instruc- 
tions to the mayor to join with Mr. Clark’s committee. 

The Cuarmman. Very well. I believe they have been included in 
the record. 

Mr. O’Hara. Mr. Chairman, may I ask permission? Yesterday I 
was advised over the telephone that the city of South St. Paul in my 
district was sending a resolution of the council. May I ask permission 
that it may be inserted when it arrives? 

The CHarrMan. Very well. It will be included. 

Mr. O’Hara. Thank you. 

(The resolution referred to was inserted previously and appears 
on p. 1535.) 

The CHamman. Now, the Chair had planned to call as the next 
witness Mr. James R. Durfee of the State commission of Wisconsin. 
He understands that Mr. Francis T. Mylott, representing the commis- 
sion of the State of New York, has a very pressing engagement and 
we will call him at this time. It is understood that his statement will 
not take a great length of time. 
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While Mr. Mylott is coming up, may the Chair inquire if Mr. Liber- 
man, of St. Louis, is present ? 

Mr. Liperman. Yes, sir. 

Mr. Sawyer. Mr. Chairman, I neglected to thank you and the mem- 
bers of the committee. 

The Cuarrman. That is perfectly all right, Mr. Sawyer. 

You may proceed, Mr. Mylott. 


STATEMENT OF FRANCIS T. MYLOTT, ON BEHALF OF THE PUBLIC 
SERVICE COMMISSION OF THE STATE OF NEW YORK 


Mr. My.orr. Thank you, Mr. Chairman. My name is Francis T. 
Mylott. I am a member of the Public Service Commission of the 
State of New York. Representing the commission, I appear in oppo- 
sition to H. R. 4560 and all related bills before your committee de- 
signed to release the producers of natural gas from the existing juris- 
diction of the Federal Power Commission. Your seuitaltthinien al- 
ready been advised by Governor Harriman of the opposition of the 
State of New York to the proposed measures, by the Governor’s tele- 
gram dated April 12, 1955, set forth at page 690 of these hearings. 
In the interest of brevity, I shall present the position of our commis- 
sion in summary form. 

The interest of our commission is, of course, the protection of our 
3.7 million gas consumers who are the persons who must foot the 
bill—the whole bill—for the production, transportation, distribution, 
and sale of the 238 million thousand cubic feet of natural gas now 
being brought into our State by pipelines from the South and West. 
With or without the Phillips decision and with or without these hear- 
ings on the Harris bill and similar proposals, our commission feels 
that it would have been before your committee pleading for some form 
of protection for the consumer interests against the operation of the 
so-called favored nation, automatic price adjustment, and other arbi- 
trary producer price increase clauses in the contracts by which the 
ce serving our area are supplied. 

Vithin the short space of about 2 years, 1952-54, we have witnessed 
startling increases in the average cost of gas purchased by pipelines 
serving our market—e. g., 46 percent in the case of Transcontinental 
(ras Pipeline Corp. and 89 percent in the case of Tennessee Gas Trans- 
mission Co. ‘These increases are not entirely the result of the free 
interplay of economic forces in an uncontrolled market; they are not 
wholly the result of reduced supplies or increased demand, but rather 
are largely attributable to arbitrary price increase clauses written into 
the producer contracts. For the most part, these increased costs are 
transmitted right along the pipeline to the ultimate consumers, many 
of whom converted their appliances to permit the use of natural gas 
at millions and millions of dollars of expense, under representations 
that the fuel was cheap and in abundant supply. And the end of the 
upward price spiral is nowhere in sight. Some new production con- 
tracts call for initial payments by pipeline companies of 16-20 cents 
per thousand cubic feet. Many of them contain the same automatic 
escalator clauses which brought about the increased producer prices 
now in effect. Some of them may trigger price increases under exist- 
ing contracts and thus the inevitable upward spiral continues. 
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First, let me state that the New York commission does not take the 
position that regulation of producers as public utilities of the tradi- 
tional or customary variety is necessarily essential or even in the public 
interest. We are aware that unnecessary interference with the normal 
processes of production and unreasonable restraint upon producers’ 
prices, without regard to the continuance of adequate supplies of 
natural gas, would not be in the public interest. The treatment of 
producer interests must be such as will provide the necessary incentive 
for continued exploration and production of natural gas. However, 
we believe and strenuously urge that any new legislation must contain 
provisions which will adequately protect the consuming public against 
spiraling producer prices based solely upon the effects of the un- 
reasonable, bootstrap, escalation clauses in existing or future contracts 
between producers and the pipeline companies. We believe the basic 
objective should be consumer rates for natural gas at the lowest 
possible level commensurate with the continuance of good service and 
adequate supplies. 

Arguments have been advanced that in States and areas previously 
using manufactured gas, the introduction of natural gas has been a 
great boon and, therefore, consumers should be glad to pay higher 
rates, based on higher prices to producers resulting from the provi- 
sions of existing contracts. Undoubtedly, natural gas has been a boon 
to New York consumers. But this is no reason why they should be 
required to pay rates based on prices to producers which are estab- 
lished without reference to the economic factors bearing upon the 
justness and reasonableness of the prices. The question is not how 
much the consuming public is saving by the use of natural gas or any 
other particular utility service. The problem is the ascertainment of 
proper and fair prices for what the public is getting. The producers 
and the pipeline companies devoted their facilities to the public serv- 
ice and obtained a captive market. We, the Public Service Commis- 
sion of the State of New York, cannot stand idly by and permit them 
to fleece it. 

The New York commission opposes the bills under consideration 
because a do not give adequate recognition to the principles I have 
discussed. I shall briefly enumerate our criticisms, particularly of the 
Harris bill, H. R. 4560. 

The Harris bill, as we understand its provisions, would: (1) com- 
pletely exempt producers of natural gas, and sales of gas by producers, 
from the existing jurisdiction of the Federal Power Commission; (2) 
restrict the jurisdiction of the Federal Power Commission over 'pro- 
ducer charges, to those to be paid under new or renegotiated contracts, 
and as to such charges, permit only the dis allowance of part of them 
in pipeline company rate proceedings; and (3) make the test of the 
propriety of such charges, the “reasonable market price of such natural 
gas in the field where produced.” 

The bill does nothing to invalidate or limit the effectiveness of the 
harmful and unreasonable escalator clauses now existent in long-term 
producer contracts. They virtually insure continued arbitrary in- 
creases in consumer rates over the next 10 to 20 years. The bill does 
nothing to assure that prices for gas, whether delivered under existing 
contracts or future contracts, will be established by anything like true 
competition based upon current, existing, economic conditions. The 
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limited safeguard of permitting the Federal Power Commission to 
disallow expenditures by pipeline companies, in respect to new con- 
tracts, in amounts which exceed the “reasonable market price thereof 
in the field where produced,” utilizes an extremely vague standard. It 
would require years of administrative and judicial interpretation to 
evolve definitive guiding principles. It might well be construed to 
require giving effect to unduly high prices resulting from arbitrary 
escalator clauses in the existing contracts. The industry would remain 
unsettled; the crucial matter of producer prices would continue in 
limbo; and we would probably find that the automatic price increases 
had been frozen into a statutory requirement. 

To summarize the position of the New York commission: 

1. We are opposed to the Harris bill or any other bill which exempts 
producers and producer sales from the existing jurisdiction of the 
Federal Power Commission unless adequate safeguards are provided 
to assure (@) the lowest possible consumer rates for gas, commensurate 
with the continuance of adequate supplies, and () the establishing of 
producer prices, whether by regulation or competition, which will 
insure the continuance of adequate supplies of gas at the lowest pos- 
sible rates to consumers. 

2. We are opposed to the Harris bill or any other bill which does 
not specifically nullify or render ineffective arbitrary escalator clauses, 
all of which we believe to be contrary to the public interest. 

3. We recognize that the production of natural gas, while closely 
related to the public-utility industry, involves elements which do not 
fit precisely the ordinary pattern of utility regulation and that the 
price to the producer must be sufficiently high to attract gas into inter- 
state commerce. On the other hand, we believe that the public interest 
requires the enactment of legislation designed to prevent any increases 
in the price paid to producers, except such as may be necessary for the 
continued attraction of gas to the existing and prospective consumer 
market in the quantities required. 

4. We believe that the Harris bill, and the related bills which have 
been presented, illustrate the need for further study of the problem 
before any legislation is finally adopted. That problem is the estab- 
lishment of legislative principles and procedures which will imple- 
ment and, so far as possible, assure the establishment of producer 
prices for natural gas which will be fair to both produeers and the 
consuming public. The bills under consideration do not accomplish 
this objective and we believe they should be disapproved. 

The Cuatrman. Mr. Mylott, I want to thank you for the reasonable- 
ness of your statement and for the fact that you recognize in that 
statement that this is not just a simple question that can be answered 
“Yes” or “No.” 

Mr. Myvorr. We agree with you wholeheartedly, Mr. Chairman. 

The CHarrman. You pointed out the factors very well in your 
statement. 

Are there any questions ? 

Mr. Douutver. Mr. Chairman? 

The CHatrman. Mr. Dolliver. 

Mr. Dotiiver. Mr. Mylott, I note that there is some similarity be- 
tween your testimony and that given by Mr. LeBoeuf, who repre- 
sented the Consolidated Edison Co. of New York City. You both 
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talk about the escalator clauses and the favored-nation clauses and 
feel that they should be outlawed, not only in present, but future con- 
tracts. 

Mr. My.orr. Yes, sir; except that I do not think Mr. LeBoeuf 
went as far as I have gone. I think he would retain certain types 
of escalator clauses. 

Mr. Do.itver. How far do you go, then ? 

Mr. Myvorr. I think that all of the escalator clauses, with the pos- 
sible exception of the clause covering the tax situation, should be elim- 
inated. I think Mr. LeBoeuf retained one escalator clause which 
would fix a definite known increase in steps at the time the contract 
was made. 

Mr. Do.iiver. You express opposition to the bills under consider- 
ation in that they would not accomplish the purpose which you think 
they should ? 

Mr. Mytorr. Which I think should be accomplished, namely, the 
elimination of the escalator clauses. 

Mr. Dotiiver. Suppose that this committee or the Congress does 
nothing about this problem and the matter remains exactly as it is 
now, namely, with the Phillips decision governing the natural-gas 
industry from wellhead to the consumer’s burner and with the Fed- 
eral Power Commission in control. What standards should be set up 
by the Federal Power Commission to determine what is a fair price 
at the wellhead for these producers of natural gas ? 

Mr. Myzorr. Well, that is a very broad question. 

Mr. Douutver. I know it is. 

Mr. Mytorr. We have not discussed what standards should be set 
up. We think that is a problem that should be met by the Federal 
Power Commission if that is the body that is to regulate these con- 
tracts. 

Mr. Dottiver. It is the body under the present existing state of the 
law, is it not? 

Mr. Mytorr. Yes, sir; it is. 

Mr. Doutiver. Actually they have not taken any steps to do the 
regulating that was put upon them by the Phillips decision, have they ? 

Mr. Mytorr. That is my understanding. 

Mr. Dotuiver. So this is a virgin field for determining what the 
appropriate standards for rates are. What kind of standards are used 
by your Commission in determining rates for a public utility ? 

Mr. Myvorr. In determining rates for public utilities ? 

Mr. Dotutver. Yes. 

Mr. Mytorr. Well, excluding the bus companies and the motor car- 
riers for the present before the gas, electric, telephone, and water com- 
panies, we have adhered to original cost less accrued depreciation com- 
puted on the straight-line group method plus working capital and have 
allowed a return to the utility usually in the neighborhood of 6 percent. 

Mr. Dotuiver. Has that pattern worked rather successfully, do you 
consider, in the State of New York? 

Mr. Mytorr. I would say “Yes”, since 1943. 

Mr. Dotuiver. Is that the standard you have used since that time? 

Mr. Mytorr. Since 1943. Prior to that time, there were some slight 
modifications of that standard, but after the Hope decision came out, 
we adopted that standard and have followed it ever since. 
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Mr. Douuiver. Is that a standard set up by statute, or determined 

by the Hope decision ¢ 

“Mr. Mytorr. No; the statute does not spell out that standard in the 
exact language, but that is the standard that the Commission has fol- 
lowed in all of its rate proceedings in recent years. 

Mr. Dotutver. I take it, therefore, that you have the statutory 
authority in New York? 

Mr. Mytorrt. To allow the company to earn a just and reasonable 
return. 

Mr. Dotiiver. And you have the right to fix the standards under 
which they earn that return ? 

Mr. Myxorr. That is right. 

Mr. Douutver. What are your rules with respect to depreciation, are 
they uniform or do they vary from industry to industry ? 

Mr. Myvorr. No, sir, the accrued depreciation on the property is 
determined on the straight-line age life group method and it is applied 
to each industry with the possible exception of the buses and motor car- 
riers. 

Mr. Douuiver. That is all, Mr.Chairman. Thank you. 

Mr. Harris (presiding). Any further questions ? 

Mr. Derountan. Mr. Mylott, I know of your great experience in 
rates in the field of public utilities, and I know you are a very com- 
petent witness on the subject. I have 1 question that I would like to 
ask you because I think some doubt may have been left in the minds of 
this committee by a comment from 1 of our members at the begin- 
ning of these hearings to the effect that the Public Service Commission 
of the State of New York saddled the people of the State of New York 
with natural gas and that they were somehow to blame for the plight 
now on the rising cost of gas. Now, I think that ought to be cleared 
up, Mr. Mylott. I disagreed with the gentleman’s thought when he 
expressed it, and I would like you to make a statement about how 
natural gas came to be introduced and what the public service com- 
mission had to do with it, and all other relative factors. 

Mr. Mytorr. Natural gas has been utilized in the western part of 
the State of New York—that is, in the territory around Buffalo, for 
many years. Initially, natural gas was obtained from wells drilled 
within the State of New York and from wells in Pennsylvania. Along 
in the early twenties the fields in the western part of the State started 
to play out and at that time the Iroquois Gas Corp. erected a large 
manufacturing plant to supplement their production of natural gas. 
Subsequently, natural gas was brought into the western part of the 
State through pipelines from West Virginia and Kentucky. Now, 
that deals with the western part of New York State. 

Now, in the central part and in the metropolitan area, natural gas 
has been brought into those sections since 1950. I would like to make 
it very clear that the commission did not foster or request any manu- 
facturing company, gas manufacturing company in the State of New 
York, to bring gas in there. Our problem, so far as the introduction 
of natural gas was concerned, was that each company desiring to 
change the B. t. u. content of the gas it was serving to the aiiaataia 
to apply to the commission for permission to change that content. 
After the metropolitan area companies had entered into contracts with 
l'ranscontinental around 1949 or 1950, they then filed applications 
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with the commission to change the B. t. u. content of the gas being 
supplied to the public. Hearings were held on each aration and 
at that time all the testimony and evidence bearing on the subject was 
presented before a hearing examiner and I believe at that time the 
question of the new contract price and the adequacy of supplies, and 
all other data, were presented. The commission oe on each ap- 
plication separately and either granted or withheld its approval for 
each particular company to change from manufactured gas to natural 
gas. Starting in 1951, they approved certain applications, and that 
is when natural gas came into the metropolitan area for the first time. 

Mr. Derountan. Thank you very much, That clears it up in my 
mind. 

The Cuarrman. Any further questions? 

Mr. Rogers. Did you say you were still producing gas in New York ? 

Mr. Mytorr. Very small quantity, about 10 million cubic feet a year. 

Mr. amas Does your public utilities commission control the price 
of that 

Mr. Mytorr. Yes, sir; we do. Price at which it is sold to the 
public; yes. 

Mr. Rocers. I am talking about at the wellhead. 

Mr. Mytorr. The individual companies, no, we do not control the 
price at the wellhead. We control the price at which that gas after 
purchase by utilities is resold to the consuming public. 

Mr. Rogers. Well, you control that price on gas that is brought in 
from Texas and Louisiana, do you not? 

Mr. Mytorr. That is correct. 

Mr. Rogers. Why is it you want to put our gas under the Federal 
Power Commission and you do not even control your own gas at the 
wellhead when produced in New York ? 

Mr. Mytorr. If you followed my statement, Congressman Rogers, 
we did not say that we wanted to put the gas under the Federal Power 
Commission. What we said is that we are interested in any legislation 
to eliminate the escalation clauses which are contained in the existing 
contracts. 

Mr. Rocers. Yes, sir; I gather that. I read your statement right 
quick, I gathered that you were taking almost the same position that 
Mr. Le Boeuf took. You give us the choice of doing away with the 
escalation clauses or else taking Federal control, and that is a pretty 
sorry choice. That is a choice of which leg you are going to let them 
cut off. 

Mr. Mytorr. That isa matter of opinion. 

The Cuarrman. Any further questions? 

Mr. Dies. Mr. Chairman ? 

The Cuatrman. Mr. Dies. 

Mr. Dries. I want to compliment you on the fairness of your testi- 
mony. At least you do recognize what a great many witnesses ignore. 
You recognize the fundamental fact that gas is not a utility? — 

Mr. Myvorr. That is right. 

Mr. Dies. And that if you try to treat it as a utility, you cut off 
your nose to spite your face because of the tremendous hazards in the 
business. Now, your chief complaint is with regard to the escalation 
clauses ? 

Mr. Myvorr. That is right. 
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Mr. Dies. You feel that if there were true competition existing in 
the production, gathering, and selling, you certainly would not favor 
any Federal regulation ? 

Mr. Mytorr. You are quite correct. 

Mr. Dies. Now, of course, you must recognize that undoubtedly some 
or many of these escalation clauses are justified if they are based on 
true economic grounds; that is, if they represent honest increase in 
cost or competitive conditions generally, requirements, there would not 
be anything objectionable to them ? 

Mr. Mytorr. Assuming the correctness of your facts. 

Mr. Dies. I say, assuming that to be true. It is only those that are 
arbitrary that would be used to rig the market that you would find 
complaint with ? 

Mr. Mytorr. That is right. 

Mr. Dries. Now, instead of outlawing all of them, which is abroga- 
ting the contracts which the pr oducers have made with the transmis- 
sion companies over a long period of time, instead of doing that, would 
it not be fairer and more reasonable to simply give the Commission 
the power to disallow those clauses which were arbitrary and unrea- 
sonable and which had no relation to true economic conditions? Do 
you see what I mean ? 

Mr. Myvorr. I see what you mean. 

Mr. Dies. If you strike them all down, then will we not be ina very 
serious situation that you cannot get any more long-term contracts ? 
In other words, if you had some gas you could hardly be expected to 
tie that gas up for 20 years. You would want some protection in your 
contract because as the cost of living advanced, as all commodities 
advanced, or inflation depreciated the dollar, you would want some 
protection ? 

Mr. Mytorr. But at the same time, why should you not have the 
reverse effect? The contracts that I have looked at in no instance 
permit the reverse effect of inflation. 

Mr. Dies. Well, if language could be devised that would insure your 
consumers in your area against arbitrary rigging of the market, un- 
economic increases, and things of that sort, you would be satistied ? 
You have no pet? You do not particularly care how it is accom- 
plished? What you are looking for is the result, is that not true? 

Mr. Mytorr. You are right. 

Mr. Dies. You realize of course that there are two big problems. 
One is to have a supply at a price that will encourage exploration and 
development and at the same time will enable your consumers to pro- 
cure gas 

Mr. Mytorr. At a reasonable price. 

Mr. Dres (continuing). At a reasonable price compared w ith other 
prices. Certainly as the cost of living and costs generally increase, 
they cannot expect to get their gas below 

Mr. Mytorr. You should know some of these customers, they do ex- 
pect to get it. 

Mr. Dies. They do expect it, but no reasonable person would. I just 
want to compliment you on your fair approach because some of the 
witnesses here believe that the answer to it is to make all the producers 
come in, big and little, and go through Federal regulation and under- 

take to apply utility principles to it, which of course is simply going 
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to mean in the end that the consumer will either be without gas or 
he will finally end up paying a much higher price for it. 

Mr. Mytorrt. It is somewhat analogous to the problem you have in 
regulating the motor industry. We have 2,300 motor carriers in the 
State of New York to regulate. You cannot apply the absolute fine 
regulatory requirements to that motor carrier industry, to each one of 
those 2,300 motor carriers.. It is an impossibility. 

Mr. Dies. Thank you,sir. Thatisall, Mr. Chairman. 

The CuarrmMan. We certainly thank you for your appearance before 
the committee and hope you will be able to meet the engagement that 
you have. 

Mr. Mytorr. Thank you very much for calling me out of turn, Mr. 
Chairman. 

The CuairMan. Mr. James R. Durfee, chairman of the Public Serv- 
ice Commission of Wisconsin. 

Before Mr. Durfee begins his testimony, may the Chair inquire, 
please, if Mr. Alan N. Schneider of Louisville, Ky., is present ! 

Is there anyone present representing the city of Newport News, Va.’ 

Is Mr. Robert Gbbons of St. Paul, Minn., present ? 

You may proceed, Mr. Durfee. 


STATEMENTS OF JAMES R, DURFEE, CHAIRMAN, AND H. J. O'LEARY, 
CHIEF, RATES AND RESEARCH DEPARTMENT, PUBLIC SERVICE 
COMMISSION OF WISCONSIN 


Mr. Durrer. Mr. Chairman, and gentlemen of the committee, my 
name is James R. Durfee and I am chairman of the Public Service 
Commission of Wisconsin. Included within the jurisdiction of this 
commission, which I might say, is probably as wide as any regulatory 
commission in the country, is regulation of the utilities in the State of 
Wisconsin which distribute natural gas, regulation of service, and 
prices of those utilities. 

We have prepared a statement which has been filed with this com- 
mittee. It has been prepared in two parts. I might say I prepared 
the first part, and the second part, which is more technical and detailed, 
was prepared by Herny J. O’Leary, chief of the rates and research 
department. When I have concluded the presentation of my part of 
this, which I intend to summarize as rapidly as possible, Mr, Chair- 
man, I would ask that the Chair recognize Mr. O’Leary for the pre- 
sentation of his own part of this document which we have prepared, 
and I believe that he also intends to summarize. 

The CuHatrman. May the Chair state that due to the generosity of 
Mr. Samuel Liberman, city counselor, for St. Louis, the Chair intends 
to recognize Mr. O'Leary, next. He had told Mr. Liberman that he 
would follow. However, in order to keep the testimony consolidated, 
because of his kindness in yielding his position, we will proceed in 
that order. The Chair does appreciate your statement that you will 
condense wherever possible without affe ecting your statement and 
assures you that it will be included in the record in full. 

(The statement referred to follows:) 
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STATEMENT OF PUBLIC SERVICE COMMISSION OF WISCONSIN SUBMITTED BY JAMES 
R. DuRFEE, CHAIRMAN, H. J. O'LEARY, CHIEF, RATES AND RESEARCH DEPART- 
MENT 


The Public Service Commission of Wisconsin has a particular interest in any 
proposed legislation now pending before this committee which would free 
producers of natural gas for sale in interstate commerce from regulation by the 
Federal Power Commission. The Wisconsin commission took a very active part 
in the Phillips case in which the United States Supreme Court confirmed the 
authority of the Federal Power Commission to regulate such producers. 

The Wisconsin commission is opposed to the passage of H. R. 4560 or other 
pending bills of like character which would restore to the Phillips Petroleum 
Co. or any other large producer the position of unregulated monopoly which 
Phillips exploited in Wisconsin prior to the decision of the United States Supreme 
Court in the Phillips case. 


I. THE IMPORTANCE OF THE FACTS IN THE PHILLIPS CASE 


There has been a great flood of foreboding from the natural-gas producers 
about the legal effects of this decision of the United States Supreme Court. It 
is highly significant that, in such direful discussions, the facts in the Phillips 
case are always completely ignored. These facts establish that, in Wisconsin, 
Phillips held and fully exploited an unregulated monopoly over the basic supply 
and price of natural gas to over 95 percent of the consumers of natural gas in 
our State. 

These Wisconsin natural-gas customers are served by eight Wisconsin dis- 
tributing utilities which are subject to the regulatory jurisdiction of our Wis- 
consin Public Service Commission. These eight distributors receive their entire 
natural-gas supply from the Michigan-Wiscoensin Pipe Line Co., which is 
subject to the regulatory jurisdiction of the Federal Power Commission. The 
sole supplier of the Michigan-Wisconsin Pipe Line is the Phillips Petroleum Co., 
which now seeks to escape Federal regulation. 

The facts as to the contractual provisions in the Phillips case are also signifi- 
cant. The initial contract between Phillips and the Michigan-Wisconsin Pipe 
Line Go. was entered into on December 11, 1945. It provided for an initial 
delivery rate of 343 million cubic feet daily at an initial price of 5 cents per 
M. c. f. of gas. Due to inability of the pipeline to meet contract deadline dates, 
amended contracts and new contracts were subsequently made. Under their 
provisions, including escalator clauses and other changes, the initial rate of 
5 cents was successively raised to over 8.5 cents. For all practical purposes, it 
may be stated that the rate charged by Phillips to Michigan-Wisconsin Pipe 
Line Co. increased to a total of over 70 percent between the date of the original 
1945 contract and the date of full contract deliveries to the pipeline in 1950. 

The increase in the Phillips contract from 5 cents to over 8.5 cents by 1950 
was not, however, the chief concern of the State of Wisconsin. There also existed 
definite possibilities of further unmerited increases under the escalator clause 
in the final contract. This escalator clause was added to the original contract 
by amendments which the pipeline company had to accept because of contract 
deadline dates and construction difficulties. At the time of renegotiation of 
the contract the pipeline company had laid in the ground about 160 miles of 
24-inch pipe at a cost of $8 million from the supply end which could not be readily 
moved to another source of supply even if available. Up to the time of the last 
Michigan-Wisconsin Pipe Line Co. case, decided by the Federal Power Commis- 
sion on July 28, 1954, the city gate rate had been successively raised under bond 
from 28 cents to 35 cents per M ec. f. This increase resulted in an automatic 
escalation of 40 percent in the Phillips rate to the pipeline company without 
any showing of necessity or reasonableness for such an automatic increase. 

In the decision of the pipeline rate case referred to (docket Nos. G—1678 and 
G-1966), the Federal Power Commission in commenting on the escalator-clause 
provisions in the Phillips-Michigan-Wisconsin Pipe Line Co. contracts, said: 

“Any provision in a gas-purchase contract which provides for an increase based 
on the rates to be charged by the purchaser for the sale of such natural gas in 
interstate commerce for resale is inconsistent with the standards of the Natural 
Gas Act and contrary to the public interest as a matter of law, to say nothing of 
the fact that a change in rates, under no circumstances, may be made effective 
except in accordance with section 4 (d) of the act.” 
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Further evidence of the pressure of monopoly exerted upon Wisconsin by 
Phillips can be found in the following excerpt from a recent address given by 
the chairman of the board of Phillips Petroleum Co. (October 12, before the 
annual convention of the American Gas Association) : 

“The principal advocates of Federal regulation of independent producers have 
been State and municipal authorities of Wisconsin and Michigan. They were 
warned time and time again in the course of this protracted litigation that Fed- 
eral regulation of gas producers would be detrimental to the interests of their 
gas consumers. They were unmoved.” 

This is an understatement. Actually, another Phillips official warned Wis- 
consin representatives at the outset of the case before the Federal Power Com- 
mission that if they persisted in trying the case, the people of Wisconsin could 
freeze, that they would never get another additional cubic foot of natural gas. 
This ultimatum to the officials of a great sovereign State was voiced by an 
official of a company which obviously felt that Wisconsin was at its mercy so far 
as natural gas was concerned because the company then held almost a com- 
plete monopoly of supply to the State. 

The exploitation of this monopoly position has been recently brought to bear 
by a rate-increase filing made by Phillips with the Federal Power Commission in 
January 1955. Recently pressures have declined in the area being produced 
by or for Phillips, thereby threatening impairment of its ability to meet con- 
tract deliveries to Michigan-Wisconsin Pipe Line Co. In its January 1955 rate- 
increase application Phillips stated—‘Because of declining pressures in the field 
and on the gathering system of Phillips Petroleum it will be necessary to install 
boosting equipment and field compressors in order to maintain both the delivery 
pressures and volumes required. With respect to the gas which is delivered 
under said rate schedule Phillips’ obligation to undertake any further develop- 
ment to maintain a supply of gas to be delivered under this contract is limited to 
that development which would be done by a prudent operator. Any further 
development of gas to be delivered under said contract will be in marginal areas 
or on a closer spacing pattern, both of which not only increase the cost of gas 
per unit of volume but also the risks involved in obtaining the required volume. 
Without the assurances of the price specified in its contract (an increase pro- 
vided by automatic escalation) Phillips Petroleum Co. will not consider such 
further development to be attractive and will be reluctant to make investments 
required to install compression equipment.” 

The threatening implications of this statement by Phillips are unmistakable; 
unless Phillips’ demands for price increases are met, the supply of gas to Wis- 
consin would be reduced. Such peremptory demands certainly do not bespeak 
the attitude of an independent gas producer who feels the hot breath of compe- 
tition on the back of his neck. 

There is one well-established principle of Federal regulation applicable to the 
facts in the Phillips case. Whenever an unregulated monopoly of the basic 
supply of natural gas or any other essential commodity to practically the entire 
market of any State arises in interstate commerce and that monopoly is used to 
force prices upward, 1 of 2 things generally happens: The monopoly is broken 
under the Federal antitrust laws or it is placed under Federal regulation. 

This legal reaction to monopoly is not socialism, it is an established principle 
of American Government as basic as the concept of free enterprise and it cannot 
be disregarded in any solution of the natural gas producing problem. The fun- 
damental basis for this principle of regulation was laid down by the United 
States Supreme Court in the classic case of Munn v. Illinois in 1876. The Court 
quoted with approval the precept of the English common law that when private 
property is “affected with a public interest it ceases to be juris privati only. 
In the specific application of this common-law principle to the Chicago grain ele- 
vators who made charges for their facilities in interstate commerce the Court 
said: 

“They stand in the very gateway of commerce and take toll from all who pass.” 

In the supply of natural gas to our State of Wisconsin, the Phillips Petroleum 
Co. stands at the very gateway of this commerce and takes its toll from all which 
passes. 

These are facts of life in Wisconsin, not mere theory. They are the facts upon 
which the United States Supreme Court decided the Phillips case. They are 
facts which I am sure this committee will not ignore in studying this proposed 
legislation. 


294 U. S. 113. 
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II. THERE IS NO EFFECTIVE COMPETITION AMONG PRODUCERS 


The principal claim of the producers is that the consumers of natural gas are 
afforded ample protection from excessive prices and exploitation by vigorous 
competition among the several thousand producers of natural gas. Let us ex- 
amine critically the foundation upon which this claimed effective competitive 
structure rests. 


A. A sellers market now evists 

At the present time the relationship of supply to demand is such that sellers 
are in control of the market price. The records of the Federal Power Commis- 
sion make it clear that pipelines are competing with each other for gas, and 
that there is little if any competition among producers. For example, recently 
D. A. Huley, president of the Lone Star Gas Co., an interstate pipeline, warned 
his 700,000 Texas and Oklahoma customers that they were faced with a pros- 
pective $10 million annual increase in rates because of the necessity for meeting 
the higher prices offered by Natural Gas Pipeline Co. of America for gas in 
Jack and Wise Counties, Tex. If effective competition existed pipeline com- 
panies could never be compelled to agree to oppressive favored-nation and 
spiral-type escalation clauses in supply contracts. Such oppressive spiral-type 
escalation clauses have recently been declared contrary to the public interest 
as a matter of law by the Federal Power Commission.*? New pipelines and ex- 
isting lines seeking large new increments of natural-gas supply have had to pay 
prices greatly in excess of those prevailing only a few years ago in order to ob- 
tain adequate supplies. The market for natural gas in the producing areas is 
as much a sellers market today as it was a buyers market 10 years ago. If com- 
plete and effective competition existed this sellers market could not prevail. 


B. Reasons for lack of competition 

(1) Geographical considerations —Most major producing areas are widely 
separated. The distances between existing pipeline supply points and pros- 
pective new sources of supply are usually great. Because of these distance 
factors the radius of effective competition for the supply of any particular pipe- 
line is severely restricted. A $100 million interstate pipeline cannot be moved 
around like a garden hose. 

(2) Volume considerations.—Most of the major flush producing areas are al- 
ready committed by contracts. For new pipelines or for large volumes of new 
gas for existing lines, the number of areas which can provide sufficient quanti- 
ties of gas are scattered and limited in number. There are but few areas which 
could readily make available a minimum daily volume of 300 million cubic feet 
required for a new long-distance interstate pipeline. A pipeline desiring such 
an amount usually must accumulate it from several areas and several producers. 
The necessity for accumulating its total requirements from separated sources 
weakens the bargaining position of the pipeline because these separated pro- 
ducers do not have to compete with each other. 

(3) Time considerations.—Even though competition may have existed at the 
time a pipeline was first developed, after its initial commitment, the element of 
competition is no longer effective. Usually the pipeline is bound to a particular 
area by long-term contractual commitments and large capital investments which 
preclude it from shopping around or going elsewhere if it is dissatisfied with 
the price of gas. Insofar as committed supplies are concerned the element of 
competition ceases to be a factor in determining reasonable field prices. Ob- 
viously, the purchaser cannot pick up his pipeline and seek a more favorable 
market. Likewise it is not free to terminate service. The time for free competi- 
tive bargaining has passed. Unless the price is regulated the only choice is to 
pay whatever the suppliers are able to exact under bargaining conditions which 
weigh heavily in favor of the suppliers. 

(4) State conservation regulations.—State protection of correlative rights 
and requirements for ratable takings limits the urgency of the supplier to pro- 
duce and sell his gas thereby removing an important competitive consideration. 
The Wisconsin Commission has no quarrel with legitimate restrictions in the 
interest of true conservation but we cannot ignore their deterrent effect upon 
competition. 

(5) Minimum wellhead prices—The practical effect of state-determined 
minimum wellhead prices is to effectively eliminate all competition in the area 


2 Opinion No. 275 FPC Dockets G1678, G1996, issued July 30, 1954. 
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eovered. It has been the usual practice of the States involved to increase the 
minimums periodically so that the impetus is to arrive at a single price which 
will be the highest price in the area. Such minimums to all intents and pur- 
poses eliminate bargaining since any prices below the established minimum 
would be illegal. A December, 1953 minimum price order of the Kansas Cor- 
poration Commission pointed out, “The field (Hugoton) has now developed to 
the extent that there is not enough undedicated acreage to warrant any new 
pipelines and no reason to expect any advance in price by reason of competi- 
tion.” * The order speaks for itself. 

(6) Favored-nation clauses.—The wide application of these clauses in supply 
contracts effectively restricts or eliminates competition. These clauses have 
the objective of establishing a single price level for gas in a specific producing 
area, that level being the highest price paid in the area. Obviously price 
bargaining is ineffective under such conditions. 

(7) Lack of effective bargaining incentives on the part of pipelines.—For 
the most part the pipeline companies have had relatively little financial stake 
in the outcome of bargaining with the producers so long as the increased prices 
could be passed on to the distributors. Certainly the incentives of the two 
parties to the bargain are not equal. In fact since April 1954, some pipelines 
with production of their own had a greater interest in highsupplier costs than 
low ones because of the fair field price formula adopted by the Federal Power 
Commission in the Panhandle Eastern Pipeline case. The only party with a 
bargaining interest equal to the producer is the consumer and neither he nor 
the distributor is a party to the bargaining. Lack of bargaining incentives 
for the pipelines impairs competition. 

(8) A few large oil companies hold a monopoly of gas reserves.—The mere 
fact that there may be four to five thousand producers of natural gas in and 
of itself does not assure vigorous competition. One measure of the competitive 
potential provided by this large number of producers is the extent of natural 
gas reserves controlled by the respective producers. It appears from examina- 
tion of published data that over one-half of all of the natural-gas reserves not 
controlled by natural-gas companies are controlled by six major oil companies. 
Conversely, it likewise appears that the total of the reserves controlled by about 
98 percent of the producers is very small. Even as far back as 1947 the late 
R. H. Hargrove, then vice president of United Gas Pipeline Co., told the Federal 
Power Commission in docket G580 that “* * * the sellers are a strong group 
There are a great many independents, small companies, which could not be 
regarded as strong. But the seller’s market is now pretty well predominated 
by the larger oil companies.” That statement was made at a time when natural 
gas was almost a drug on the market. It is far more true today. We submit 
that the best proof of the lack of competition among suppliers of natural gas 
is their ability to obtain from purchasers unmerited price increases and to 
exact peremptory conditions including escalator and favored-nation clauses. 
Such arbitrary bargaining practices are directly opposed to the public interests 
and undermine the protection to the consumers for whose benefit the Natural 
Gas Act was established. 

Producers persist in asserting that there is no more justification for Federal 
regulation of producer prices for natural gas than there is for Federal regulation 
of the prices for coal and oil. They contend that the same competitive forces 
which operate to assure reasonable prices for coal and oil without Federal regu- 
lation are equally effective in assuring reasonable field prices for natural gas 
without Federal regulation. They persist in ignoring the unique and distinctive 
considerations inherent in the production of natural gas which we have just 
enumerated and which do not apply to bargaining for coal and oil. However, 
these considerations cannot be ignored; they operate to eliminate effective com- 
petition among producers of natural gas and permit monopolistic manipulation of 
prices. 


III. INCREASES IN FIELD PRICES MATERIALLY AFFECT CONSUMER RATES 


The proponents of exemption of producers from regulation rely heavily on the 
argument that the cost of gas itself is but a small part of the cost to the ultimate 
consumer. It has been contended that even if the gas were given away by the 
supplier, the savings to the consumer would be negligible. We propose to demon- 


* Kansas Corporation Commission Docket 44079C, December 2, 1953. 
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strate that even minor changes in field prices can and do have profound effects 
upon the consumers’ pocketbook. 

The argument has been advanced frequently that the price paid to the producer 
of natural gas is less than 10 percent of the average price paid by residential 
users for cooking, water heating, etc., but not space heating. This relationship 
is of no significance since both residential and commercial service are relatively 
noncompetitive and together represent less than 25 percent of natural gas utility 
sales. What is important is the relationship of field prices to space heating and 
particularly industrial rates. Both of these services are highly competitive with 
other fuels and represent over 60 percent of natural gas utility sales. For these 
services which are indispensable for the well-being of the pipelines and their sup- 
pliers of natural gas the cost of gas in the field may run from 10 percent to over 
50 percent of the ultimate cost to the consumer. If the ceiling price to a con- 
sumer as fixed by the cost of alternative fuels is 28 cents per thousand cubic feet 
it is a matter of grave concern as to whether the price of gas in the field is 10 
cents, 15 cents, or 20 cents per thousand cubic feet. Increasing field prices for 
natural gas lessen the distance for which gas can be transported in competition 
with other fuels. 

However, even the foregoing illustrations do not demonstrate the compounding 
or snowball effect which relatively small increases in field prices may have on 
the rates to consumers. A distributing utility achieves maximum efficiency and 
hence the lowest rates when it is able to utilize its distribution facilities at maxi- 
mum capacity at all times. While space heating represents a large volume load 
it is highly seasonal and varies with weather conditions. To offset these seasonal 
variations, distributing utilities endeavor to fill in the gaps with interruptible in- 
dustrial sales or improve the average utilization with large volumes of firm indus- 
trial sales. Most utilities purchase gas from the pipelines on two-part rates which 
provide the lowest average rate when distribution facilities are continuously 
used at maximum capacity. Usually city gate rates trend sharply upward with 
a drop in the efficiency of distribution utilization, since the pipeline itself is 
subject to the same type of cost economics as the distribution utilities. Thus the 
economy of operation of both the pipeline and its distribution utility customers 
in many cases is dependent upon the ability to sell large volumes of natural gas 
to industrial customers in a highly competitive market. 

An increase in field prices of only 1 or 2 cents per thousand cubic feet passed 
along to the distributing utility may well result in the loss of large volumes of 
industrial load. The loss of industrial load and reduction in utilization of dis- 
tribution facilities brings about an immediate and sharp increase in cost of gas 
at the city gate. This increase in average cost can be as great as 50 percent. 
The distributing utility is then faced with the problem of recovering its increased 
cost from its remaining sales. Obviously the increase to remaining customers 
would have to be much greater than the 1 or 2 cents per thousand cubic feet 
increase in field prices in order to cover not only the increased cost of purchased 
gas but also to recover from remaining sales the nonvariable distribution costs 
which previously had been distributed over a much larger volume of sales 
Thus residential and commercial customers would be subject to large percentage 
increases and if competitive conditions permit the same would be true of space- 
heating customers. If the resultant rates prove too high to be salable the dis- 
tributing utility is faced with the problem of being unable to earn the reasonable 
return on its investment to which it is entitled under the law. 

The full impact of increased field prices in the past few years is by no means 
fully reflected as yet in the city gate rates of the major pipelines. Most of these 
pipelines have previous long-term purchase commitments which have remained 
relatively untouched insofar as prices are concerned. The addition of new sup- 
plies at higher prices, the operation of escalator and favored-nation clauses, 
State minimum price provisions, and renegotiation of older contracts all portend 
a continuing and substantial increase in city gate rates. Illustrative of the ris- 
ing trend of natural gas costs in comparison with other fuels is the information 
contained at page 146 of the 1954 annual report of the Federal Power Com- 
mission. The data show that at St. Paul, Minn., the cost of coal consumed in 
steam-electrie powerplants has decreased from 34.9 cents per million B. t. u. 
in 1948 to 31.0 cents in 1953, a reduction of 11 percent. During the same period 
the cost of natural gas for the same purposes has increased from 13.3 cents to 
26.2 cents, an increase of 97 percent. Any prolonged continuation of these 
diverse trends in fuel costs will create a serious situation for the distributing 
utilities in that area. 
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We think we have demonstrated that increases in field prices can have a 
serious effect upon rates to ultimate consumers. The producers plea of the , 
insignificance of the prices paid to them is sheer sophistry. 


IV. REGULATION OF FIELD PRICES IS FEASIBLE 


The proponents of H. R. 4560 and other similar bills argue that the produc- 
tion of natural gas is a high risk enterprise and therefore not adaptable to 
utility type regulation such as is now provided under the Natural Gas Act. It 
appears to us that the risk factor has been greatly overemphasized. Historically 
most natural gas has been found in the search for oil. You no doubt have been 
told that for every 9 holes drilled only 1 will be a producer. Averages such as 
this are delusive. It should be borne in mind that most of the natural gas has 
been developed by the large major oil producers. These companies have large 
and highly skilled exploration departments which utilize all of the modern 
techniques which have been devised through scientific research and experience. 
The 1953 publication of “Gas Facts” quotes from “World Oil” a success ratio 
of 13.3 percent in 1953 for wildcat wells. However, like most averages this figure 
is subject to interpretation. It is interesting to compare it with the exploratory 
results reported by a number of the major oil companies in their 1954 reports 
to stockholders. These results for exploratory wells as reported are as follows: 








Number of | Success ratio 

wells drilled | Producers | (porcent) 
OD Eis 3 6h id ik dé Schade s daseu-aeds Siete haeiieas 46 16 | 34.8 
SU I UE Te ot ae geen Le eee 30 7 23.3 
ase a. ID ND oo oe occas doco n eaten aeons 107 29 27:1 
Ge ee i ee ee I ee 211 51 24.2 
Beaman Oe Ce See . in ns ns Sac l lace. cond csacte 150 42 28.0 
Seeeneneen Goer Gat, SEIN 6s kk ve wumeennebeteeradake 91 19 20.9 
oo tl gs Re eee eee a 85 25 29.4 
Ree Cee NO eae hd ed 130 47 36. 2 
UNNON MIO og ls oe oe ee ae Schick 79 26 33.0 
UT PS oc Lh an benl cob ichibamhbednnaaabenned 64 17 26.6 
Un NOOR ii in sy cae + Seite dae boon 43 13 30.2 
COUSCEEA SPEN GO i ek Vo, A dnb dak 102 22 21.6 
PIN i leh dak se: iakan'n Ah a en ieaba Dan bmahrkiaadn ces 1, 138 314 27.6 





It may be noted from the above data that the success ratio for these major 
oil companies was over twice the industry average and that for them about every 
seven wells drilled yielded 2 producers. However, even these figures, startling 
as they may be do not tell the whole story with respect to the risks involved. 
Another measure of risk, is the success ratio of development wells after initial 
discovery. Data for the above list of companies which reported development 
wells separately follow : 














Number of | | Success ratio 

wells drilled | Producers | (percent) 
TTD PIE EE aan a td tine ea et ee Bae 249 223 | 89. 6 
Sui Ole Carp, Cumin Gees)... nc see nent 963 832 | 86. 4 
Standard Oil Oo: Cimeiteme). oes oi. is ee Ls 7865 | 720 | 91.7 
Standard Of} Co. (California)... - -- nes ns ene nnnce-senecee 581 | 528 | 90.9 
Sacony-Vacuum Oil Co., Inc____--- sitchin. ceatcdtindns a takai Wee damien 7 682 | 89.4 
GU enNENS Ce aa) tee, ae 346 | 324 | 93.6 
Phillips Petroleum Co........................- iStatds < sa at 363 | 336 | 92.6 
SING SIE FIO irk barnes kk Wos ae pennies ved eeeitceshabh a phbcdentean 403 371 | 92.0 
ween iki. Ss SU ebalisdal ddeldcin db Cebe du detae’ 4, 453 | 4, 026 | 90. 4 

i 








In view of the fact that dry holes are necessary properly to delineate the limits 
of production, the success ratio for development wells drilled by these companies 
is remarkable. The data with respect to exploratory and development wells 
drilled by the major oil companies are persuasive that the risk factor has been 
greatly overemphasized. It is these companies who own the major gas reserves 
in the United States and who can be expected to find and develop gas reserves 
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in the future. For these companies discovery and development is no hit-or-miss 
affair but rather partakes more of a large well-organized enterprise utilizing all 
of the skills and science at their command to an extent that results can almost be 
predicted on an actuarial basis. 

The proponents of this legislation contend that under regulation the incentives 
necessary for continued exploration and development of additional gas reserves 
will be removed thereby ultimately creating a shortage of supply. They assume 
that under regulation all incentives for expansion are destroyed. Nothing could 
be further from the truth. The phenomenal growth of the electric and telephone 
industries and natural gas pipelines gives eloquent testimony to the fact that 
incentives can be preserved under regulation. 

The increases in field prices for natural gas which have occurred in recent 
years already provide an adequate incentive for the continued exploration for 
natural gas. According to statistics published by the United States Bureau of 
Mines, the average price of natural gas at the well-head increased from 4.9 cents 
per thousand cubic feet in 1945 to 8.5 cents in 1953, an increase of 73 percent. 
However, these figures do not by any means tell the whole story. Current field 
prices for natural gas in the principal Southwest producing areas are 3 and 4 
times higher than the prices prevailing 10 years ago as shown in a number of 
recent proceedings before the Federal Power Commission. These increases in 
prices have been far greater than the increase in the general price level and also 
far greater than the increases in labor and material costs. Apparently, the field 
prices obtained in years past did not deter exploration for natural gas, so that 
there appears to be no justification whatsoever for assuming that the much 
higher present price level will provide a brake on natural gas exploration and 
development activities. 

So long as prices for natural gas in consuming markets are maintained at com- 
petitive levels, the interstate pipelines will provide a rapidly expanding market 
for new discoveries of natural gas. Today these interstate lines take over 50 
percent of the marketed production of natural gas. The worst thing that could 
happen to the present and potential suppliers of natural gas in the field would 
be impairment of the interstate markets. If a substantial quantity of natural 
gas is priced out of the interstate consuming markets the backup of such gas 
would not only have a disastrous effect on the field price structure but would 
seriously reduce the incentives for discovery and development of additional gas 
reserves. The magnitude of the interstate markets is such as to weigh heavily 
on the entire natural gas price structure. A continuation of the recent rising 
trend of field prices will surely result in reduced demands for natural gas in the 
interstate markets. ‘ 


V. FEDERAL REGULATION OF FIELD PRICES WILL NOT KEEP GAS FROM INTERSTATE 
MARKETS 


Producers frequently assert that if Federal regulation is imposed, they will not 
offer gas for sale in interstate commerce but will sell the gas intrastate to local 
markets. Distant markets always have had to compete with local markets in 
producing States and that situation will continue in the future. Such local 
markets have the natural advantage of low transportation costs, consequently 
they are able to pay the producer a higher price for an equivalent use than a more 
distant market. It can hardly be anticipated that local users will arbitrarily in- 
crease their offering prices and their cost of doing business just to satisfy an 
urge to keep the gas at home. 

There are relatively few industries in which fuel costs outweigh other con- 
siderations in location of plant sites. An analysis of the 1952 Annual Survey of 
Manufacturers, published by the Department of Commerce disclosed that, for 
only a relatively few classifications of industry, do fuel costs amount to as much 
as 1 percent of the value of the shipments. The average for 20 major classifica- 
tions is only 1.35 percent. Obviously, factors other than fuel costs would be 
controlling in the location of plant sites by most industries. Furthermore, some 
of these industries for whom fuel costs are important might be expected to be 
somewhat hesitant about moving to sites where the price of gas has been trending 
sharply upward in recent years, especially in view of the opposite trend in 
prices of coal. Spokesmen for the petrochemical industry which can utilize 
natural gas as a raw material have pointed out that even with a rapidly expand- 
ing industry the demand for natural gas for many years in the future would be 
less than 2 percent of annual production. 
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While major producers may be financially able to hold gas off of interstate 
markets for some time, we suggest that such a program may work great hard- 
ship upon the smaller producers. Many of these producers can ill afford to incur 
the additional expense and loss of revenue attendant upon withholding gas from 
interstate markets until a local market develops. We also would expect that 
royalty owners and in some cases stockholders would evidence some interest in 
a practice which was depriving them of revenues while the producer awaited 
development of a local market or passage of legislation such as is proposed here. 

Gas has moved to distant interstate markets only because the producers either 
could not find any local markets to absorb their gas, or because the distant 
markets outbid the local markets. These economic facts of life are not going 
to be changed by interpretations or amendments to the Natural Gas Act. 


VI. CLASSIFICATION OF PRODUCERS UNDER PRESENT FEDERAL REGULATION 


We have been told of the impossibility and impracticability of regulating four 
to five thousand independent producers. We have already indicated that most 
of the reserves and production are concentrated in the hands of a relatively 
few large companies. Figures which have received general acceptance show that 
7 producers sell 33 percent of the gas to interstate pipelines and 100 producers 
sell 85 percent of the gas. It is obvious that in this as well as most of the other 
arguments advanced by the proponents of H. R. 4560 and similar bills, a few 
large oil companies are trying to hide behind a large number of small producers. 
To meet the practical requirement of regulation the Federal Power Commission 
in its administration of the present Natural Gas Act can prescribe producer 
classifications in a reasonable manner so as to provide a more liberal standard 
of regulation for small producers than for the large ones. This represents a 
practice which has long been sanctioned by regulatory commissions and the 
courts. 


VII. REGULATION OF FIELD PRICES WILL NOT ADVERSELY AFFECT CONSERVATION 


It has been claimed that Federal regulation of field prices will adversely 
affect the conservation activities of the producing States. In the first place, the 
authority of the States over gas moving in interstate commerce is limited. In 
the Phillips case no representative of the States of Texas, Oklahoma, or New 
Mexico was able to point out any conflict between State and Federal authority 
in this field. The greatest boon to the conservation and wise use of natural gas 
existing today is the tremendous market for natural gas provided by the inter- 
state pipelines. It is these ‘markets which have absorbed great quantities of 
casinghead gas, and gas at the tailgates of natural gasoline plants. Formerly 
this gas was flared. Additionally, the expanding interstate markets have been 
principally responsible for the withdrawal of natural gas from carbon black 
plants and the increased utilization of sour gas. The expansion of interstate 
markets has contributed materially to the elimination of waste and the upgrad- 
ing of natural gas to higher and more beneficial use. The regulation of producers 
in the interest of maintaining and expanding the interstate market for natural 
gas is in the interest of true conservation. 


VIII. THE “REASONABLE MARKET PRICE”? PROVISION OF H. R. 4560 


We have refrained from discussion of specific features of H. R. 4560 and other 
similar bills because we thought it more important to bring to your atention the 
broad general principles applicable to the regulation of field prices of natural 
gas. There are however several features of H. R. 4560 upon which we desire to 
comment briefly. A “reasonable market field price” standard is proposed to be 
applied both to gas purchased by a pipeline from a nonaffiliated producer and 
to gas produced by the pipeline or an affiliate. “Reasonable market price” is to 
be determined by the Federal Power Commission in the light of (1) the effect of 
a contract upon assurance of supply, (2) relationship of contract provisions to 
existing or future market field prices. The proposed standard, if it can be dignified 
as such, cannot be precisely defined and in the absence of specific limiting factors 
is an open invitation for the Federal Power Commission to approve any level of 
prices the producers seek. If this bill became law it could be argued with con- 
siderable merit that any field price which was less than the highest price paid 
in the field would have to be rejected by the Federal Power Commission because 
any price which is not as high or higher than existing market field prices would 
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have an adverse effect upon future supplies and the existing level of market: 
prices in the field. It appears to the Wisconsin commission that this provision is; 
a one-way street and that it will accomplish for the producers everything that 
favored-nation and escalator clauses were designed to accomplish. In other 
words we think the favored-nation concept has been writen into bill H. R. 4560. 


IX. THE PROPOSED METHOD OF CONTROLLING FIELD PRICES IS UNWORKABLE 


Aside from the merits of “the reasonable market price” standard the method 
of controlling prices for gas sold to interstate pipelines is completely unworkable. 
You have already been told by pipeline representatives that the bill should be 
amended so as to make certain that the consumers and not the pipelines should 
pay if the Federal Power Commission finds that a contract price is not a “reason- 
able market price.” Further the pipelines want an advance commitment from 
the Federal Power Commission that their contractual prices are “reasonable mar- 
ket prices.” Since interstate pipelines are regulated there is no basis for burden- 
ing them with the consequences of the unworkable provisions of the proposed bill. 

In the first place the limited control provided in the bill is indirect in that it 
extends only to the pipeline companies and not the producers. Regulatory ex- 
perience over a number of years demonstrates the ineffectiveness of disallowance. 
in operating expenses of costs actually incurred but considered by regulatory 
agencies to be excessive or unreasonable... This very weakness was one of the 
reasons for passage of the holding company act in 1934. The information neces- 
sary to support “reasonable market prices” in the field in the light of supply and 
future prices is peculiarly within the knowledge of producers, to the extent that 
anyone knows anything about it. Certainly neither the consumers, nor the dis- 
tributors, can be expected to be informed, and although the pipelines may be 
fairly well informed they lack the incentives to drive a hard bargain with the. 
producers. 


X. THE APPLICATION OF THE “REASONABLE MARKET PRICE” FORMULA TO PIPELINE 
PRODUCED GAS IS UNFAIR TO CONSUMERS 


The proposal to allow “reasonable market prices” for pipeline produced gas 
or gas produced by an affiliate would write into the Natural Gas Act the principle 
adopted by the Federal Power Commission in the Panhandle case decided April 
15, 1954. That decision cost the consumers of Panhandle’s distributing com- 
panies some 5 to 6 million annually more than the method which had previously 
been employed and the end is by no means yet in sight. The cost of developing, 
expanding and retaining pipeline-owned gas reserves has already been paid for 
by consumers. A revaluation of these same reserves will place an unwarranted 
additional cost burden upon consumers. The principle is basically unfair to the 
consumers. The adoption of the “reasonable market price” principle means that 
the Federal Power Commission will be required to accord weight to field prices 
which are determined in part by artificial means rather than normal demand- 
supply relationships. These artificial props consist of prices established by 
application of escalator and favored-nation clauses and State established mini- 
mum wellhead prices. Prices so established are not necessarily related either 
to cost or value of service nor do they represent prices established in a free 
market. The principle, in effect, allows the pipeline cost of reproduction or 
current prices for produced gas. Thus, the pipeline would receive a windfall 
amounting to many millions of dollars annually at the expense of the consumers 
for gas reserves previously acquired and whose cost was definitely ascertainable. 


XI. CONCLUSION 


Ultimately the level of city-gate rates and field prices may reach ceilings: 
established by the cost of competitive fuels, principally coal and oil. However, 
we object strenuously to legislation and the employment of devices such as 
escalator and favored-nation clauses to hasten the approach to maximum price 
levels. With respect to the competitive situations, it is obvious that a transfer 
from gas to oil might not be too serious a blow to the principal gas producers 
who are primarily oil companies, especially in view of the present demand-supply 
situation in oil. These same oil producers who are damming regulation of gas 
at the Federal level are the beneficiaries of regulation of oil production at the 
State level, and some of them are also advocating Federal regulation of oil im- 
ports to insure the effectiveness of State regulation of the supply of oil. Under. 
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these circumstances, we do not anticipate that excess production of oil will con- 
tribute to a reduction in oil prices thereby lowering the competitive price ceiling 
for natural gas. It is also worthwhile noting that many of the producers who 
are branding Federal regulation of field prices as socialism and contrary to the 
philosophy of private enterprise are busily engaged in their home State of Texas 
trying to obtain State legislation to regulate field prices and production. In 
short proponents of this legislation are trying to carry water on both shoulders. 
They decry regulation at the Federal level which would tend to hold the price 
line for natural gas and at the same time are advocating legislation at both the 
State and Federal level which would support or increase the price of gas and oil. 

Protection of the ultimate consumer is the objective of the Natural Gas Act. 
Without Federal regulation of field prices there will be a wide gap in the regu- 
latory procedure. Through this gap millions of natural-gas customers can be 
exploited by a small number of producers who wield monopolistic control over 
the supply of natural gas. We urge that the facts are conclusive that protection 
of the ultimate consumer can be attained only by continued Federal regulation 
of field prices for natural gas sold in interstate commerce. We respectfully 
submit that the paramount public interest requires rejection of H. R. 4560 and 
other pending bills of similar import. 

Mr. Durrer. Mr, Chairman, the Wisconsin Commission took a very 
active and prominent part in the case which finally wound up in the 
United States Supreme Court of Phillips Petroleum Company v. The 
State of Wisconsin, Wisconsin Commissions, and others. I believe 
that our commission and our State were the only State and the only 
State commission that were parties to that proceeding. Needless to 
say, we have a very active interest in this type of proposed legisla- 
tion as proposed by Mr. Harris and the other types of bills and we 
are here in brief, in opposition to it. 

The Chair has already referred to the fact that the history of the 
Phillips case has been quite well developed by at least 40 witnesses 
already and I do not intend to go into the legal implications of the 
Phillips case, but I think it is highly significant, gentlemen, that until 
the attorney general appeared here yesterday afternoon, the attorney 
general of Wisconsin, Mr. Thompson, I had followed the gas and oil 
periodicals and until Mr. Thompson appeared here yesterday after- 
noon as the attorney general of our State, I do not believe there had 
been very much said about the facts as compared to the legal implica- 
tions of the Phillips case and particularly the facts in the case as they 
affected the State of Wisconsin. I am sorry Mr. Dies, that you were 
not here for Mr. Thompson, our attorney general’s entire presentation 
and I do want to briefly reiterate some of the points that he made. 

Now, the fact is that in our State the 8 utilities who distribute 
natural gas under our jurisdiction to 95 percent of the market in our 
State, are served by 1 pipeline, the Michigan-Wisconsin Pipeline Co. 
To all intents and purposes that pipeline can be said to have a mo- 
nopoly of supply to the utilities of our State, but it is a regulated mo- 
nopoly, regulated by the Federal Power Commission. In turn that 
pipeline, gentlemen of the committee, is served by one supplier, the 
Phillips Petroleum Co. which, in turn, thereby derives a sole monopoly 
over the basic supply of natural gas to 95 percent of the people of our 
State. 

Now, there has been reference to a captive market and I would say 
that if a list is to be made of captive market States, that Wisconsin 
should be number 1 on the list. 

The facts as to the contractual provision in the Phillips case as de- 
veloped in that case and in the trial of that case, your honor, before 
the Federal Power Commission and before the Supreme Court, are 
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highly significant. The initial contract which was entered into in 
1945 between Phillips and the Michigan-Wisconsin Pipeline Co. pro- 
vided for an initial price of 5 cents per thousand cubic feet of gas. 
From 1945 on down to about 1950 when deliveries of gas actually com- 
menced, this contract expired—that is, the time when the pipeline 
company had to accept delivery was first limited to January 1, 1948. 
The contract was again renewed to a delivery date to January 1, 1949. 
But each time that this extension was made it was made by an exaction 
of escalator provisions in this contract which were not in the original 
contract and which in brief, gentlement of this committee, raised the 
price successively from the original contract price. 

Mr. Dotttver. May I interrupt at this point? I assume from what 
you say that your commission had nothing to do with those contracts ? 
That was between the pipeline company and the local distributors, 
was it not? 

Mr. Durrer. What I am talking about, sir, is the increase in the 
price from the Phillips Petroleum Co. in the field, in the Hugoton 
Panhandle Field in Texas, to the Michigan-Wisconsin Pipeline Co. 
The original contract which Phillips entered into with the Michigan- 
Wisconsin Pipeline Co. was dated in 1945. It was renegotiated in 
1948. It was renegotiated in 1949. That was an unregulated trans- 
action by anybody. 

Mr. Dotttver. And you had nothing to do with that ? 

Mr. Durree. No, sir. 

Mr. Dotitver. I just wanted to make that clear. 

Mr. Durrer. Definitely not. 

During this process of renegotiation, I repeat, the price was raised 
by the insertion of escalation clauses in that contract which were not 
in the original contract, but were the price of an extension of the con- 
tract after the pipeline had built 160 miles of pipeline from the Sher- 
man plant in Texas and had spent $8 million. From that time on is 
when the renegotiation of contracts began. I submit at that time 
that the pipeline by its investment was compelled to accede to the 
wishes of the Phillips Petroleum Co. by virtue of a monopoly pres- 
sure that it then held. The pipeline was committed. It had no out 
except to pick up the 160 miles and the $8 million investment and try 
to find someplace else. Actually, it had no great incentive to do that 
because it knew that whatever the cost was it was not a competitive 
cost to it. 

As a matter of fact, when we consider such other provisions as the 
reduction in pressure per square inch added to the escalation con- 
tracts, the new prices which were added by the transfer of additional 
acreage, we can say that for all practical purposes by the time deliv- 
eries commenced from Phillips Petroleum Co. to the Michigan-Wis- 
consin Pipeline Co. that price before deliveries had even commenced, 
had increased almost 100 percent. 

The Crratrman. Mr. Durfee, may I, since you are giving this orally, 
and not following your transcript, which I appreciate, ask you a ques- 
tion there ? 

Mr. Durrer. Yes, sir. 

The Cxatrman. May I ask you if in your opinion most of that in- 
crease was due to escalation or favored nation clauses in the contract 
of the pipeline with the producing group? 

61557—55—pt. 2—51 
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Mr. Durrer. It was all due, Mr. Chairman, to escalation clauses 
that were inserted in the amended contracts. 

The Cuamman. In the amended contracts? 

Mr. Durree. Between the pipeline and the Phillips Petroleum Co. 

The Cuatrman. Thank you, sir. 

Mr. Do.uiver. That happened before 1 cubic foot of gas had been 
delivered in Wisconsin ? 

Mr. Durrer. Yes, sir. 

Mr. Rocrrs. May I intercede there? How much was that increase? 
You are talking about the increase to the consumer ? 

Mr. Durrer. I am talking about the increase in the contract price 
between the Phillips Petroleum Co. and the Michigan-Wisconsin Pipe- 
line Co. in Texas. 

Mr. Rogers. Well, now, what I am talking about is this: Was there 
an increase to the consumer resulting from that ? 

Mr. Durree. Well, if the consumer had had the benefit of the orig- 
inal price when the deliveries began the gas would have been at least 
5 cents cheaper. 

Mr. Rogers. Five cents cheaper ? 

Mr. Durree. Yes, sir. 

Mr. Rocers. There was an increase of 5 cents. In other words, you 
are taking just the increase itself? 

Mr. Durrer. I am saying that the original contract price was 5 
cents and that to all intents and purposes it is a technical matter of 
pressures, increases of additional acreage that were put into the con- 
tract, to all intents and purposes that price was increased approxi- 
mately 100 percent. 

Mr. Rogers. To 10 cents? 


Mr. Durrer. The price was actually 814 cents, but if you compute 
reduction in pressure and reduction in acreage in practical effect it 
was almost 100 pewnar 


Mr. Rocers. Thank you. 

Mr. Durrer. If we take the figure as to how that actually worked 
out, Congressman, the increase over the original price as to how that 
finally affected when full deliveries were commenced, the increase at 
the 5-cent original price, the total price for the 125 billion delivered 
during the first year—the total increase at 5 cents—the total price 
would have been $6,259,000. By the mere increase of price to 814 
cents without counting the other feature, the price rose to $10,641,575, 
or an annual increase of $4,381,825. 

Now, I appreciate the fact that reference has been made here to the 
fact that the price only went up a couple of cents, but I submit that 
in the original negotiation of this contract, a means was effected 
whereby the price went up to the consumer $4,381,825 solely by virtue 
of escalation provisions that were inserted in this contract, and I say, 
virtually by duress with the pipeline company. 

Mr. ers. May I pose a question there? You say by duress of 
the pipeline company. I was wondering if there was any suspicion 
of conspiracy between the two? 

Mr. Durrer. I would say, Congressman, in all fairness to all parties, 
that insofar as the record in the Phillips case shows, there is no evi- 
dence of any affiliation of interests. I would say that this was prob- 
ably a typical arms-length, open, competitive, bargaining contract. 
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Mr. Dies. Let me see if I get the facts there, briefly. 

Mr. Durree. Yes, sir. 

Mr. Dies. The original contract was made for 3 years between the 
transmission company 

Mr. Durrer. It was made in 1945 and I believe that deliveries were 
to be accepted by the first of January 1948. 

Mr. Dres. 1948 ? 

Mr. Durrer. Yes, sir. 

Mr. Dres. Then the contract expired ? 

Mr. Durree. Yes, sir. 

Mr. Dies. When it came to renew the contract then, Phillips 
submitted the contract which contained escalation clauses in it? 

Mr. Durrer. Yes, sir. 

Mr. Dies. And the transmission company accepted it ? 

Mr. Durrer. Yes, sir. 

Mr. Dries. Do you know what kind of escalation clauses they were, 
whether favored-nation or spiral, or what ? 

Mr. Durresr. They were not favored-nation clauses, they were escala- 
tion clauses which I can summarize, if the committee wishes. 

Mr. Dres. Just briefly I am interested in knowing what kind. 

Mr. Durrer. The principal one was on August 1, 1948 under an 
amended contract which extended the initial delivery rate to July 
1, 1949, and I am referring now to exhibit 36 in the record of the 
Phillips case, page 8, the contract itself provided for a 50 percent in- 
crease in the base cost of the gas. That escalation clause itself in- 
creased the price from 5 cents to 714 cents. 

Mr. Dries. Just arbitrary provision for it? 

Mr. Durrer. Well, I will accept that language, Congressman, if you 
choose it. I would say it was. 

Mr. Dies. That is your interpretation ? 

Mr. Durrer. Yes, sir. 

Mr. Dres. Do you think that the transmission company was very 
wise in spending all this money with such a short-term contract? To 
what extent are they culpable when they go in and invest all this money 
and build a pipeline unless they are protected by an adequate contract ? 

Mr. Durrre. The term of the contract, Mr. Congressman, I believe 
was 30 years, or rather, 20-year contract. 

Mr. Dies. Twenty-year contract ? 

Mr. Durrer. But what I am talking about is that they had to accept 
deliveries on the initial contract by January 1, 1947 and when they 
found themselves unable to do that, they then had to negotiate another 
20-year contract. 

Mr. Dres. In other words, they were not able to live up to their 
contract, the transmission company ? 

Mr. Durrer. That is right. 

Mr. Dies. And as a price to get the other fellow to make a new con- 
tract, they had to agree to this escalation clause ? 

Mr. Durrer. I think it is fair to say that they had to agree to it, 
yes, sir. 

Mr. Dres. Yes. 

Mr. Rocrrs. Let me ask one question, if the gentleman will yield? 
You said a minute ago that it was a typical arms length contract. I 
gather from that that you were being facetious more or less and that 
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the word or term “arms length” is merely a word that had no real 
meaning insofar as such an agreement was concerned. What disturbs 
me is this and of course we do not want to try the Phillips case over 
again because it has been tried once, although I would like to try it 
again. What I am thinking about is that Phillips are not the only 
producers of gas. My point is where we are moving into a situation 
where there would be Federal power and there are many instances of 
individual producers and individuals who sold on that basis. 

Mr. Durrer. Your point is a purely hypothetical point as far as the 
State of Wisconsin is concerned. 

Mr. Rogers. I can understand that as far as Wisconsin is concerned. 

Mr. Dies. To finish this right there at that point, I am trying to 
understand what you are testifying. The figures I got here for some 
cities in Wisconsin supplied by Madison Gas & Electric Co. or supplied 
by Michigan-Wisconsin Pipepline, which is the company which sup- 
plies 95 percent of the gas to the State of Wisconsin. 

Mr. Durrer. Yes, sir. 

Mr. Dies. The figures that I got indicate that in 1950 they got 8.2 
cents for the gas and by 1953, and I do not have anything beyond 1953, 
but in 1953 they were charging 914 cents and it had gone up a little 
over a cent from 1950 to 1953. But your distributor raised his price 
7 cents. During the same period this transmission company paid a 
little over a cent increase in the field price but charged the distributor 
a little over 7 cents. Then the figures I got show that the price to the 
residential customer was $1.80 in 1950 and had been decreased to $1.66 
in 1954? 

Mr. Durrez. That is right. 

Mr. Dies. So that the picture, just for these years, and I do not 
have the other picture, shows a situation in which your transmission 
company has gotten a far greater increase than the producer got 
for his gas. That is in the city of Madison from records furnished to 
the Federal Power Commission, 

Mr. Durresz. The transmission companies, Congressman, referring 
to the pipeline company or to the Wisconsin utility ? 

Mr. Dres. It is served by the Madison Gas & Electric Co. supplied 
by Michigan-Wisconsin Pipeline Co. The pipeline company paid for 
its gas a little over 8 cents, 8.2 in 1950 and raised that price to 9.5 in 
1953. 

Mr, Durrer. I might say parenthetically it has raised it to about 
11 under bond now. 

Mr. Dres. I do not have that figure but what was interesting to 
me was the fact that the pipeline company raised its price from 1950 
to 1953 the amount of 7 cents and it was under regulation. Here was 
a regulated company that increased its price far more than the unreg- 
ulated company. 

Mr. Durrer. May I say, sir, that the pipeline company did raise 
its rate from 28 to 35 cents. May I say that due in part, at least 
to the activities of the Wisconsin Commission before the Federal 
Power Commission that rate has now been cut back to 31 cents, 31.6 
for the pipeline company. It is not 35 cents today, it is 31.6. 

Mr. Dries. You have done a good job because your customers have 
had an actual decrease in the price of gas, according to my figures. 
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Mr. Durres. The customers in the State of Wisconsin in general 
since the introduction of natural gas in our State, have had a decrease 
in the general price of gas except, I believe there have been some 
increases in the case of the Milwaukee Gas Co. I might say that Mr. 
O’Leary can answer these more specifically, but I believe in general, 
the statement is correct. 

Mr. Dres. Over in Milwaukee, in 1949 your transmission company 
was paying 8.1 for the field price and that increased to 9.5 in Milwau- 
kee. In Milwaukee they raised their price then, the transmission com- 
pany, five cents during that same period. In other words, they raised 
from 30, which is the cost of natural gas at the city gate. All I have 
is the figures here that came to me. You may have more accurate 
figures. I am just giving them to you for what they are worth. In 
1949 they were charging at the city gate 30 cents and in 1953 they 
were charging 30 and an increase of 5 cents. 

Mr. Durrer. I might say that this has been cut back to 31 cents 
and they have been directed to refund that to the customer. 

Mr. Dres. I see. Well, you have a very efficient commission. 

The Cuatrrman. May the Chair inquire if vou have finished your 
statement, Mr. Durfee ? 

Mr. Durree. Not completely, sir. 

The Cuarrman. The Chair believes that perhaps we should allow 
you to finish your statement and then proceed with qeustions, if you 
have an additional statement to make, Mr. Durfee. 

Mr. Durree. In addition to the imposition of the escalator in- 
creases which we considered unmerited in the Phillips contract, it was 
not the increase in the price from 5 cents to 8.1 or 8.5, or as it is today, 
from 5 to 11 cents under bond, it was the sole position of our commis- 
sion, this very factor that we have been discussing here and that is the 
definite possibilities, the probabilities of further unmerited increases 
under these escalator clauses. Congressman Harris, I think, has re- 
ferred to the fact that probably today it is true, it is probably true in 
Wisconsin, that it is not the increase, well, the increase that we recently 
had by Phillips from 9.5 to 11 cents that is our sole concern. I believe 
Congressman Harris, you said it was the fear of the future. May I 
say, sir, that in Wisconsin I interpret the word “fear” to be an expres- 
sion of emotion and our attitude toward this matter is entirely unemo- 
tional. In our case it is a calm, considered conviction that that will 
happen and it is based upon the record and the facts in the Phillips 
case. That conviction is further substantiated in this increase to 11 
cents, which is now under bond filed in 1955 by Phillips under an auto- 
matic escalation clause which I will say was under the original con- 
tract of seven-tenths of 1 cent every 5 years, but in justification of im- 
posing that escalation clause, Phillips said this: 

Because of declining pressures in the field and the gathering system of Phillips 
Petroleum Co., it would be necessary to install boosting equipment and compres- 
sors in order to maintain both delivery pressures and volumes required. 

In effect, Phillips said that unless we get the increased price we are 
even going to cut down on the deliveries of the gas that we are making 
now under our contract. I think the threatening implications of that 
statement in that quotation, which you will find on page 5 of our state- 
ment, are unmistakeable and I will say this, sirs, that such prectnpenty 
demands, such an ultimatum to the consumers of our State hardly be- 
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speaks the attitude of an independent producer who is feeling the hot 
breath of competition on the back of his neck. 

In conclusion, I would like to point out that I, too, am a believer in 
individual private enterprise, but I believe there is one well-established 
principle of Federal regulation that is applicable to the facts, at least 
in the State of Wisconsin, which is what I am talking about, and that 
is that whenever an unregulated monopoly to practically the entire 
market of any State in this Union arises in interstate commerce, 
whether that is gas or any other essential commodity, and that mo- 
= is used to force prices upward as has been done here, generally 
one of two things happens, the monopoly is broken under the antitrust 
law, or it is subjected to Federal regulation and that this legal reaction 
to monopoly is not socialism, nor is it the destruction of State rights. 
It is an established principle of American government that is as basic 
as the concept of free enterprise itself and it cannot be disregarded 
in any solution of the natural-gas producing problem. 

I would like to conclude by referring to the decision which I think 
is the cornerstone of public regulation, the famous case of Munn v. 
Lllinois, which I am sure the members of the committee will recall, and 
involved regulation by the State of Illinois of the grain elevators in 
Chicago through which the grain passed from the Western State 
markets to Eastern State markets in interstate commerce and, of 
course, at that time there was no Interstate Commerce Commission 
and the State of Illinois accepted regulatory jurisdiction over the 
rates which those elevators were charging and this I believe was the 
first cornerstone case and I believe the words of the United States 
Supreme Court are significant today over 75 years later. The case 
was decided in 1875 and it is a classic case in reviewing the English 
common law, as summarized by Lord Hale as to the necessity of pub- 
lic regulation, that when private property is affected with a public 
interest, it ceases to be strictly private property. It becomes affected 
with the public interest. The Court said, and I will just take one 
sentence out of it, in applying this principle to the Chicago grain ele- 
vators which controlled this commerce: 


They stand in the very gateway of commerce and take toll from all who pass. 


Gentlemen of this committee, I submit that in the supply of natural 
gas to the State of Wisconsin the Phillips Petroleum Co. stands at the 
very gateway of this essential commerce to our State and it takes its toll 
from all which passes. These are facts of life in Wisconsin, a mo- 
nopopoly of natural gas supply, not mere theories of free, open, com- 
petitive bargaining. They are a substantial part of the facts upon 
which the United States Supreme Court decided the Phillips case 
and they are facts which I am sure this committee will consider in 
arriving at its final judgment in this case. 

Mr. Chairman, the balance of the presentation I would like to re- 
serve for Mr. Henry J. O’Leary, chief of our rates and research de- 
partment. 

May I say by way of preface that he has prepared this statement 
from page 7 on. Mr. O’Leary has been with our commission for 
25 years. I believe anyone connected with the Federal Power Com- 
mission or any State regulatory commission would recognize that Mr. 
O’Leary has Sean chairman of numerous national committees of the 
National Association of Railroad and Utility Commissioners dealing 
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with the very problems of regulation we are now discussing. In 
1945, when the Federal Power Commission opened its first general 
investigation of the natural problem as to possible amendment of the 
Natural Gas Act, Mr. O’Leary appeared before the Federal Power 
Commission upon authorization of our commission. He took a very 
active part in the preparation and presentation of the Phillips case. 
And I would ask that this committee now listen to Mr. Henry J. 
O’Leary of our commission. 

The Cuarrman. Are there any further questions of Mr. Durfee? 

Mr. Rogers. Mr. Durfee, are you not taking the position that be- 
cause of a controversy the State of Wisconsin had with the Phillips 
Petroleum Co., you are wanting to subject the Phillips Petroleum Co. 
to Federal control and thereby subject everyone else who happens to 
be dealing in that same particular commodity to the same identical 
penalty, simply because you had a controversy with Phillips ? 

Mr. Durree. I would say, sir, that is all we ask, but it is quite obvi- 
ous that there are quite a number of other States that are asking for 
the same thing. And probably the example of Wisconsin has had some- 
thing to do with their joining with us. 

Mr. Rogers. But you are willing, because of that controversy, to 
include people with whom you had no controversy and who are in a 
position where they cannot help themselves. 

Mr. Durreg. Yes, sir. 

Mr. Rogers. You spoke of captive markets. I wonder if the gentle- 
man is familiar with the fact that there are a lot of people who are 
producing gas that are captive, too. And they have no choice as to 
where they sell that gas. 

Mr. Durresg. I believe they have. In fact, they have pointed out the 
alternative very forcibly. They havea choice of selling it. 

Mr. Rogers. You are talking about the Phillips Petroleum Co., and 
I am talking about John Q. Jones, who lived down on the Panhandle 
near me in ‘Texas and owns some of that gas and does not have choice 
where he sells it. Because a pipeline comes by him that is a pipeline 
moving in interstate commerce and he has to sell to it, he becomes a 
public utility and subject to Federal control. 

Mr. Durrre. You are referring now to a small independent pro- 
ducer # 

Mr. Rogers. Yes, sir, I am referring to a small independent pro- 
ducer. 

Mr. Durrte. It is our conviction, sir, that in that case—and I believe 
you will find our position well stated in the hearings before the Federal 
Power Commission, and in rule 142, in which the Commission dis- 
cussed the question of the types of rates formulas which it should 
adopt, following the Phillips decision—we stated, I believe, a propo- 
sition similar to that which I think Mr. Heselton’s bill contemplates, 
that the Federal Power Commission could itself, under the regulatory 
jurisdiction which it is vested with, under the decisions of the courts, 
adopt some reasonable norm whereby it would differentiate in the pro- 
cedure required for rate making between the perhaps onerous pro- 
cedure for a small producer of a large producer like Phillips, and a 
small producer. e set that forth at length in our presentation to 
the Federal Power Commission. 
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I do believe that a small independent producer certainly should not 
be required to go to the Federal Power Commission for an increase 
in rates and submit a case such as we would require a company like 
the Phillips Petroleum Co. to submit. 

Mr. Rogsrs. I appreciate your concern with the small producer. 
He is the one I am trying to represent. Thank you very much. 

Mr. Harris. Mr. Chairman, may I ask just 1 or 2 questions? 

As I understand, you are taking the position in your statement that 
the producing of natural gas should be treated as any other utility; 
is that true? 

Mr. Durregr. I believe it should be regulated. I do not say it should 
be treated as any other utility. 

Mr. Harris. How do you think the determination should be made 
in arriving at what the field price would be ? 

Mr. Dorrer. I will repeat the position we presented to the Federal 
Power Commission, Congressman. That is, I believe that in the de- 
termination of the field price the Federal Power Commission should 
determine the original cost or the net investment cost of the reserves 
of the producer, deduct therefrom depreciation, add working capital, 
and expenses of operation. And in expense of operation, sir, you will 
find that we have included in our recommendations to the Federal 
Power Commission, drilling of dry holes, costs of exploration. We 
include all of that in operating expenses. And we further stated that 
because of the differences which are inherent in the production of nat- 
ural gas from, let us say, an electric utility, on which we fix a rate of 
return in Wisconsin at, say, 6 percent, which I would say for any gas 
producer would be inadequate, perhaps grossly inadequate—and we 
said that we recommended that the Federal Power Commission should, 
in fixing a rate of return, take into account for each particular util- 
ity, in fixing that utility’s rate of return, the element of speculation or 
venture which was involved for that particular company. 

Mr. Harris. In other words, there should be a fair price. 

Mr. Durreg. A just and reasonable price to both the consumer and 
the producer. 

Mr. Harris. Mr. Durfee, have you ever stopped to realize that these 
companies do not find oil and gas until they get permission from a 
aes that they can come in and explore for this product on his 

and ¢ 

Mr. Durrer. I guess that is right; yes. 

Mr. Harris. Did you ever stop to think that Landowner A out here 
is going to lease his land to some explorer and he is going to do that on 
the basis that he is going to get something out of it ? 

Mr. Durrer. Yes, sir. 

Mr. Harris. And unless he does get some return out of it, he is not 
going to let that man come on his place and drill for gas or oil, is he? 

Mr. Durrer. No; I do not think he would. 

Mr. Harris. Now, do you think any farmer, John Doe farmer, is 
going to let some big oil company or little oil company or big gas com- 
pany or little gas company come in and take over his property and 
develop it on the basis that he might derive something out of it for a 
couple or 3 years and then after that get nothing else out of it, and yet 
they will be there on his property, taking out his gas and sending it 
through an interstate line or to some other place? Do you think that 
is going to happen? 
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Mr. Durrer. I don’t think any farmer would agree to that, nor do I 
think any gas producer that was trying to really find some gas and buy 
it would ever try to exact that kind of a transaction. 

Mr. Harris. No, I don’t think so. And consequently, the future 
supplies that you consumers and all of our consumers are so concerned 
with is going to be quite an important problem down the line. I think 
that is just something that the people in your area should consider, 
as you have tremendous investments in utilities systems in your major 
cities, in your State, throughout the country. You have tremendous 
investments. And if now over a period of time we bring about a policy 
whereby the supplies will not be available to go through those lines 
and through those distributing companies, chaos is going to reign. It 
is going to be a terrific situation. And the public can’t help themselves. 

Mr. Durrer. Well, Congressman, I cannot accept your premise that 
regulation by the Federal Power Commission would have to be so 
unreasonable per se as to strangle the production, the future produc- 
tion of natural gas. 

Mr. Harris. That is the point I try to make. It can not. What we 
should do is to arrive at someway out of this, so that this can continue, 
and the producers and explorers of natural gas will not be put in a 
straitjacket, and they will te able to give what you want in the future. 


The owners of the land have got to have some incentive. I do not know 
whether you own any land or not. I do not suppose you would mind 
stating whether you do or not; would you? 

Mr. Durrer. What was that, sir? 

Mr. Harris. Do you own any farmland or any other land? 


Mr. Durrre. I own a house. 

Mr. Harris. But you do not own any land? 

Mr. Durrer. No. I have been a lawyer for about 30 years, sir, and 
I never yet got into the enviable stage of being able to own a farm. 

Mr. Harris. Well, I would not say that would be true down in that 
great State of Texas. I understand a and others do go out and 
acquire great tracts of property. But the point is that when a land- 
owner permits a company to come in on his place with the right of 
ingress and egress to take over and do what he wants to on that place, 
that has to be considered in this whole problem. 

Mr. Durrer. I would hope, sir, that the Federal Power Commis- 
sion would give that careful consideration. 

Mr. Harris. The Congress ought to set up the policies on it. That is 
the way I see it. 

Mr. Durrer. I submit in conclusion, Congressman, that I can’t ac- 
cept your premises, primarily because under regulation, under the 
regulation of utilities which has existed in this country—in Wisconsin 
I believe our commission started out in 1870, one of the first regulatory 
commissions in the country—I can point with pride, I believe, to the 
fact that under Federal regulation and State regulation the expansion 
of utilities, the electrical, water, and telephone utilities, has been 
phenomenal. 

Mr. Harris. But I would remind you that the business of producing 
gas is far from the business of producing energy as electricity, and so 
forth, in a utility system. 

Mr. Dorrer. I agree with that completely, Congressman. 

Mr. Harris. Thank you very much. 
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The Cuarrman. We will now hear from Mr. O’Leary, who is with 
the rate and research department of the Public Service Commission of 
Wisconsin. 

You may proceed; and wherever you can condense, Mr. O’Leary, it 
will be appreciated, because Mr. Liberman yielded his time, and I hope 
we can get to him as soon as possible. 

Mr. O’Leary. I very much appreciate that, Mr. Chairman. 

Before I start, I would like with your permission, if I could, to have 
a little colloquy with Congressman Dies, because of some figures which 
he jpg peer to Mr. Durfee. 

s I understood it, Congressman Dies, you presented different fig- 
ures for the cost from the pipeline at Milwaukee than you did at 
Madison. 

Mr. Dies. Yes. Let’s see. I have got it right here. I can tell you 
in a second. For the city of Madison, the average cost of natural gas 
delivered to the city gate was 35 cents. No; it isthe same. 

Mr. O'Leary. The 1953 figure was the same, but as I understand it, 
the first figure you gave was not. 

Mr. Drws, Let’s see. 28.2 for Madison, and for Milwaukee 30. 

Mr. O’Leary. I thought you gave a figure of 30. 

Mr. Dies. That is right. 

Mr. O’Leary. I would like to inform you, Congressman Dies, that 
there is a uniform rate on the system of the Michigan Wisconsin Pipe- 
line Co., that it started out with a temporary filing of 30 cents, which 
was, in effect, for a very few months and then went down to 28 cents 
and then was successively raised twice in 314-cent increments. 

Mr. Dres. I beg your pardon. I gave you the 1949. In 1949 it was 
30 in Milwaukee. And then I had in the other city 50. But for the 
year 1950, they were the same in both places. 

Mr. O’Lxary. You had me somewhat confused because of the dif- 
ferent figures. 

Mr. Dies. I did not notice that one was beginning in 1949 and the 
other began in 1950. 

Mr. O'Leary. Thank you very much. 

What I have to say is somewhat of a technical nature, and I am 
going to try to comply with the chairman’s request to the very best 
of my ability. I certainly appreciate his very great courtesy in ex- 
tending this time, and I will try to summarize it as best I can. 

There are a few principal points which we would like to develop. 

No. 1, there is no effective competition among producers. The prin- 
cipal claim of the producers is that the consumers of natural gas are 
afforded ample protection from excessive prices and exploitation by 
vigorous competition, among the several thousand producers of natural 
gas. And I would like, with your permission, to examine, just for a 
few minutes, the foundation upon which this claim rests. 

No. 1, I think you will all agree that as of now a seller’s market 
exists. At the present time the relationship to supply and demand is 
such that sellers are in control of the market price. The records of the 


Federal Power Commission make it clear that pipelines are competing 
with each other for gas and that there is very little, if any, competi- 
tion among producers. It is my understanding that Gerald Thomp- 
son, of the Texas Railroad Commission, made that same statement 
before this committee. 





NATURAL GAS 1749 


I would like to call your attention to another statement which points 
that out. Very recently, D. A. Hultze, president of the Lone Star 
Gas Co., an interstate pipeline, warned his 700,000 Texas and Okla- 
homa customers—this is getting right back home—of a possibility of 
a $10 million annual increase in rates because of the necessity for 
meeting the higher prices offered by Natural Gas Pipeline Company of 
America for gas in Jack and Wise Counties, Tex. 

If effective competition existed, pipeline companies could never be 
compelled to agree to oppressive favored-nation and spiral-type esca- 
lation clauses in supply contracts. Such oppressive spiral-type esca- 
lation clauses have recently been declared contrary to the public 
interest as a matter of law by the Federal Power Commission. New 
pipelines and existing lines seeking large new increments of natural- 
gas supply have had to pay prices greatly in excess of those prevailing 
only a few years ago in order to obtain adequate supplies. The market 
for natural gas in the producing areas is as much a seller’s market 
today as it was a buyer’s market 10 years ago. And when I first par- 
ticipated in G-580 and was present at some of the hearings in Houston, 
Tex., and heard about the prices that these people got for their gas, 
either to blow it into the atmosphere or take 2 or 3 cents for it—I re- 
member that at that time Gerald Thompson made the statement that 
it would practically be heaven if the price of gas ever got to 10 cents. 
And everybody tittered at the time he made the statement. They 
figured he was just visionary. And that was just a few short years 
ago. 

Now, I would like to analyze some of the basic economic factors 
which go into this matter of lack of competition. I think a lot of us 


have been engaged in a numbers game, in which nobody seems to be 
able to agree how many independent producers there are. But I would 
like to consider a few other factors, 

One of the factors is the geographical factor. Most of the major 
producing areas are rey separated. The distance between existing 


pipeline supply points and prospective new sources of supply are usu- 
ally great. Because of these distance factors, the radius of effective 
competition for the supply of any particular line is severely restricted. 
A $100 million supply line cannot be moved around like a garden hose. 
It is limited in the area in which it can go in order to get an adequate 
supply of gas without paying too much of a distance penalty. 

A second consideration is the volume consideration. Most of the 
major flush producing areas are already committed by contracts for 
new pipelines or for large volumes of new gas for existing lines. The 
number of areas which can provide sufficient quantities of gas are 
scattered and limited in number. There are but few areas which 
could readily make available a minimum daily volume of 300 million 
cubic feet required for a new long-distance interstate pipeline. 

A pipeline desiring such an amount usually must accumulate it from 
several areas and several producers. The necessity for accumulating 
its total requirements from separated sources weakens the bargaining 
position of the pipeline, because these separated producers do not have 
to compete with each other. 

Now, there is the time consideration. Even though competition 
may have existed at the time a pipeline was first len. after its 
initial commitment the element of competition is no longer effective. 
Usually the pipeline is bound to a particular area by long-term con- 
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tractual commitments and large investments which precluded from 
sees around or going elsewhere if it is dissatisfied with the price 
of gas. 

Insofar as committed supplies are concerned, the element of compe- 
tition ceases to be a factor in determining reasonable prices. Ob- 
viously, the purchaser cannot pick up his pipeline and seek a more 
favorable market. Likewise, the purchaser is not free to terminate 
service. The time for free competitive bargaining has passed. Unless 
the price is regulated, the only choice is to pay whatever the suppliers 
are able to exact under bargaining conditions which weigh heavily in 
favor of the suppliers. 

Another factor—and I don’t want to be misunderstood on this 
point—is the effect of State regulations. State protection of correla- 
tive rights and requirements for ratable takings limits the urgency of 
the supplier to produce and sell his gas, thereby removing an impor- 
tant competitive consideration. The Wisconsin commission has to 
quarrel with legitimate restrictions in the interest of true conserva- 
tion, but we cannot ignore their deterrent effect upon competition. 

And maybe I should amplify that a little bit to say that those par- 
ticular points which I raised about ratable taking and correlative 
rights we support 100 percent. We felt in G—580, when I think at 
that time Texas was not enforcing such regulations, that particularly 
the small producers were being taken advantage of by pipelines and 
by other purchasers. We have no quarrel with that regulaion. But 
— do say that it does remove the urgency of the producer to produce 

is gas. 

Metin factor is the minimum wellhead prices established by State 
agencies. The at effect of State-determined minimum wellhead 
prices is too effectively eliminate all competition in the area covered. 
It has been the usual practice of the States involved to increase the 
minimums periodically so that the impetus is to arrive at a single price 
which will be the highest price in the area. Such minimums to all 
intents and purposes eliminate bargaining, since any prices below the 
established minimum would be illegal. 

A December 1953 minimum price order of the Kansas Corporation 
Commission pointed out, “The field (Hugoton) was now developed to 
the extent that there is not enough undedicated acreage to warrant any 
new pipelines and no reason to expect any advance in price by reason 
of competition.” 

Mr. Harrts. Mr. O’Leary, would you permit an interruption ? 

Mr. O’Leary. Surely. 

Mr. Harrts. I am sure you observed that 2 weeks ago last Monday, 
the Supreme Court decided that issue again. 

Mr. O’Leary. I did, Congressman Harris. I have read some of the 
trade journals, which indicate that they are not too sure, some people 
are not too sure, what the decision means, because of some language in 
there that differed from the Phillips case. And I also call your atten- 
tion to the fact that I assume that the minimum price orders can still 
apply to intrastate gas, which, of course, is a part of the total market. 

Mr. Harris. And the Congress cannot do anything about that. 

Mr. O'Leary. Right, sir. That is right. 

Mr. Harris. The court said that someone referred in a very “cryp- 
tic” opinion—I think they means a very terse opinion—to the point 
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that gas that went into interstate commerce, the price of it, could not 
be controlled by the State. 

Mr. O’Leary. I am only calling on my memory, but it seemed to 
me there was some phrase in there that had to do with “after produc- 
tion and gathering.” 

Mr. Harris. I think it said “after it entered the interstate facility.” 

Mr. O’Leary. I do remember, I think, reading in the Oil and Gas 
Journal an observation that, “Well, now, maybe this statement is a 
little different than it would appear at first sight.” But I don’t want 
to quibble with you about what the meaning of the decision is. I am 
nota lawyer. I probably wouldn’t know it anyway. 

Another factor in the competitive situation is the favored-nation 
clauses. The wide application of these clauses in supply contracts 
effectively restricts or eliminates competition. These clauses have the 
objective of establishing a single price level for gas in a specific pro- 
ducing area, that level being the highest price paid in the area. Obvi- 
ously, price bargaining is ineffective under such conditions. __ 

No. 7, which I am not going to elaborate on, because I think possibly 
it has been covered before, is the lack of effective bargaining incentives 
on the part of the pipelines. The pipeline, as you know, is almost like a 
funnel between the producer and the distributor. As long as the pipe- 
line can pass on the increases which the producer places upon him, up 
until he reaches a competitive ceiling, he doesn’t have very much to 
worry about. 

The eighth point—and this is about the only place where I get into 
the numbers game is that the mere fact that there are 4 to 5 thousand 
producers of natural gas in and of itself does not assure vigorous com- 


petition. One measure of the competitive eee provided by this 


large number of producers is the extent of natural-gas reserves con- 
trolled by the respective producers. It appears from examination of 
published data that over one-half of all of the natural-gas reserves not 
controlled by natural-gas companies are controlled by six major oil 
companies. Conversely, it likewise appears that the total of the re- 
serves controlled by about 98 percent of the producers is very small. 
Even as far back as 1947, the late R. H. Hargrove, then vice president 
of the United Gas Pipeline Co., told the Federal Power Commission in 
docket G-580 that— 


* * * the sellers are a strong group. There are a great many independents, 
small companies, which could not be regarded as strong. But the sellers market 
is now pretty well predominated by the larger oil companies. 

That statement was made at a time when natural gas was almost a 
drug on the market. It is far more true today. We submit that the 
best proof of the lack of competition among suppliers of natural gas is 
their ability to obtain from purchasers unanetived price increases and to 
exact peremptory conditions including escalator and favored-nation 
clauses. Such arbitrary bargaining practices are directly opposed to 
the public interest and undermine the protection to the consumers for 
whose benefit the Natural Gas Act was established. 

Producers persist in asserting that there is no more justification for 
Federal regulation of producer prices for natural gas than there is for 
Federal regulation of the prices for coal and oil. They contend that 
the same competitive forces which operate to assure reasonable prices 
for coal and oil without Federal regulation are equally effective in 
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assuring reasonable field prices for natural gas without Federal regu- 
lation. They persist in ignoring the unique and distinctive considera- 
tions inherent in the production of natural gas which we have just 
enumerated and which do not apply to bargaining for coal and oil. 
However, these considerations cannot be ignored; they operate to 
eliminate effective competition among producers of natural gas and 
permit monopolistic manipulation of prices. 

Another principal argument that has been made is that the increases 
in field prices materially affect consumer rates. And, Congressman 
Dies, I have listened in the last 2 or 3 days, and you have spoken about 
that little 1-cent increase or little 2-cent increase that has been in the 
producers’ rates. And I would just like to point out to you in this con- 
nection that under certain conditions—and those conditions are rapidly 
approaching; apparently they are here in Tennessee, or very nearby; 
they are apparently very close by in the New York-New England 
market; fortunately I don’t think we are quite there in Wisconsin. But 
a 1- or 2-cent increase in the producer’s price passed along to the dis- 
tributing company can actually create much greater price increases for 
the consumers. And I will tell you why. 

Most of the distributing companies buy from interstate pipelines 
on a two-part rate, consisting of a demand charge and a commodity 
charge. That is a rate which goes up sharply with load factor. As 
a result, the distributing ay cong all try to maintain as close to a 
100-percent load factor as they can. In other words, maximum 


use of their facilities at all times of the year. If they have large 
space-heating loads, which most of them have, that means that they 
have got to do 1 of 2 things. They have got to either sell interruptible 


gas to fill in the valleys, or they have to have a large volume of firm 
industrial gas in order to bring the average load factor up. 

Now, those services, particularly the industrial services, as you 
know, are highly competitive. 

If you pass along possibly a 1- or 2-cent increase to a distribut- 
ing company, which is up against the economic ceiling as far as its 
industrial rates are concerned, and you lose the industrial business, 
what happens? The load factor of the distributor goes sharply down- 
ward. His rate from the pipeline goes sharply upward. It can be as 
high as a 50-percent increase. 

Allright. He has to then go and take that increased cost and apply 
it to his remaining customers. He has lost part of his sales volume. 
The distributor himself has numerous nonvariable costs, which do not 
vary with the amount of throughput. So he has to take those costs 
and assess them against his remaining customers. So that eventually 
he may have to charge his residential customers or his commercial 
customers or his space-heating customers, if they can stand it, as 
much as 10, 15, even 20 cents per thousand cubic feet more when that 
situation arises. 

Did you have a question, Congressman ? 

Mr. Dres. Yes. That statement of yours, however, is based on two 
assumptions. One, that the pipeline company already has its maxi- 
mum load. In other words, if its supply increases, doubles, and it can 
take care of the same supply over the same facilities, it can transport 
the gas considerably cheaper. And so, in a case of that sort, it could 
absorb the increase, could it not, very easily ? 





NATURAL GAS 1753 


Mr. O’Leary. No. I would disagree with you. I have heard a 
statement made several times 

Mr. Dres. I do not think you quite follow me. I say, assuming a 
pipeline company has not reached its load, and it doubles its intake. 

Mr. O’Leary. Without increasing its facilities ? 

Mr. Dies. Without increasing its facilities, 

Mr. O’Leary. Yes,sir. I follow you. 

Mr. Dres. It can absorb a considerable increase without passing 
it on, and still make a profit ? 

Mr. O’Leary. That is right. 

Mr. Dries. I mean under those conditions. 

Mr. O’Leary. Congressman Dies, I started off on the assumption 
that, No. 1, the producer increase—and it does not have to be a pro- 
ducer increase; some other increase, a labor increase or anything else, 
any increase—which bumps up against that economic ceiling, is liable 
to have that result. I would not want you to understand that I would 
say aah the producers are the only people who could be responsible 
for that. 

Mr. Dies. Well, your second premise would have to be that the 
increase would destroy the customers for the company. 

Mr. O’Leary. That is right. 

Mr. Dres. In other words, if the increase was out of line with com- 
petitive fuels, so that a man would quit, if it got so unreasonable 
that a customer would say, “I would rather use coal or oil’”—then, 
of course, that decreases the industrial load. 

Mr. O’Leary. Congressman Dies, that was one of my premises, 
No. 1, that the increase is passed along by the pipeline; No. 2, that the 
distributor has an industrial load which is up against an economic 
ceiling. 

Mr. Dries. But today generally over the country the figures that I 
have here show the increases most of the companies have been 
able to absorb. They have been able to absorb considerable increases. 
First they started off with a very cheap price for gas. Many of 
them made long-term contracts. How many I don’t know, but I 
know in our area they tied up a great deal of land and then in turn 
made long-term contracts with producers; and they have very profit- 
able contracts. They have not been hurt by any increase. 

Mr. O’Leary. Congressman Dies, all I could say to you is that from 
the records of the Federal Power Commission of the last 2 or 3 years 
the transmission companies have been almost continuously before the 
Federal Power Commission seeking increases in rates. Now, I would 
be the last one to ascribe all of those increases by any means to pro- 
ducer rates. There are a number of factors which enter in. But cer- 
tainly the increases in producer rates are one. And apparently the 
transmission companies have not had the ability to absorb increases 
either by producers or from labor or material or anything else. 

Mr. Dres. You mean in the last 3 years ? 

Mr. O'Leary. That is right. 

Mr. Dries. But do you not think that is because of the fact that they 
are going out now and trying to make new contracts, and when they 
started to make new contracts people who gave away their gas 10 
or 15 years ago are wise now? The landowner says, “Wait, you are 
not going to get my gas for 2 cents.” He says, “I want more money.” 
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And so all up and down, as you begin to make new contracts, now, how 
are you going to handle that by regulation? You cannot come and 
force anybody to lease his land. 

vv O’Leary. I hope I will come to that point, Congressman Dies, 
in this. 

Mr. Dies. Thank you, sir. 

Mr. O’Leary. It just so happens that that point comes up next. 

Regulation of field prices is feasible. The proponents of H. R. 
4560 and other similar bills argue that the production of natural gas 
is a high-risk enterprise and therefore not adaptable to utility type 
regulation, such as now provided under the Natural Gas Act. It 
appears to us that the risk factor has been greatly overemphasized. 
Historically, most natural gas has been found in the search for oil. 
And I think the committee has probably found many times that out 
of every 9 wells drilled there is only 1 producer. 

It should be borne in mind that most of the natural gas has been 
developed by the major oil producers. These companies have large 
and highly skilled exploration departments which utilize all of the 
modern techniques which have been devised through scientific research 
and experiment. The 1953 publication of Gas Facts quotes from 
World Oil a success ratio of 15.3 in 1953 for wildcat wells. 

Mr. Dres. What was that ? 

Mr. O’Leary. 13.3. And I think, Congressman Dies, that is the 
9-to-1 ratio. That is, 13.3 percent of the wildcat wells turn out to be 
oil or gas producers. 

Mr. Dies. Thirteen percent of the ones drilled ? 

Mr. O'Leary. That is right, sir. 

Now, I would like to compare that ratio with the exploratory re- 
sults reported by a number of the major oil companies in their 1954 
reports to stockholders. And I have listed a list of 12 companies, and 
I am not going to read off the figures. But the average for the 12 com- 
panies, as compared with that 13.3, is 27.6 percent. 

These are wildcat wells, exploratory wells, of major oil companies. 
Their success ratio is about twice the industry average. In other words, 
for these companies about 2 out of every 7 wells yielded producers. 

And I do not think that tells the whole story, because then we come 
to development wells, after a discovery has been made. 

For eight companies which I have listed here, the ratio of success 
on development wells is better than 90 percent. That is a better per- 
centage than I can get out in my garden planting seed. And I would 
just like to call your attention, even in that 90 percent, that you could 
never delineate the outlines of a productive area without some dry 
holes. So out of that 10 percent that are dry holes, some of those are 
absolutely essential in order to know the hmits of your productive 
area, 

Mr. Dres. But is your 13.3 figure the accurate one? Because that is 
the cost of the overall production of gas. 

Mr. O'Leary. I think they are both important. Certamly on explo- 
ratory pure wildeatting the 27 percent one is the important one. Those 
are the people you are going to look to for your major gas production. 
They are the people who are equipped, who have the vast financial and 
physical resources to engage seismographic crews and all of that sort 
of thing in order to do it on as scientific a basis as possible. I do not 
say that the little wildcatter still is not going to find oil. 
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Mr. Dies. He is the fellow who finds it. That has been the experi- 
ence, I think, generally—that the man who really finds the oilfields 
is the little fellow. 

Mr. O’Leary. Well, the figures just do not show it recently, Con- 
gressman Dies, because these large oil companies seem to have found 
some, too. They have done a pretty good job of it. 

Mr. Macponatp. Where do these figures come from, sir ? 

Mr. O’Leary. Most are from the 1954 annual reports to the stock- 
holders by the various oil companies. One or two of them possibly are 
from Poor’s and Moody’s manual. If you have my statement, here, I 
have the specific figures for each company. 

Mr. Macponap. I see that. I was wondering whether that was 
compiled in relation to any overall picture, or whether you compiled it 
yourself. 

Mr. O’Leary. No,sir. They are the only ones I was able to get hold 
of. I do not pretend that they cover the industry. Some companies 
I could not get reports on. 

Mr. Macpoarp. But they are figures which were furnished by the 
oil companies themselves ? 

Mr. O’Leary. In their own reports; yes, sir. 

Mr. Dries. Yes, but the point is that the consumers under regulation 
are going to have to pay, on that 13.3—the overall picture is that the 
total production of gas costs so much money, And that is going to 
have to be figured in some place down the line; is it not ? 

Mr. O’Leary. I would respectfully disagree with you, Congress- 
man Dies. 

The Cuairman. May the Chair urge that it is approaching 5 o’clock, 
and he has promised to get to Mr. Liberman, who has yielded his 
time. If he would speed along a little, the Chair will deeply appre- 
ciate it, and it will enable the Chair to keep his promise. I am not 
trying to hasten things, but I just thought we might proceed a little 
more ene: 

Mr. O’Leary. For these companies discovery and development is 
not a hit-or-miss affair, but rather partakes more of a large, well- 
organized enterprise, utilizing all of the skills and science at their 
command, to an extent that results can almost be predicted on an 
actuarial basis. 

I think Chairman Durfee touched very briefly on some of the in- 
centives, and so for that reason I will not go into some of the data 
that I have here, in compliance with the chairman’s desire to get along. 

The CuarrMaNn. It will all be included in the record. 

Mr. O’Leary. Thank you, sir. I would like to call attention to a 
couple of clippings from today’s Wall Street Journal, which indicate 
that the Pacific Northwest Pipeline Co. has arranged its financing, 
a $162 million project, under regulation. It has not fallen flat on its 
face yet. And Phillips Petroleum Co. has reported a 15-percent in- 
crease in its net income for the first quarter, including some very fine 
prospects on the sale of more natural gas, and so forth. So even under 
regulation there are still some possibilities of making an honest nickel 
here and there. 

Mr. Roeers. Would the gentleman yield at that point? May I just 
make the short observation that they have not been under regulation 
up to this time. 

61557—55—pt. 252 
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Mr. O’Leary. As a matter of fact, Congressman Rogers, to some 
extent they have been, because of the ruling of the Federal Power 
Commission in the Michigan-Wisconsin Pipeline Co. case, which did 
affect the rate in their contract. 

The Cuarrman. You may proceed, Mr. O’Leary. 

Mr. O’Lxary. One other point I would like to point to is this. And 
as for Mr. Rogers and Mr. Dies, I will say respectfully that this is 
directed particularly to their area of the country. 

Federal regulation of field prices will not keep gas from interstate 
markets. Producers frequently assert that if Federal regulation is 
imposed they will not offer gas for sale in interstate commerce but 
will sell the gas intrastate to local markets. Distant markets always 
have had to compete with local markets in producing States, and that 
situation will continue in the future. Such local markets have the 
natural advantage of low transportation costs; consequently they are 
able to pay the producer a higher price for an equivalent use than a 
more distant market. It can hardly be anticipated that local users 
will arbitrarily increase their offering prices and their cost of doing 
business just to satisfy an urge to keep the gas at home. 

We made an analysis, which I will try to summarize here very 
briefly, from the 1952 Annual Survey of Masti fedtsinare, published by 


the Department of Commerce, and that indicates that for only a rela- 
tively few classifications of industry do actual costs amount to as 
much as 1 percent of the value of the shipments. The average for 
the 20 major classifications is only 1.35 percent. Now, obviously, fac- 
tors other than fuel costs would be controlling in the location of plant 
sites by most industries. And I am not gainsaying that you may 


have a lot of other attractive features. 

Furthermore, some of these industries for which fuel costs are im- 
portant might be expected to be somewhat hesitant about moving to 
sites where the price of gas has been trending sharply upward in 
recent years, especially in view of the opposite trend in prices of coal. 
Spokesmen for the petrochemical industry, which can utilize natural 
gas as a raw material have pointed out that even with a rapidly ex- 
panding industry, the demand for natural gas for many years in the 
future would be less than 2 percent of annual production. 

I would like also to call your attention to the fact that these same 
spokesmen have alternative sources of supply. That same natural 
gas that they use as a raw material can be furnished by oil and can 
be furnished by coal. 

The Cuamman. If the witness will pause just for a second, the 
Chair would like to recognize in the room apparently a very fine class 
of students from the district represented by our colleague, Hon. 
Sidney Yates. 

We are very happy to have you visit with us. If there are enough 
chairs there, you are welcome to be seated if you would like. 

You may proceed, Mr. O’Leary. 

Mr. O’Leary. Well, I would like to summarize that point in this 
way. Gas is moved to distant interstate markets only because the 
producers could not find loca] markets to absorb their gas or because 
the distant markets outbid the local markets. These economic facts 
of life are not going to be changed by amendments or interpretations 
of the Natural Gas Act. That is going to stay the same whether you 
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pass this bill or anything else. Because those are hard economic 
facts. 

I think Mr. Durfee has already referred to our point about classi- 
fication of producers under regulation by the Federal Power Commis- 
sion. Congressman Harris, at the time you were questioning Mr. 
Durfee, I brought out a copy of a document which the Wisconsin 
Commission filed with the Federal Power Commission, setting forth 
its recommendations on classification and basis of regulation of pro- 
ducers. If it would be of any value in this record, I would be happy 
to submit it. 

Mr. Harris (presiding). Very well. We would be glad to have it. 

(The material referred to follows :) 


UniTep STATES OF AMERICA, FEDERAL Power COMMISSION 
DOCKET NO. R-142 


Consideration of principles and methods to be applied in the fixing of rates to be 
charged by independent producers for natural gas sold in interstate commerce 
for resale 


COMMENTS OF PUBLIC SERVICE COMMISSION OF WISCONSIN 


(James R, Durfee, chairman; W. F. Whitney, commissioner; George P. Stein- 
metz, commissioner; H. J. O’Leary, chief, rates and research department; Wil- 
liam E. Torkelson, chief counsel, public service commission of Wisconsin.) 

These comments are respectfully submitted by the public service commission of 
Wisconsin in response to the notice and request issued by the Federal Power 
Commission in the above docket. The Wisconsin commission is not intimately 
acquainted with all details concerning the practices and procedures involved in 
the production of natural gas. For that reason our suggestions and recom- 
mendations will be limited to a statement of general policies and principles. 


1. The basic statutes and principles of law applicable 


Basic statutory standards which must be followed by the Federal Power Com- 
mission in prescribing rates for a natural-gas company appear in sections 4 (a) 
and (b) and 5 (a) of the Natural Gas Act. 

Section 4 (a) reads as follows: 

“All rates and charges made, demanded, or received by any natural-gas com- 
pany for or in connection with the transportation or sale of natural gas subject 
to the jurisdiction of the Commission, and all rules and regulations affecting or 
pertaining to such rates or charges, shall be just and reasonable, and any such 
rate or charge that is not just and reasonable is hereby. declared to be unlawful.” 

The statutes above-cited provide no specific formula by which the Power Com- 
mission is to determine a “just and reasonable” rate. It is, therefore, established 
law that the Commission is not bound to use any single method or combination 
of methods in fixing rates. It is entitled to make what the Supreme Court has 
described as “pragmatic adjustments.” On review an order fixing rates will be 
sustained if the end result reached is not unjust or unreasonable (Federal Power 
Comm. v. Hope Natural Gas Co., 320 U. S. 591, 601-3; Federal Power Comm. v. 
Natural Gas Pipeline Co., 315 U. S. 575, 586; Colorado Interstate Gas Co. v. 
Federal Power Comm., 324 U.S. 581, 589). 

There is not, however, an entire absence of guideposts for the Commission to 
follow. The House and Senate committee reports on the bill which became the 
Natural Gas Act (H. Rept. No. 709 and S. Rept. No. 1162, 75th Cong., 1st sess.) 
state inter alia: 

“* * * The bill provides for regulation along recognized and more or less 
standardized lines. There is nothing novel in its provisions, * * *” 

The fixing of just and reasonable rates under the act involves a balancing of 
the investor and consumer interest (Federal Power Comm. v. Hope Natural Gas 
Co., 320. U.S. 591, 603). 

Several decisions emphasize that protection of consumers by effective regula- 
tion was the primary aim of the Natural Gas Act (Phillips Petroleum Co. v. Wis- 
consin, 347 U. S. 672, 685; Panhandle Hastern P. L. Co. v. Publie Service Comm. 
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of Indiana, 332 U. S. 507, 520; Federal Power Comm. v. Hope Natural Gas. Co, 
320 U. S. 591, 610). 

The Federal Power Commission is not required by law to accept or be bound 
by price or other provisions of contracts entered into prior to the time such 
transactions became subject to regulation. (Union Dry Goods Co. v. Georgia 
Public Service Comm., 248 U. S. 372 (1919); Producers Transportation Co. v. 
Railroad Comm., 251 U. S. 228 (1920) ; Midland Realty Co. v. Kansas City P. & L. 
Co., 300 U. S. 109 (1937) ).. We assert that as a matter of law the Federal Power 
Commission is free to inquire into the reasonableness of the price or other provi- 
sions of any contracts entered into by a natural gas company for the sale of 
natural gas for delivery and sale for resale in interstate commerce. Our sug- 
gestions and recommendations are based upon the foregoing legal premises. 


2. Comments 

The Public Service Commission of Wisconsin suggests that in proceeding to 
fix rates for gas sold in interstate commerce for resale by gas suppliers the Fed- 
eral Power Commission approach the matter in light of the following: 

(a) Give consideration first to companies which supply the major portion of 
natural gas sold to interstate pipelines.—The great percentage of natural gas 
sold in interstate commerce for transportation and resale by interstate pipeline 
companies is by a relatively few companies. The latest figures we have available 
are those which appear in the record in the Phillips case, and they show that 
in 1947 or thereabouts the 35 largest of the so-called independent producers sup- 
plied about 72 percent of the natural gas to interstate pipelines reporting to the 
Federal Power Commission as natural gas companies. (See printed record in 
Phillips case, Vol. II, p. 739.) 

We submit that the Federal Power Commission should first address its regu- 
latory efforts to these major producers who in the aggregate supply most of the 
natural gas reaching interstate consumer markets. Reasonable and prompt 
regulation of such producers is required because of the impact of their sales 
upon the consuming public. These major companies are also presumably well- 
run and well-managed and should have their engineering and accounting records 
in such shape that the Commission would be able to proceed on an efficient basis. 
The larger producers also have considerable amounts of capital devoted to the 
production of natural gas. For example, Phillips reported a net investment of 
$43,828,768 as of December 31, 1950, devoted to natural-gas facilities (Dxhibit 7, 
Docket G—1148). 

So far as smaller gas Suppliers are concerned, we believe that in view of the 
language of the Natural Gas Act all who are within the category of a “natural 
gas company” are required to make tariff filings with the Federal Power Com- 
mission. We also think it reasonable for the Commission to classify producers 
for certain purposes dependent upon volume of gas sold. A specific suggestion: 
along this line is made at pages 6-7, post. 

We direct attention to sections 8 (a) and 16 of the Natural Gas Act. Said’ 
sections provide in part: 

“Seo. 8 (a). * * * The Commission may prescribe a system of accounts to 
be kept by such natural-gas companies, and may classify such natural-gas com- 
panies and prescribe a system of accounts for each class. * * *” 

“Sec. 16. The Commission shall have power to perform any and all acts, and 
to prescribe, issue, make, amend, and rescind such orders, rules, and regulations 
eas it may find necessary or appropriate to carry out the provisions of this act. 
* * * For the purposes of its rules and regulations, the Commission may classify 
persons and matters within its jurisdiction and prescribe different require- 
ments for different classes of persons or matters. * * *” 

(b) The Commission should proceed on the case-by-case method.—We urge 
that the Commission adopt the case-by-case method insofar as that method will 
enable the Commission to discharge its duties and responsibilities with reason- 
able dispatch. We appreciate that the magnitude of the task initially facing 
the Commission may be such as to require the adoption of certain temporary 
stopgap procedures. However, we sincerely believe that the case-by-case ap- 
proach will achieve maximum results. There is probably no principle of public 
utility regulation better settled than the proposition that because of different 
costs and innumerable other factors a rate that may be just and reasonable for- 
one company is not necessarily a just and reasonable rate for another. We sub- 
mit that reasonable results cannot be obtained by bracketing the innumerable 
factors which form the consideration for contracts of purchase and sale of nat-- 
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ural gas within a relatively few fixed rules of procedure. The adoption of fixed 
rules applicable alike to all conditions would be productive of unreasonable 
and arbitrary results detrimental to both producing and consumer interests. 

(c) Cost must be the basic standard for the determination of a “just and 
reasonable” rate-——We sincerely believe that the application of the cost of serv- 
ice principle will provide a fair and completely satisfactory standard for the 
determination of prices to be paid to producers for most natural gas sold to in- 
terstate pipelines. If incurred, these expenses may include delay rentals, dry- 
hole expenditures, exploratory and drilling expense, bonus payments, mainte- 
nance, depreciation and depletion charges, taxes, and general and administra- 
tive expenses. The rate base may properly include investment in production 
plant facilities, producing leaseholds, leaseholds held for future use and acquisi- 
tion cost of acreage acquired for prospective development. In determining the 
rate of return the Federal Power Commission is not bound by law or economic 
necessity to prescribe the same rate of return as that fixed for pipeline trans- 
portation. In fixing the rate of return for a producer the Federal Power Com- 
mission can properly take into account any necessary incentive requirement 
and any risks or hazards which are inherent in the business and which are not 
otherwise compensated for by allowances in operating expenses or the rate base. 

(d) Suggested modified treatment for small gas suppliers—We think that 
the cost of service basis which we have previously discussed should apply gen- 
erally to production from nonassociated gas reserves. However, because of the 
large number of small producers who may be involved. we suggest that an al- 
ternative method of determining prices for small producers might be appropri- 
ate. We think it would be reasonable to extend to any producer whose annual 
deliveries for interstate sales did not exceed say 1 thousand cubic feet the option 
of either submitting proof of cost, or accepting without such proof the average 
price paid to other producers in the same area furnishing gas to the same inter- 
state pipeline. 

(e) Situation involving casing-head gas—The conditions and circumstances 
surrounding the production of casing-head gas may justify adoption of special 
principles in the establishment of rates for sale of such gas to interstate pipe- 
lines. We think that the regulatory philosophy to be adopted by the Federal 
Power Commission should be unmistakably clear in the definition of its scope— 
so as to eliminate any possible fears of attempted regulation of price or produc- 
tion of oil. To accomplish this objective we believe that casing-head gas should 
be considered as available only on a when, if, and as basis completely dependent 
upon the production of oil. The attainment of this objective would eliminate from 
consideration most of the conventional methods of cost determination. 

The oil producer obtains a very beneficial use of the associated gas in the form 
of reservoir energy and as a viscosity reducing agent. After production, separa- 
tion is required to make the oil commercial, after which time the gas becomes 
available for several possible uses such as local use for heat and power, repres- 
suring or pressure maintenance, or sale away from the area of production. If 
the Commission precludes from consideration, as we think it should, expenses 
and investment incurred primarily in oil production there would be no need for 
an allocation of cost of casing-head gas at the wellhead after separation. In the 
absence of a cost at the wellhead, a logical approach would be to incorporate a 
value concept at that point. 

Measures of the value of casing-head gas are provided by the alternative uses 
of the gas which are available. It has value for lease use which may be meas- 
ured by the cost of alternative fuels. Its value for that purpose at the wellhead 
may be determined by deducting from the value for lease use the cost of moving 
the gas from the point of separation to the point of use. Under certain circum- 
stances the gas may have value for repressuring or pressure maintenance. In 
this instance its value would necessarily depend upon its usefulness in the re- 
covery of additional oil which we readily admit might be difficult to ascertain. 
Here again the value at the wellhead would be determined by deducting from its 
value at the point of use the cost of moving the gas to that point. Finally the 
gas has value for pipeline use. Its value for that purpose would largely be de- 
termined by the alternative cost of available nonassociated gas supplies. Value 
at the wellhead again would be determined by deducting from its value at the 
point of entry into a pipeline the costs of gathering, processing and compression 
incurred in bringing the gas to the point of delivery to the pipeline in salable 
form. 

Obviously, the price of casinghead gas at the wellhead cannot be less than its 
value at that point for field use or, if reservoir conditions permit, its value for 
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repressuring or pressure maintenance. On the other hand there are some in- 
herent infirmities in the supply of casinghead gas which should be given con- 
sideration. In most States the production of oil is subject to control by State 
conservation agencies. The availability of casinghead gas is, therefore, con- 
tingent upon State control of oil production. Obviously, firm daily or monthly 
commitments of gas from oil reservoirs cannot be made in the face of State 
regulation of oil production. Still another problem arises from the possible 
use of the gas for repressuring or pressure maintenance, as a conservation 
measure, again subject to State control. As we understand it, there may be 
a considerable lapse of time from initial production until it is definitely known 
whether the associated gas could or should be used for repressuring or pressure 
maintenance. Further, we understand that the volume of associated gas produced 
may vary considerably over the period of oil production. All of these factors 
affecting availability place serious limitations upon the dedication of such re- 
serves to interstate pipelines. These factors likewise impose limitations on the 
payout neriod for facilities installed to collect and process the gas for interstate 
pipeline delivery. 

The foregoing limitations on the availability of casinghead gas point up the 
necessity of maintaining almost a 100 percent standby supply of nonassociated 
gas reserve deliverability capacity. The maintenance of such standby reserves 
introduces a price problem since obviously an interstate pipeline could not 
be expected to pay more for casinghead gas than the cost to it of gas 
from nonassociated gas reserves. Casinghead gas can be conserved and 
the life of nonassociated gas reserves extended if the price relationship be- 
tween the two sources of supply is such as to encourage maximum utilization of 
casinghead gas. This is a matter of common practice in Texas and is distinctly 
an aid to conservation. Testimony of Jack K. Baumel, chief engineer of the 
Texas Railroad Commission—printed record in Phillips case (vol. II, p. 576). 
As we view the problem, the ceiling price for casinghead gas is the alternative 
cost of nonassociated gas. The minimum price is the value of such gas for field 
use or repressuring or pressure maintenance. 

(f) Natural gas produced from condensate fields.—The sale of gas in inter- 
state commerce produced from condensate fields introduces certain price and 
cost problems. Heretofore, in the absence of regulation contract provisions cov- 
ering recycling have been rather indefinite. Although the volume of condensate 
gas is not dependent upon oil production, the time sequence of gas production is 
dependent upon the desire of the producer based upon overall economic considera- 
tions, and in some instances may be based upon rulings of State conservation 
agencies. Under regulation, commitments from condensate fields of gas to inter- 
state pipeline should be firmed up so that continuity of supply is assured. We 
suggest that it would be appropriate that costs associated with production from 
condensate fields should be shared by the liquids recovered and the residue gas. 
While there may be several methods of dividing such costs, we suggest that one 
method which appeals to us as reasonable would be to divide the costs on a B. t. u. 
basis up to the point of special processing which was applicable to only one of the 
products and not the other. Under this principle both liquids and gas would be 
treated equally and neither would be assigned a byproduct status. Rate of return 
could properly be excluded from the initial cost determination so that gas, the 
regulated product, would neither benefit nor suffer from the rate of return earned 
on the sale of liquids. 

(9g) Escalator and most-favored-nation clauses.—As we pointed out in our 
brief and oral argument in docket R-137 and for the reasons therein set forth, 
we urge that the Federal Power Commission should not approve favored-nation 
clauses in contracts for the production of gas for sale in interstate commerce. 
We likewise urge that escalation clauses, if permitted at all, be confined to those 
types based upon actual cost and which operate both upwards and downwards. 
If permitted, such escalation clauses should be considered only as a media for 
adjusting prices to compensate for sudden or unforeseen changes in cost and not 
as a substitute for regulation. 

We recognize that in some instances producers may make initial price conces- 
sions in order to facilitate or accelerate the acquisition of a new market for 
natural gas. These price concessions may fail to yield the producer the full 
cost of service including a reasonable return during the development : period. 
From an economic viewpoint there would be merit to Federal Power Commission 
approval of contractual price adjustments which would yield the producer full 
cost after attachment of the market and reimbursement for deficiencies incurred 
during the development period. 
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(h) State conservation efforts—In general, we feel that the Federal Power 
Commission, in determining prices for producers, should give full accord and 
effect to bona fide regulations of State regulatory agencies to the extent permissi- 
ble under the Commerce Clause of the Constitution and the Natural Gas Act. 
However, we specifically except minimum wellhead prices established by such 
agencies. We consider that such action by the States, insofar as it relates to 
prices for gas sold in interstate commerce, invades the jurisdiction of and is 
not binding upon the Federal Power Commission. See State Corporation Comm. 
v. Federal Power Comm. (C. A. 8; 206 F. 2d 690, certiorari denied, 346 U. S. 922 
rehearing denied, 347 U. S. 1022). We submit, furthermore, that the prices so 
established are not necessarily related either to the cost or the value of the gas 
produced. 

(i) The so-called fair field price in the Panhandle Eastern Pipeline Co. 
case.—The Wisconsin commission is unalterably opposed to the application of 
the fair field price doctrine as applied in Federal Power Commission Opinion 
No. 269 in the Panhandle Eastern Pipeline Co. case decided April 15, 1954. We 
believe the fair field price doctrine as determined in that case is in violation of 
fundamental regulatory principles and would, if generally applied, place an un- 
reasonable and unwarranted burden upon the consumers of natural gas. We 
also question whether, as a matter of law, such a principle can properly be 
applied under the decision of the United States Supreme Court in the Phillips 
case. In the Panhandle case the Commission, in effect, ascribed a nonutility 
status to the production activity of the pipeline. Under the Phillips decision 
sales by producers in interstate commerce are subject to regulation. Therefore, 
the prices used for establishing fair field prices will themselves be regulated 
prices, and hence would have little if any probative value in determining the 
level of other regulated prices. 

Even if fair field prices were not objectionable, from a legal point of view we 
think that the principle involved is basically unsound particularly for applica- 
tion to the larger producers. A proper determination of average field prices is 
almost impossible. There are many considerations involved in the determina- 
tion of contract prices which would not be readily apparent to an analyst re- 
viewing the contracts. Differences in volumes, pressures, quality, term of con- 
tract, time and place of delivery, and many other factors all account for vari- 
ations in price. These differences must necessarily be equated to establish a 
proper average. We have noted in some instances that royalty payments are 
used in determining fair field price averages. In many such cases there is 
actually no sale of gas involved. In other instances prices may be established 
by application of favored-nation or escalator clauses or State minimum price 
regulations. We have previously expressed our objection to prices so established. 
Additionally, the application of the fair field price principle as applied in the 
Panhandle case would introduce an element of uncertainty and instability 
which is directly contrary to the objective of regulation. This is clearly demon- 
strated by the recent action of Panhandle Eastern Pipeline Co. in seeking to 
further increase rates, in part, because of alleged advancing field prices. 

We suggest that the fair field price principle might not prove to be an unmixed 
blessing to the producers. The calculation of an average presupposes the exist- 
ence of prices both above and below the average. Consistent application of the 
principle would require that prices above the average be reduced to the average. 
Interfuel competition in certain major markets served by interstate pipelines 
may ultimately force a reduction in prices paid to producers in order to insure 
continued economic feasibility of the pipeline. Such a cutback would reduce 
average field prices, thereby causing reductions in the prices paid to producers 
furnishing gas to other interstate pipelines. We believe that the application of 
the fair field price principle as applied in the Panhandle case is subject to all 
of the infirmities so eloquently described by Justice Brandeis in his concurring 
opinion in Missouri, ex rel. Southwestern Bell Telephone Co. v. Public Service 
Comm. (262 U. S. 276 at 289 (1923) ). 

Respectfully submitted. 

PuBLic SERVICE COMMISSION OF WISCONSIN, 
JAMES R. DurrFer, Chairman. 
W. F. WHITNEY, Commissioner. 
GrorGE P. STEINMETZ, Commissioner. 
H. J. O’Leary, Chief, Rates and Research Department. 
WILLIAM E. TorKEtson, Chief Counsel. 
JANUARY 3, 1955. 











1762 NATURAL GAS 


Mr. O’Leary. Another point which I will try to skim over very 
briefly, has been made that the regulation of field prices will adversely 
affect conservation. It has been claimed that Federal regulation of 
field prices will adversely affect the conservation activity of the pro- 
ducing States. 

In the first place, the authority of the States over gas moving in 
interstate commerce is limited. In the Phillips case, no representa- 
tive of the State of Texas, Oklahoma or New Mexico was able to point 
out any conflict between State and Federal authority in this field. 

I will say there was a lot of precedent for what happened here. 
They feared an awful lot of conflict; but they could not point out any 
actual ones. 

The greatest boon to the conservation and wise use of natural gas 
existing today is the tremendous market for natural gas provided by 
the interstate pipelines. It is these markets which have absorbed great 
quantities of casinghead gas and gas at the tailgates of natural gaso- 
line plants. Formerly this gas was flared. Additionally, the expand- 
ing interstate markets have been principally responsible for the with- 
drawal of natural gas from cate idaak plants and the increased 
utilization of sour gas. 

The expansion of interstate markets has contributed materially to 
the elimination of waste and the upgrading of natural gas to higher 
and more beneficial use. The math i of producers in the interest 
of. maintaining and expanding the interstate markets for natural gas 
is in the interest of true conservation. 

Now, I would like to, with your indulgence, Mr. Chairman, spend 
a very few minutes on some specific provisions of H. R. 4560. I will 
try to make it as brief as I can. 

A reasonable market field price standard is proposed to be applied 
both to gas purchased by a pipeline from a nonafiilinted producer and 
to gas produced by the pipeline or an affiliate. Reasonable market 
price is to be Ried y the Federal Power Commission in the 
light of (1) the effect of a contract upon assurance of supply (2) 
relationship of contract provisions to existing or future market field 
prices. And this refers, of course, to the provisions in the bill as to 
new or renegotiated contracts. The proposed standard cannot be pre- 
cisely defined, and in the absence of specific limiting factors is an open 
invitation for the Federal Power Commission to approve any level of 
prices the producers seek. If this bill becomes law, it could be argued 
with considerable merit that any field price which was less than the 
highest price paid in the field would have to be rejected by the Federal 
Power Commission beeause any price which is not as high or higher 
than existing market field prices would have an adverse effect upon 
future supplies and the existing level of market prices in the field. 

In other words, it would presumably discourage further exploration 
and would presumably bring down the average of the present field 

rices. 
‘ It appears to the Wisconsin Commission that this provision is a 
one-way street and that it will accomplish for the producers every- 
thing that favored nation and escalator clauses were designed to ac- 
complish. In other words, we think the favored nation concept has 
been written into the bill H. R. 4560. 

Mr. Harris. Mr. O’Leary, may I interpret that very strange inter- 
pretation of a criterion which is set up by a formula that you are 
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going to say by that that you have no confidence that the Federal 
Power Commission will use its own good judgment, with all the in- 
formation and facts it has, to set a reasonable price ? 

Mr. O'Leary. The two standards 

Mr. Harris. Now, you have got to do one thing or the other here. 
You cannot have all the confidence and faith in the Federal Power 
Commission on the one hand, and at the same time have fear and doubt 
as to what the Federal Power Commission will do on the other hand. 

Mr. O’Leary. Mr. Congressman, I have the utmost faith and con- 
fidence in the Federal Power Commission. What bothers me is the 
standards by which the Federal Power Commission is to act. 

Mr. Harris. Do you not think future supply should be considered 
in the determination of any price ? 

Mr. O’Leary. Well, when you put it on just purely that basis, noth- 
ing else, then I think it is wide open. 

Mr. Harris. That is just one. 

Mr. O'Leary. I say it is wide open, then. 

Mr. Harris. But you do think it is a factor that should be consid- 
ered, do you not? 

Mr. O’Lzary. I think it is one of many facts. I think it is one of 
very many facts. But the confining it to those two considerations, the 
effect of future supplies—and you could certainly argue that if you 
could get the price up to $2 an M ec. f—you could produce from every 
marginal well in the United States. 

Mr. Harris. That would be most fantastic, I most respectfully say. 
And I would like to ask you if you are familiar with the decision in 
the recent Panhandle case. 

Mr. O'Leary. I have not had a chance to read it before I came 
down. I just saw it a few days ago. 

Mr. Harris. I think it was reached several months ago. 

Mr. O’Leary. Maybe I do not understand which case you mean. 

Mr. Harrrs. Well, the Panhandle Eastern case. 

Mr. O’Leary. You mean the one a year ago, the fair field price case? 
Oh, yes, I am familiar with that. 

_ Mr. Harris. They used the average weighting method at that time 
in ek at a fair field price. 

Mr. O'Leary. Yes, sir. And I certainly have a very considerable 
disagreement with the Federal Power Commission, and we are par- 
ticipating in a case now before the Federal Power Commission, where 
the same issue is raised, and where we are certainly going to go into 
the method of determining the average field price. 

Mr. Harris. Yes. [appreciate that. You are maybe like some other 
folks. You would like to let one company let the product go to the 
market for nothing—— 

Mr. O’Leary. Congressman Harris, I would certainly like to dis- 
abuse you of any such idea. I think these producers are as much en- 
titled to have a reasonable return on their investment, in light of the 
risk, the hazards, everything else that is peculiar to their industry, 
as any other segment of private enterprise in the United States. And 
I will stand up and fight that they get it. 

Mr. Harris. If you will pardon me, Mr. Chairman, I do not want to 
prolong this, but let me ask: 
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Would you then say that you think that the integrated company 
that owns the commodity should be treated, insofar as the price of 
that commodity is concerned, just like any other pr oducer? In other 
words, should he get the same -priee for his gas that some other pro- 
ducer might get for similar gas? 

Mr. O’Lgary. I want to be sure I understand your question. 

You are talking about whether a pipeline which produces its own 
gas should get the same price as, let us say, an independent producer 
in the same area ? 

Mr. Harris. That is right. 

Mr. O’Leary. I do not think so, and I will tell you why. 

Mr. Harris. You do not think his commodity is worth as much as 
the same commodity belonging to somebody else ¢ 

Mr. O'Leary. I did not say that. I said I do not think he should, 
and I will tell you the reasons why. Because in practically every 
instance where a pipeline company owns gas reserves over a long pe- 
riod of years, the customers of that pipeline have helped to pay for the 
acquisition, for the development, for the exploration, of those reserves. 
And I think, and we so state in this memorandum, here, that it is basi- 
cally unfair to the consumer, that after having done that, he should 
be subjected to a revaluation of those reserves to a current market level 
after he has already paid a considerable part of the cost of getting 
them, holding them, and developing them. 

By your question you jumped me up about 2 or 3 pages so I will 
pass that. 

Mr. Harris. I hope I did help to expedite it. 

Mr. O'Leary. Well, I think we are right at the conclusion which I 
would like to read, if I could. It is relatively brief. I wish the two 
gentlemen from Texas would listen to this. 

Ultimately the level of city gate rates and field prices may reach 
ceilings established by the cost of competitive fuels, on ston coal 
and oil. However, we object strenuously to legislation and the employ- 
ment of devices such as escalator and favored-nation clauses to hasten 
the approach to maximum price levels. With respect to the competi- 
tive situations, it is obvious that a transfer from gas to oil might not 
be too serious a blow to the principal gas producers who are primarily 
oil companies, especially in view of the present demand-supply situa- 
tion in oil. These same oil producers who are damming regulation of 
gas at the Federal level are the beneficiaries of regulation of oil produc- 
tion at the State level, and some of them are also advocating Federal 
regulation of oil imports to insure the effectiveness of State regulation 
of the supply of oil. 

Under these circumstances, we do not anticipate that excess produc- 
tion of oil will contribute to a reduction in oil prices thereby lowering 
the competitive price ceiling for natural gas. It is also worthwhile 
noting that many of the producers who are branding Federal regula- 
tion of field prices as socialism and contrary to the philosophy of pri- 
vate enterprise are busily engaged in their home State of Texas trying 
to obtain State legislation to regulate field prices and production. 

In short, proponents of this legislation are trying to carry water on 
both shoulders. They decry regulation at the Federal level which 
would tend to hold the price line for natural gas and at the same time 
are advocating legislation at both the State and Federal level which 
would support or increase the price of gas and oil. 
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Protection of the ultimate consumer is the objective of the Natural 
Gas Act. Without Federal regulation of field prices there will be a 
wide gap in the regulatory procedure. Through this gap millions of 
natural-gas customers can be exploited by a small number of producers 
who wield monopolistic control over the supply of natural gas. We 
urge that the facts are conclusive that protection of the ultimate con- 
sumer can be attained only by continued Federal regulation of field 
prices for natural gas sold in interstate commerce. We respectfully 
submit that the paramount public interest requires rejection of H. R. 
4560 and other pending bills of similar import. 

And I certainly want to thank the chairman and the members of 
the committee for your indulgence. I know that you are very hard 
pressed for time. 

The Cramman. Mr. O’Leary, thank you very much. 

I believe in one statement in your concluding remarks, you might 
want to change the language somewhat, since it is my understanding 
that any effort in the Texas Legislature on minimum legislation has 
been abandoned. That effort is not on the way. You might want to 
make your language conform. 

Mr. O’Leary. I am not able to keep current, but at the time this 
was going on, it was going along in full force. 

Mr. Rogers. Let me make this one remark. My failure to question 
this witness does not mean that there is any lessening of the degree 
of my disagreement with him or the conclusions which he reached. 

Mr. Durrer. Mr. Chairman, the Wisconsin commission wishes to 
thank the chairman and the members of this committee for the cour- 
teous and fair treatment they have been given before this committee. 

The Cuarrman. Thank you very much. We are glad to have had 
you here. 

Our next witness is Mr. Samuel Liberman, city counsel of St. Louis. 

You may proceed, Mr. Liberman. 


STATEMENT OF SAMUEL H. LIBERMAN, CITY COUNSELOR, 
ST. LOUIS, MO. 


Mr. Liserman. Mr. Chairman and gentlemen of the committee, I 
um Samuel H. Liberman, city counselor of the city of St. Louis. I 
appear here for Raymond R. Tucker, mayor of the city of St. Louis. 

I would simply like the record to show that in the city of St. Louis, 
and in St. Louis County, which is a separate and independent subdivi- 
sion, there are 350,000 consumers of natural gas, most of whom are 
residential consumers and consumers using gas for house-heating pur- 
poses ; that they have an investment in gas-burning appliances of ap- 
proximately $163 millions; that there is an urgent demand for natural 
gas in the city of St. Louis. 

I have been city counselor only a comparatively short period of time. 
I do not possess the rich background of experience that many of the 
distinguished and eloquent witnesses who have testified before have 
had. It became the mayor’s responsibility and mine to reach a con- 
clusion on the basis of all the information available to us, and we 
reached the conclusion that regulation of the producer was essential 
te protect the legitimate interests of the consumer. At the same time, 
we think it is essential that the legitimate hopes and aspirations and 
interests of the producers be protected. 
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While I have only been city counselor a short time, I have practiced 
law a great many years. And they - that in the trial of any law- 
i out —— it too far—there 

that is keeping his eyes on 


suit—if I may pursue the analogy wit. 
ought to be at feast one lawyer in the case 
the jury. 

I have been taking mental notes of the questions propounded by the 
members of the committee, and they have been exceedingly helpful and 
informative to me. 

And I want to make this clear for the record; that so far as the 
mayor of St. Louis is concerned, and so far as I am concerned, first of 
all, we recognize that responsibility for the legislative policy 1s vested 
in the Congress of the United States. We further recognize that that 
responsibility could not be abdicated even if there were any desire 
so to do. 

We further recognize that since Congress is the legislative body it 
is free in the light of an interpretation of a statute to reexamine and 
to review legislation. We further recognize the right of producers 
of natural gas to present their hopes and their fears to this committee 
with all appropriate means and with all the vigor at their command. 

I would just like to make this one observation in conclusion. 

Congressman Harris and other Congressmen have asked whether 
or not our objections to this legislation are based on fear. Now, I have 
no hesitancy in admitting that our objection is based upon fear. It 
is based upon fear that the absence of regulation may make it possible 
for one group, which is not under any economic restraint, to fix the 
price in the field. 

Now, it seems to me, while I am not an expert on this subject, that 
the whole American system of Government is based upon the premise 
that the concentration of power, governmental power, economic power, 
is always subject to abuse. Now, this does not mean that we fear that 
the producers of gas are greedy or avaricious or grasping as a class. 
It simply means that we are afraid, sir, of the concentration of power 
in a situation where the consumer has no countervailing economic 
measures that he can use to resist the abuse of power. That, sir, is the 
basis of our objection. 

I have listened with great interest to the statements that have been 
made. I am happy to know that the experts have been somewhat 
fortified by the conclusions that we have reached as to the validity of 
our own belief. 

But I would like to say that it would be a breach of the privilege 
of appearing here for me to attempt to minimize the arguments that 
are made in favor of the legislation or to attack the motives of those 
who urge the legislation. 

I appear here not only fortified in my conclusion as to the validity 
of the premise but fortified in my belief in the American system and 
. oe ren process, which has afforded me the opportunity to 

e heard. 

The Crarrman. Mr. Liberman, we appreciate more than you know 
your statement. You have made what I consider one of the very finest 
statements that we have listened to, and you made it in less than 5 
minutes. 

I certainly want to express my very deep appreciation for the 
philosophy you expressed in your statement. 
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It may be that some other member of the committee would like to 
ask a question. I have no question at this time. Do you, Mr, Harris? 

Mr. Harris. I should like to say, Mr. Liberman, that I join the 
chairman in complimenting you on one of the finest statements that 
have been made before this committee during the entire 6 weeks these 
hearings have been underway. 

I met you just a few moments ago outside in the hall for the first 
time. And I am very glad that I have had the opportunity and privi- 
lege of hearing your presentation here today. You have certainly 
presented it to the committee in a very fair and fine way, as far as I 
am concerned, and we accept it as such. You have given us something 
to think about. 

I should like to observe also that the fine Congresswoman that repre- 
sents one of the great districts in the city of: St. Louis is interested in 
this problem, too, and she is showing her interest by her presence here 
to listen to your presentation. 

Mr. Lrperman. Weare very proud of Mrs. Sullivan. 

Mr. Harris. May I say, also, that her very fine distinguished hus- 
band was a member of this committee, a man for whom we had the 
highest esteem. 

Mr. Liserman. He was one of my very dear personal friends. 

Mr. Rogers. May I say ditto to the remarks of the other gentlemen 
of the committee concerning the witness and the gentlewoman from 
Missouri. 
casa CuarrMan. Mr. Richard O. Gantz, for the city of Akron, 

io? 


STATEMENT OF RICHARD 0. GANTZ, ASSISTANT DIRECTOR OF 
LAW, CITY OF AKRON, OHIO 


Mr. Gantz. Mr. Chairman, I filed a statement for this committee 
some time ago. I notice that my date on here is April 14, 1955. And 
I came here originally prepared to give my statement in full. How- 
ever, my boss, the Honorable Leo Berg, of Akron, Ohio, was also here 
at the same time, and in order to expedite this hearing, which I think 
we will all agree has gone to some lengths, agreed that I would not 
give my statement in full, and in exchange Mr. Berg would be per- 
mies to make a presentation he had not originally been scheduled 

or. 

I would, however, like to say 1 or 2 things, since I am before this 
body. One of them is that the city of Akron is in a little different 
mene than many of the States and many of the cities in other 

tates. 

We have had natural gas in Ohio, and we have had natural gas in 
Akron since 1898. And I have lived with the problem a long time and 
did not get any gas from the southwest until 1942, 4 years after the 
passage of the Natural Gas Act of 1938. Since that time, we have 
gotten greater and greater amounts of gas from the Southwest, until 
we are now getting about 65 percent of our gas from that source, and 
that amount will continue to increase. 

It seems to me that sometimes, in the maze of figures we have here 
before the body, we lose track of the real issues which we have before 
us. And the real issue, of course, is whether we shall have regulation 
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or shall not have regulation of the independent producers who sell their 
gas for resale in interstate commerce. 

It is the position of the city of Akron that we should have regula- 
tion. It is the position of the city of Akron that the Federal Power 
Commission, by its past actions, has never shown that they will take 
an unfair attitude in regard to regulation of any person under their 
jurisdiction. In fact, we have felt that their conduct has been some- 
times characterized by procrastination and delay in failing to take 
effective jurisdiction for these producers. 

Our position is that if regulation is going to be fair—and that 
regulation will be fair, because they always have recourse to the courts 
in case the Federal Power Commission does not make their regula- 
tions—when we consider those factors, it seems to me that the inde- 
pendent producers should have nothing to fear from regulation. 

Now, my statement here, and my statement in R—142, did not 
purport to set up the standard for regulation. It seemed to me that 
the Federal Power Commission was eminently qualified to do that 
sort of thing. 

What the city of Akron wants, and wanted then, is that regulation 
proceed according to law. 

The fact that prices of natural gas have not so far gone so high in 
the Akron area is not, it seems to me, reason for fearing that they will 
not go up in the future. In fact, it is analogous to having a fireman 
in the community. And to us, the Federal Power Commission would 
be our fireman. 

The fact that I have not had a fire at my house does not prompt 
me to seek abolition of the fire department of the city of Akron. 


And that is substantially the position we take here today. 

I want to say that my statement, unlike some of the others, is not 
particularly temperate. I feel strongly about this matter. I feel 
that regulation of the independent producers is essential to the con- 
sumers of the Akron area. I disa ogy with the gentleman of 


the committee who have presented for legislative action such bills as 
the one called the Harris bill, by the gentleman on the committee. 
Therefore, the city of Akron asks that although my statement has 
not been read in full, it be made a part of the record of the committee 
and that it be considered with the other exhibits in the case. 
The Cuarman. It will be made a part of the record, Mr. Gantz. 


Mr. Gantz. Thank you. 
(The statement referred to follows :) 


STATEMENT OF RicHARD O. GANTZ, ASSISTANT DrrREcTOR OF LAW, ON BEHALF OF 
THE Ciry oF AKRON 


INTRODUCTION 


My name is Richard O. Gantz. I am the assistant director of law for the 
city of Akron, Ohio, asigned by the administration of the city to work with. 
and assist the commissioner of public utilities, William M. Wasick, in all utility 
matters which concern the residents of Akron. I appear here today in oppo- 
sition to any change in the Natural Gas Act at the direction and request of the 
duly constituted authorities of the city of Akron. 

Twenty-two bills have been introduced into this session of Congress which 
would in some way amend the Natural Gas Act of 1938. The principal ques- 
tion is: Should the independent producers of natural gas who sell their gas 
for resale in interstate commerce be regulated by the Federal Power Commission?’ 





NATURAL GAS 1769 


THE INTEREST OF THE CITY OF AKRON IN THIS HEARING 


The city of Akron is one of the oldest users of natural gas in the country. 
Since 1898 this city has been served by the East Ohio Gas Co., which today 
furnishes more than 671,000 residential and industrial customers with gas. 
The people of Akron used 17,232,554,000 cubic feet of gas in 1955, and our economy 
is geared to adequate supplies of natural gas at reasonable prices. From 1898 
to 1942 all Akron’s gas came from the Appalachian area, but today over 65 
percent comes from the Southwest and that percentage will continue to increase. 

While citizens of Akron are vitally interested in the supply and the price 
of natural gas, they are so diversified in interest, so many in number and ill 
equipped both in knowledge and resources to deal with the suppliers of gas 
and other utilities, that the administration of the city of Akron, through the 
commissioner of public utilities is the only practicable advocate to protect the 
consumers’ interests. 

The East Ohio Gas Co. and its parent company, the Consolidated Natural Gas 
System, obtain their gas either directly or through mesne conveyances from Ten- 
nessee Gas Transmission Co., Texas Eastern Gas Transmission Corp., and Pan- 
handle Eastern Pipeline Co., which in turn purchase a substantial portion of 
their gas requirements from the so-called independent producers. The Akron 
customer is at the extremity of one long pipeline which stretches from his gas 
furnace and kitchen stove in an unbroken line to the wellhead of the independent 
producer. He has no choice of type of gas, price of gas, or supplier of gas. He 
does not and cannot know even the State from which his gas originates. From 
his viewpoint, gas is an absolute monopoly, and any change in status or price in 
any part of that long pipeline affects him directly. Therefore, regulation or non- 
regulation of the independent producer is a matter of prime importance to the 
consumer in Akron because what is done here will affect Akron residents for 
many years to come. 


NONREGULATION IS NOT IN THE NATIONAL INTEREST 


The words “national interest” are the fulcrum around which the battle to save 
regulation is being fought. This is as it should be. Certainly there should be 
no person present in this room who places personal or corporate gain or short-run 
municipal advantage above the general welfare of the Nation as a whole. There- 
fore, unless it can be shown that nonregulation of independent producers is in 
the national interest, all attempts to annul the mandate of the Supreme Court in 
the Phillips case and to amend the Natural Gas Act should be defeated. In this 
connection, it is pertinent to examine what nonregulation can and cannot do. 


1. Nonregulation cannot increase the ultimate supply of gas 


Gas is a very valuable natural resource. Unlike our fortests, wildlife, and 
waterpower which may be exploited indefinitely and even augmented by wise con- 
servation practices, gas is irreplaceable and once used is gone forever. There- 
fore, the rate of discovery has nothing to do with the ultimate supply, the most 
that can be said for discovery is that we know where the existing gas is located, 
and there was considerable testimony in docket No. G-—580 before the Federal 
Power Commission in 1948 that most of the major sources of supply are already 
known. Even the extremely competent engineers for the oil and gas interests 
can do no more than discover what presently exists. 


2. Nonregulation will not increase the rate of discovery 


Even if a high rate of discovery is desirable, regulation or nonregulation will 
have little effect thereon. This was strikingly demonstrated in the testimony 
before the Federal Power Commission in docket No. G-580. The testimony re- 
vealed that over the past 40 years, the rate of discovery was frequently highest 
when the price of gas at the wellhead was lowest, and that any attempts to 
correlate the rate of discovery to field prices for gas were of doubtful validity. 
The evidence revealed that the rate of discovery of gas has always been closely 
correlated with the intensity of the search for oil. There is no reason to believe 
that this long standing truth is no longer valid. 


8. Nonregulation will increase the price of gas without reference to intrinsic 
value or cost of production or acquisition: 
Escalator clauses and most-favored-nation clauses allow price increases with- 


out substantial consideration to increasing or decreasing costs, or of the intrinsic 
value of the gas itself. Even if all such clauses are not bad in principle; yet 
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their application should be carefully studied by a regulatory body so that gas 
consumers may not be victimized. Under the present law, the Federal Power 
Commission has that power, both as to clauses in existing contracts and as to 
those executed at some future time (Colorado Interstate Gas Company v. Fed- 
eral Power Commisison, 142 F. 2d 943 (1944) affd. 324 U. S. 872 (1944); Union 
Dry Goods Co. v. Georgia Public Service Commission, 248 U. S. 372; Mississippi 
River Fuel Gas Co. v. Federal Power Commission, 121 F, 24 159 (1941)). Even 
the Federal Power Commission, which apparently wishes to abdicate its powers, 
has condemned clauses of this type. They can and will cause spiraling gas prices. 
Further reference to this problem will be made in discussing the Harris bill. 


PRICE CANNOT BE DETERMINED BY SUPPLY AND DEMAND 


Fair prices in the field for natural gas cannot be obtained through any so-called 
law of supply and demand. It is axiomatic that the forces of supply and demand, 
each acting independently, determine price in a free competitive market; that 
is, a market in which there is an unlimited number of sellers willing, able, but 
not forced to sell, and an unlimited number of buyers willing, able, but not forced 
to buy. It is submitted that such a market has seldom, if ever, existed in the 
gas industry. Before World War II there were nearly 10,000 producers willing 
and able to sell; unfortunately, there was little, if any, effective demand for their 
gas and their gas reserves, leases and royalty interests, often sold under distress 
conditions, tended to become concentrated in the hands of a few powerful com- 
panies. Thus, prior to the Second World War and for some little time thereafter, 
there was a buyer’s market in the gas industry. 

The picture has changed radically today, especially since 1948. The effective 
demand grew by leaps and bounds as one pipeline company after another built 
lines to convey the gas to available markets. The pipelines were, and are, 
interested primarily in the supply of gas and not in the price. Only the con- 
sumer was interested in the price and he was in no position to complain. During 
a comparable time period 100 oil and gas companies corralled over 85 percent of 
the available supply of gas. This oligopoly of producers is now in a very favor- 
able bargaining position. On the other side of the bargaining table, supposedly 
representing the consumer, sits the pipeline company. The tragic part of the 
whole matter is that the pipeline company doesn’t represent the consumer at all, 
but really has an identity of interest with the producer. Most pipeline com- 
panies own substantial reserves of their own which they can use to supply their 
lines with a portion of their requirements. Under the Panhandle Eastern deci- 
sion of the Federal Power Commission, the pipeline company is permitted to treat 
its own gas as though it were purchased from a stranger and to charge itself the 
market price as an operating expense. Therefore, the higher the market price 
for gas in the field, the higher the ersatz market price and the higher the very 
real but hidden profit of the pipeline company. Quite understandably, the pipe- 
line company will not bargain vigorously for a lower price when, in the long 
run, it stands to gain by a high level of field prices. Any discussion of the free 
working of the law of supply and demand in such cases is academic, There is no 
economic bargaining to set the give and take of supply and demand into action. 
The consumer is forced to play in a game where everyone else is permitted to use 
loaded dice. Nonregulation, when coupled with the Panhandle decision will 
allow sellers of gas to set prices almost at will. 

The thinly veiled threats heard both here and at the recent Federal Power 
Commission hearing on regulation of independent producers that gas will be 
withheld from the market unless the producers are given complete freedom indi- 
cates all too clearly how integrated the source of supply has become and how 
essential regulation now is to the national interest. 


THE CASE FOR REGULATION 


The producers contend that they should not be regulated because they are not 
monopolistic. However, the present concentration of reserves in relatively few 
multimillion dollar companies makes such a premise extremely questionable. 
If, solely for the sake of discussion, it be assumed that the producers do not 
represent a monopoly type situation, it does not follow that they should be un- 
regulated. The rationale of regulation is the consideration of the public in- 
terest. When a business becomes such that it is affected with a public interest, 
it becomes subject to regulation. Munn v. Illinois, 94 U. S. 113 (1877). And the 
gas business is such a business for Natural Gas Act, section 1 (a) says: 
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“* * * it is hereby declared that the business of transporting and selling nat- 
ural gas for ultimate distribution to the public is affected with the public in- 
terest.” 

Furthermore, the Supreme Court has said that the Natural Gas Act embraces 
producers within its terms, Phillips Petroleum Company v. Wisconsin, 347 U. 8. 
672 (1954), and that the primary purpose of the Natural Gas Act is to protect 
the consumers from exploitation. Federal Power Commission v. Hope Natural 
Gas Company, 320 U. S. 591. Let no one doubt that this primary purpose will 
be thwarted if H. R. 4560 or similar legislation becomes law. 

The independent producer is an integral link in the chain of regulation. The 
chain is no stronger than its weakest link, and the proponents of nonregulation 
seek to sever this link. 

I’m urging nonregulation, the proponents of these bills not only seek to sabo- 
tage the American consumer of gas but seek brazenly to obtain what the Supreme 
Court has ruled they shall not have. In seeking exemption from regulation they 
seek to draw a labored analogy between coal and oil on one hand, and natural 
gas on the other; stating that since the former are not regulated at the source, 
gas should not be. Without attempting to pass on the merits of regulation of 
oil and coal, the speciousness of this alleged parallel is immediately apparent. 
As adverted to before, the consumer of gas is at one end of a pipeline which 
stretches without interruption from his home to a field in Texas. He has no al- 
ternate source of supply. Not so the user of oil. He can buy at least six grades 
of fuel oil from a wide variety of sellers and at substantial price differentials. 
The coal consumer has an even wider freedom of choice. 

Contrasted to the pernicious factors inherent in non-regulation, the case for 
regulation becomes so strong as to searcely need proof. For many years the 
power to regulate was sufficient to inhibit serious abuses without implementa- 
tion of the power by action. But times have changed. Field prices have risen 
from a point where conservation was a problem to a point where, to say the 
least, prices are adequate. Perhaps even today, some further increases are justi- 
fied, but now is the critical time when regulation is essential to insure fairness 
to all parties. To exempt independent producers from regulation at just the 
time when regulation really becomes important is nothing short of asinine. 

What has any legitimate producer to fear from regulation? Surely the attitude 
of the Federal Power Commission which can be best described as hesitation, 
procrastination, and abdication would give little cause to fear harsh treatment. 
This question of regulation concerns persons all over the country who have in- 
vested heavily in gas facilities of all kinds. For example, the East Ohio Gas Co., 
which serves the Akron area has an investment of about $300 per gas consumer. 
But the consumer himself has an average investment of nearly $1,500 in gas 
appliances and fixtures, or 5 times as great an investment. This investment must 
be protected because, to the good people of Ohio who rarely own oil or gas wells, 
$1,500 is a great deal of money. 

This sum multiplied by the 100,000 residential consumers served by the East 
Ohio Gas Co. would indicate a total consumer investment of at least $100 million. 
In addition, the industrial plants geared to adequate supplies of gas at reason- 
able industrial rates have additional millions invested in gas facilities. 


THE HARRIS BILL IS UNACCEPTABLE 


The city of Akron is opposed to any legislation which will in any way weaken 
the present power or curtail the present jurisdiction of the Federal Power Com- 
mission. While there are many bills now before Congress which will have this 
effect, it is apparent that the advocates of nonregulation are committed to passing 
what is known as the Harris bill (H. R. 4560), a bill which bears a marked family 
resemblance to the Kerr bill which was vetoed by then President Truman. The 
city of Akron hereby registers its unalterable opposition to H. R. 4560 for the 
following reasons: 

H. R. 4560 has a strong family resemblance to the Kerr bill which was vetoed 
by then President Truman. Upon analysis, it appears that this bill: 

(a) Overrules the Supreme Court’s decision that the sale of natural gas 
for resale in interstate commerce is within the jurisdiction of the Federal 
Power Commission. 

(b) Restricts the jurisdiction of the Federal Power Commission over 
transmission facilities. 


61557—55—pt. 2 53 
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(c) Requires the Federal Power Commission to accept as reasonable, any 
rate charged a pipeline company by the producer under all existing contracts 
irrespective of whether those contracts contain escalator, two party most- 
favored-nation clauses, third-party most-favored-nation clauses, price rede- 
termination clauses or spiral escalator clauses. 

(@) Requires the Federal Power Commission to consider in an applica- 
tion for an increased rate by a pipeline company whether the prices paid for 
gas under new or renegotiated contracts are reasonable market prices. 

(e) Incorporates as law the concept first developed in the Panhandle- 
Eastern Pipeline Co. case that “the Commission shall allow as an operating 
expense of such natural gas company, for natural gas produced by it or 
purchased from an affiliate, the reasonable market price of such natural gas 
in the field where produced.” 

This bill has fatal defects which makes it unworkable as a means to protect 
consumers, if that is any part of its intent. It assumes that there can be a factual 
determination of a fair market price. If this be possible, what are the determi- 
nants? Certainly not the price which the pipeline companies charged themselves 
or their affiliates for the gas, since this price by definition is based on outside 
market prices. Yet nearly one-half of all the gas going into the pipelines will 
have its price determined by what the other one-half is soid for. It is certainly an 
odd rule which allows the value of one-half the gas going into pipelines to be 
determined by what the other half is sold for, but this is not the end of this Alice- 
in-Wonderland computation. The value of the other one-half is arrived at 
through contracts between two groups, one of whom, the producer group, is inter- 
ested in the highest price obtainable in every case, and the other of whom, the 
pipeline company, is interested in seeing high prices in every circumstance except 
the particular contract being negotiated, and even in this case, it is more or less 
indifferent to price since not it, but the distributing company and eventually the 
consumer, will have to pay the bill. Add to this bizarre situation the fact that 
even this so-called market price will be constantly forced upward by escalation 
and most-favored-nation clauses and it can be seen what a remarkable result will 
be achieved under H. R. 4560. 

This bill has no effective control for runaway producer prices. By its terms it 
exempts independent producers from control; it exempts all existing contracts, 
some of them running for 20 years, from all controls regardless of what escala- 
tion clauses they may contain, and even as to new contracts places an unsur- 
mountable burden-of proof on the Commission, and if, by some quirk of fate the 
Commission should prevail in some isolated case, penalizes the pipeline company 
and not the producer. 

It is for these reasons that the city of Akron considers H. R. 4560 a vicious 
piece of class legislation directed at the wallet of the American consumer and 
designed for the enrichment of a relatively small group of wealthy corporations. 


CONCLUSION 


The city of Akron appreciates that the problem of regulation of independent 
producers is complex and that there is no easy solution. It likewise realizes that 
gas producers are entitled to just and reasonable rates. However, it is submitted 
that problems are not solved by running away from them, a solution which seems 
peculiarly attractive to the Federal Power Commission in this case. 

The Federal Power Commission, by experience, should be qualified to develop 
an adequate system of regulation, and for this reason, no recommendation as to 
type of regulation is made by the city of Akron. However, those proposals which 
envision approaching the problem by first regulating the larger producers appear 
to be founded on logic and commonsense and their potentialities should be care- 
fully explored. What the city of Akron does recommend is an end to procrastina- 
tion and delay, and that regulation proceed according to law. 

During the months of regulation, prices in the field have not declined; in fact 
hundreds of increases have been granted, and there is no reason to believe that the 
general level of field prices will decline, as the result of regulation, in the future. 
The purpose of regulation is to prevent the exploitation of the consumer, and 
distasteful as regulation may be, it is no phenomenon in the complicated indus- 
trial age in which we live. The fine sounding phrase, “free enterprise,” must 
constantiy be modified to meet today’s exigencies. In the public interest we 
have protective tariffs, restrictions on imports, milk marketing orders, quotas, 
and parity prices on farm products and countless other examples of regulation 
affeciing millions of people. The independent producers, like other good citi- 
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zens, should accept the responsibilities and burdens that go with economic power 
and advantage rather than exhibiting this rather unseemly display of bad tem- 
per for being required to give at least a token recognition to the fact that the 
public welfare is important today and that it must prevail over “the public be 
damned” attitude of yesterday. 

The city of Akron is informed that the pressure being exerted in favor of this 
bill is great, but it asks the Members of Congress to resist this pressure no mat- 
ter how great or from what political quarter. It asks that Congress be not 
deceived by the huge expenditures of money now being made by the producers: 
the full page advertisements, the speakers before service clubs, the well-conceived 
and judiciously planted articles by local “economists” appearing in newspapers 
and magazines all over the country. The consumers of the country, though they 
do not possess the apparently unlimited resources for propaganda which the 
producers control, possess a valuable franchise which they may yet exercise for 
those who have withstood party policy and powerful propaganda and have stead- 
fastly considered the welfare of the Nation as a whole. 


The Cuarrman. We are happy to have our colleague, the gentle- 
man from Illinois, Mr. Yates. 


STATEMENT OF HON. SIDNEY R. YATES, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF ILLINOIS 


Mr. Yates. Mr. Chairman, may I have leave to file my statement in 
opposition to the bills that have been filed, seeking to exempt the so- 
called independent producer of natural gas, and also in opposition to 
the bill filed by the distinguished gentleman from Arkansas, Mr. 
Harris, and in support of the bill that I filed, which would require 
regulation of the natural gas companies on the basis of actual legiti- 


mate costs rather than field value. 

If you want me to, Mr. Chairman, I can read my statement into the 
record, but if you prefer, I can file it with the reporter. 

The CuarrmMan. We would be very glad to have it filed for the rec- 
ord, Mr. Yates, if you care to do that, with vour statement that vou 


have made already. 
Mr. Yates. I thank the chairman. 
(The statement referred to follows :) 


STATEMENT OF REPRESENTATIVE SIDNEY R. YATES BEFORE THE COMMITTEE ON 
INTERSTATE AND FOREIGN COMMERCE 


Mr. Chairman, I want first to express my appreciation to the chairman and to 
the members of the Committee on Interstate and Foreign Commerce for afford- 
ing me the opportunity to testify here today. Ordinarily I would not presume 
to take up the time of this great committee but the matter under consideration is 
of such great importance to the people whom I represent that I thought it appro- 
priate to appear in support of the bill pending before your committee, H. R. 3616. 

I am opposed to the bills that have been filed before the committee which seek 
to exempt the independent producers of natural gas from regulation. In view of 
the vast amount of testimony taken by your committee on the subject, however, 
I do not believe that I should testify in support of my position in that respect at 
this time, but only in favor of the bill I have filed. 

My bill relates to natural gas companies subject to the jurisdiction of the 
Federal Power Commission. In view of the fact that the Supreme Court has 
decided that the so-called independent producer is a company subject to regu- 
lation under the terms of the Natural Gas Act, my bill would be applicable to 
such companies as well. 

The bill which I have filed proposes to amend the Natural Gas Act to require 
that the rates and charges of natural gas companies be determined on the basis 
of actual legitimate cost of the companies, less depreciation. It is made neces- 
sary by the recent decision of the Federal Power Commission in the Panhandle- 
Eastern Pipeline Co., opinion 269, in which the Commission departed from the 
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policy which the Commission had followed since its inception, of regulating natu- 
ral gas companies on the basis of original cost, less depreciation, and moved to 
a theory which recognized the field value of the reserves as the paramount factor 
in determining the rate base. The purpose of the bill I have filed is to assure 
that the method of valuation previously used by the Power Commission, that 
is, actual legitimate cost, shall be continued. 

The primary aim of the Natural Gas Act was to protect consumers against 
exploitation at the hands of natural gas companies. The Supreme Court rec- 
ognized this objective in a number of cases, including the recent Phillips case 
and the Hope Natural Gas Co. case. As administrator of the act, one would 
anticipate that the Commission would adhere to the theory of rate regulation 
which has been followed by all regulatory commissions for some time, namely 
original cost less depreciation, in order to achieve this objective, and commis- 
sions prior to this Federal Power Commission did so. They successfully de- 
fended regulation upon the original cost basis through the courts and the Supreme 
Court of the United States against assault by natural gas companies which were 
contending that the regulation of their rates should be based upon field value 
of their reserves. Suddenly, without any foundation in law, the present Com- 
mission switched to the companies’ position and recognizing the dissenting opin- 
ions of Justice Jackson rather than the opinions of the majority of the Court, 
granted rate increases to the Panhandle-Eastern Pipeline Co. upon the field 
value theory. 

The impact upon the consumers of natural gas all over the country is enormous. 
If the Commission persists in the new method of valuation, if the present Com- 
mission’s viewpoint is written into law in this respect, consumers all over the 
country will have to pay hundreds of millions of dollars in additional rates to 
the natural gas companies. If actual legitimate cost is not used as the basis for 
rate regulation of the companies, a spiral of increases will result which will send 
living costs soaring again to the highest peak in our Nation’s history. 

Testimony before the Independent Offices Subcommittee of the Appropriations 
Committee for fiscal year 1956, which appears on page 135 of the subcommittee’s 
hearings, shows that there have been requests for gas rate increases filed between 
July 1, 1953, and December 31, 1954, totaling $193,079,000. The amount of unde- 
termined increases pending on December 31, 1954, was $159,527,000. The deci- 
sions of the Commission in these cases will vary greatly, depending upon whether 
actual legitimate cost is used as the basis for consideration of the cases, or field 
value. It seems to me that the decision in the Panhandle-Kastern case could well 
serve as a precedent for rate increases in many of the pending cases. Acceptance 
of the theory of field value will keep the Commission constantly embroiled in one 
proceeding after another. Field value provides only a temporary standard for 
such values change from day to day. Acceptance of a certain standard of value 
on one day is only a step toward a higher valuation the next day, particularly 
when it is remembered that most of the contracts of the natural gas companies 
provide for review and escalation. 

It must be kept in mind that these are not ordinary companies, but companies in 
the nature of public utilities whose product is such and whose monopolistic posi- 
tion is such as to require protection for the public. The use of actual legitimate 
cost which is predicated on recognized methods of public utility accounting is a 
sound and practical approach for regulation. It is exact, and it does not vary 
between the unreasonable levels as does fair field value. It will permit the Com- 
mission to have a permanent record of the rate base for allowing a fair return. 
Any changes in risk can be accommodated in the rate of return which is allowed 
on the rate base. 

The cost method of regulation embraces a determination of the cost of service 
of the natural gas company consisting of operating expenses plus depreciation. 
depletion, taxes, and a fair return on its net investment in the property devoted 
to publie service. In every step of this process the Commission is dealing with 
known and measurable facts. Operating expenses have included an allowance 
for sums expended in exploration and development activities, including dry hole 
costs. On the other hand, if the field value method is adopted, regulation will be 
a useless, futile gesture. 

For these reasons, I believe this committee should report my bill. I would sug- 
gest an amendment—the insertion of the words “including production facilities.” 
on line 9 after the word “question.”” The reason for the amendment is to elimi- 
nate any doubt that it is intended that prodnetion facilities he inelnded at cost, 
less depreciation. 
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The Cuarrman. Thank you very much, sir. ae 

I think the Chair should at this point make a correction in the 
record, not applying to the Natural Gas Act. 

A few moments ago, the Chair observed a group of students in the 
rear of the committee room with the gentleman from Illinois and 
assumed they were from his district. They were fine looking students. 
He has learned that they were from the city of New Orleans, and he 
is encouraged to believe that relations between the North and the 
South are growing better and better all the time, and he makes that 
correction in the record. 

Mr. Yates. That is correct. With leave of the chairman, I should 
like to suggest that in all probability the reason the students were 
referred to my office was to show that this was what one of the 
“damyankee” Congressmen looks like and one of those who is opposing 
what I think the State of Louisiana would want in this proceeding. 
However, it was a very amicable proceeding, and 1 am going to accept 


the statement of the chairman that the war between the States is over. 
The Cuamman. Thank you very much, Mr. Yates. 
Mr. Yates. Thank you, Mr. Chairman. 
The Cuarrman. The committee will stand adjourned until 10 o’clock 
tomorrow morning. 
(The following material was submitted for the record :) 


VOLUNTEER NATURAL GAs Co., 
Johnson City, Tenn., April 7, 1955. 
Hon. PERCY PRIEST, 
Chairman, Interstate and Foreign Commerce Committee, 
House of Representatives, Washington, D.C. 

DEAR CONGRESSMAN Priest: It is our understanding that hearings are .being 
held before your committee at this time on proposed legislation pending before 
the Congress which would have the effect of removing natural-gas producers, 
ete. from the jurisdiction of the Federal Power Commission, in effect overruling 
the Phillip’s decision. 

We want to register our protest in emphatic terms against this legislation. 

In our opinion, the major oil companies, who are the largest producers of gas, 
probably, seem to be putting on a terriffic drive to have this legislation passed. 

We are purchasers of natural gas and distributors of same through retail 
distribution system and, of course, our prices are regulated by The Tennessee 
Public Service Commission. In turn the price by the pipeline from whom we 
buy gas is regulated by the Federal Power Commission. It seems to us that 
with regulation on the part of two different Commissions, one Federal and 
one State, on the sale of the product it is certainly not logical to remove from 
all price regulation the first step in the natural gas industry, which, of course, 
is the production of natural gas. 

Gas is a fuel and a vital fuel and it must remain in a competitive position 
if the industry is to survive and give the people of our country the advantages 
of natural gas for heating, water heating, cooking and the various uses for which 
it is so ideally adapted. 

From the standpoint of this company, which has only been distributing natural 
gas for a little over a year in cities of Elizabethton and Johnson City and is 
just now engaged in building distribution systems in the cities of Kingsport and 
Greeneville, Tenn., we can see that further increases in the price would probably 
mean the collapse of our whole program and the loss of the entire investment, or 
at least the major portion of it. 

We feel that there are thousands of small producers of gas who would not 
necessarily have to be subject to regulation but if the major producers, such as 
the large oil companies and the big gas-producing companies were subject to 
price regulation by the Federal Power Commission a fair market would be 
established which would enable the industry to survive and make moderate 
profits for its shareholders. 
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There is never any danger of the gas distribution companies making tremen- 
dous profits because it is limited by the regulation of the State utilities com- 
mission and properly so. 

We are not attemping to escape from any type of that regulation but we 
do not want the initial producers to be completely free to charge all that they 
think the traffic will bear. 

Representations are being made in national magazines and in daily news- 
papers to lead the public to believe that if the price of gas is regulated at the 
wellhead there will be a shortage of gas and that all exploration will stop. 

We do not subscribe to this view at all and we enclose herewith a table of 
weighted average prices paid to producers of gas in the field by 10 major pipe- 
line companies for the past 5 years from 1948 through 1953, 1953 being the last 
year on which statistics are available. 

You can note from this that prices generally have more than doubled on the 
weighted average and in some cases of certain pipelines have just about tripled, 
so we do not feel that there is any cause for any of the producing companies to 
complain as to the price which they are getting for gas. 

In our estimation, this is a fight between the large oil industry, which has 
been guilty at various times of monopolistic tendency, and the people who are 
the consumers of gas. 

We trust that you will give full consideration to the rights of the popula- 
tion of our cities both in Tennessee and in the rest of the country in considera- 
tion of this matter. 

Very truly yours, 
H, W. GEE, President. 


Weighted average prices paid to producers for gas purchased in the field by 10 
major pipeline companies (includes 745.11 field purchases and 745.12 gasoline 
plant outlet purchases) 14.9 p. 8. 4. a 


[Cents per thousand cubic feet] 
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NotEe.—Gas purchased in the field by the above companies is produced primarily in Louisiana and 
Texas. Some purchases are also made in Arkansas and Mississippi fields. 


Source: F PC annual reports, 





RESOLUTION 


Whereas the United States Supreme Court on June 7, 1954, held that the 
Federal Power Commission had jurisdiction over the rates of all wholesales of 
natural gas for resale in interstate commerce, whether by a pipeline company 
or not, and whether occurring before, during, or after transmission by an inter- 
state pipeline company ; and 

Whereas the Federal Power Commission now has the authority to decide 
whether increases are just and reasonable and protect consumers against exploita- 
tion at the hands of natural-gas companies ; and 

Whereas a bill has been introduced in the Congress of the United States to 
amend the Natural Gas Act pending before the Committee on Interstate and 
Foreign Commerce ; and 

Whereas the proposed legislation would overrule this decision of the United 
States Supreme Court and the effect of the bill would be that the States are 
constitutionally prohibited from regulating sales in interstate commerce; and 

Whereas our State corporation commission after a thorough study of the 
question is opposed to this legislation : Be it 
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Resolved by the Council of the City of Newport News: 

1. That the proposed bill pending in Congress is against the best interests of 
the city of Newport News and the citizens of this community and the people 
of Virginia, and contrary to the public welfare. 

2. That the legislation now pending in Congress would remove from the Federul 
Power Commission the regulatory powers in the fixing of rates for natural gas 
at the wellhead, and should be defeated. 

3. That the removal of the Federal regulations in this particular matter may 
result in substantial increase in the price of gas to consumers over a period of 
time. 

4. That our Congressmen and Senators: are respectfully urged and requested 
to defeat this legislation. 

5. That a copy of this resolution be forwarded to our Congressmen and Senators 
and to the Committee on Interstate and Foreign Commerce of the House of 
Representatives. 

6. That a representative of the city of Newport News be authorized to appear 
before the Committee on Interstate and Foreign Commerce on April 14, 1955, to 
present this resolution and express opposition to the proposed legislation. 

An emergency existing, in the interest of the public welfare, this resolution 
shall be in effect from the date of its passage. 

Passed by the Council of the City of Newport News, April 4, 1955. 

R. Cowes TAYLOR, 
City Clerk. 
C. L. WILLIAMS, 
President. 
A true copy, teste: 


C. L. WILLIMS, 
City Clerk. 


(Whereupon, at 5:25 p. m., the hearing was adjourned, to reconvene 
at 10a. m., Friday, April 29, 1955.) 











NATURAL GAS ACT 
(Exemption of Producers) 


FRIDAY, APRIL 29, 1955 


Howuss oF REPRESENTATIVES, 
CoMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
Washington, D. C. 


The committee met at 10 a.m., pursuant to adjournment, in room 
1334, New House Office Building, Hon. J. Percy Priest (chairman) 
presiding. 

The CHatrman. The committee will come to order. 

Mr. James M. Symes, president of the Pennsylvania Railroad Co., 
had requested to be heard as a witness, and was not able to appear, but 
sends a statement for insertion in the record. 

His statement will appear in the record at this point. 

(The statement referred to is as follows :) 


STATEMENT OF JAMES M. SYMES, PRESIDENT, THE PENNSYLVANIA RAILROAD Uv. 


My name is James M. Symes. I am president of the Pennsylvania Railroad Co. 
I have had 39 years of experience in the railroad industry. My statement is in 
support of the Staggers bill, H. R. 4948. 

Witnesses representing various aspects of the coal industry have explained to 
you the ways in which the Natural Gas Act should be amended to insure con- 
servation of a highly valuable fuel resource and restrict the inferior use of gas 
as boiler fuel. The witnesses have also testified that the effect, if any, of this 
proposed legislation on the price of natural gas to the household and other 
resale consumers would be a reduction, since all of the gas transported would 
then bear its fair share of the transportation costs. It is my purpose to impress 
upon you the urgent need for the conservation and preservation of another great 
resource of this Nation—its railroads. If the coal industry continues to be 
faced with competition from fuels which are sold at dump prices, the future of 
the great railroad systems of the East will certainly be imperiled. 

In 1954, class I railroads originated over 346 million tons of coal and coke, con- 
stituting 28.4 percent of their total carload freight business. For these same 
railroads, coal and coke provided approximately $1,084 million revenue. The 
railroads operating in the important coal-consuming area in the northeastern 
part of the country originated 251 million tons of coal and coke traffic in 1954, 
representing 47.1 percent of their total carload freight tonnage. These figures 
establish beyond any doubt that the future stability of the railroads is directly 
related to the continued well-being of the coal industry. 

Practices which result in the displacement of coal by the uneconomic and waste- 
ful use of natural gas must, of necessity, threaten the very existence not only 
of the coal industry but of the railroads as well. The direct effect on the railroads 
of the dumping of natural gas into the normal coal markets is a loss in freight 
revenue, a decline in railroad employment, and a decreased need for rail facilities 
for handling coal. 

Witnesses for the coal industry have indicated that approximately 1 trillion 
cubic feet of gas was consumed in 1953 for inferior uses in coal competitive areas. 
On a British thermal unit basis, it takes 24,952 cubic feet of gas to equal 1 net ton 
of average bituminous coal. Thus, the 1 trillion cubic feet of gas is the equivalent 
of 40 million tons of bituminous coal which the railroads could have transported. 
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The average 1953 rail revenue per ton of bituminous coal was $3.33. Thus, the 

ae - revenue from inferior uses of gas can be calculated at over $133 million 
or 1953. 

This tremendous loss of revenue must be viewed in the light of its effect on 
the general economy. With about 50 percent of 1953 gross revenues going to 
labor, averaging $4,374 per employe, the loss of $133 million gross revenue rep- 
resents about $67 million in wages, the equivalent of approximately 15,400 full- 
time jobs for American railroad labor. 

It is estimated that the railroads, as a whole, have a net investment of $2,244 
million in facilities and equipment for the handling of coal traflic, or about $6.76 
per ton of coal originated in 1954. The Pennsylvania Railroad alone has a net 
investment of $330 million in equipment and facilities for handling coal. 

Certainly the use of this country’s resources should be preserved and pro- 
moted—particularly where there is an abundance, as in the case of both coal and 
rail transportation. The inferior use of natural gas as boiler fuel not only dis- 
sipates the reserves of this valuable resource but simultaneously results in the 
deterioration through disuse of the coal and rail resources. 

Neither the coal nor the railroad industry can be expected to own and maintain 
surplus facilities to protect emergency conditions. The railroad industry simply 
cannot afford to hold and maintain coal-carrying equipment to meet the possible 
transportation requirements of some future emergency. 

To illustrate this situation, during the winter of 1954, the railroads had stored, 
in serviceable condition, an average of 36,600 coal cars. These cars were lying 
on sidetracks, not being used. At today’s cost, this represents an additional in- 
vestment of some $220 million. Many locomotives were in the same category. 
The displacement of coal by competitive fuels sold at dump prices was responsible 
for a large part of this equipment being idle. The railroads cannot prudently con- 
tinue the maintenance of excess equipment and will necessarily reduce the total 
ownership to actual normal requirements. 

What I have said thus far indicates the effect which the inadequacies of the 
Natural Gas Act have had on the coal and railroad industries. But when these 
results are translated into the potential effect on the country as a whole, the 
passage of this legislation ceases to be merely advisable and becomes urgently 
necessary. 

What would happen in the event of a national emergency? 

I am sure that none of us has forgoten the period between 1941 and 1945. The 
demand for transportation in this country was never greater. One of the most 
critical commodities, and one which offered the most difficult transportation 
problems, was crude petroleum. Transportation by ocean tanker became almost 
impossible due to the submarines. The railroads were called upon and exerted 
a monumental effort to meet this transportation need. Pipelines were constructed 
to supply the urgently needed crude oil to the refineries. Together, the pipelines 
and railroads were able to perform the task. 

The end of the war brought a return to the transportation of crude oil by 
water. The pipelines. were converted to the transportation of natural gas, and 
these and additional transmission facilities are the lines which are now carrying 
the gas which is the subject of this proposed legislation. 

It is easy to foresee the future in the event of another national emergency. 
Atomic submarines and other improved methods of waging war will unquestion- 
ably make water transportation again very difficult. The pipelines will have to 
be reconverted to the transportation of crude oil and refined products. Natural 
gas will, to a great extent, become unavailable. As in the last emergency, coal 
will be called upon as the principal source of industry energy. But will the coal 
industry be in a position to respond to this call? It is essential to the defense 
of this Nation that steps be taken to insure that the coal industry will be in a 
position to do its part. One such step is to prevent its displacement in peacetime 
by competitive fuels sold at dump prices—fuels which will most certainly be 
unavailable in time of war. 

The coal industry cannot be adapted to wide fluctuations in the level of its busi- 
ness. Coal mines once abandoned cannot readily be reactivated. Mine laborers 
cannot be expected to hold themselves available for work only when a national 
emergency increases the demand for coal. Venture capital will not support new 
mining efforts if the long-established markets continue to be invaded by dump 
fuels sold at unreasonably low prices. In short, if relief is not forthcoming, the 
ability of the coal industry to assume a critical function in time of emergency is 
extremely doubtful. 
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Even if we assume that the coal companies could produce the necessary coal, 
the railroads could scarcely be expected to have adequate equipment, facilities, 
and trained employees to transport it. As I have said above, the industry just 
cannot afford to maintain its great investment in coal-carrying facilities unless 
there is current use for them—in today’s highly competitive transportation econ- 
omy, facilities cannot be held for standby emergency service. 

The problem which coal faces from competitive fuels is not one which can be 
brushed off as the result of the inability of the coal industry to reduce cost. The 
gas which is sold at dump rates is excess gas, produced at a time of low demand 
and for which there are no available storage facilities. In this respect, it is very 
similar to residual oil which is a byproduct of the refinery process and which is 
also sold in competition with bituminous coal. No mater how much the coal 
industry might economize, competition from fuels sold at dump prices cannot be 
effectively met. 

The railroads are making a large contribution to the effort to hold the cost 
of coal down. Average railroad revenue per ton on commodities other than bitu- 
minous coal has increased 86 percent since 1939, against only 45 percent on 
bituminous coal. In the same period, prices for railroad materials and supplies 
have gone up 139 percent and average hourly railroad wages 163 percent. Fur- 
ther comparisons emphasize this point—such as the increase since 1939 in whole- 
sale commodity prices of 120 percent and average hourly earnings of coal miners 
159 percent. 

In short, more effective competitive efforts are not the answer to competition 
from dump fuels. Coal, and through it the railroads, must have relief against 
wasteful, uneconomic use of gas, if they are to stand ready to meet future 
national emergencies. The enactment of the Staggers bill would be a major 
step in this direction. 

I should like to point out, before closing, the sharp contrast between the regu- 
lation of the railroads and the regulation presently applicable to the gas trans- 
mission companies. Each is in the business of transporting fuel, each serves 
basically the same economic functions, but the regulation of the two forms of 
transportation is strikingly different. The railroads are a completely regulated 
industry and have been for many years, while the gas pipelines are only partially, 
and to a great extent ineffectively, regulated. As has been previously explained 
by other witnesses, only that gas which is transported and sold by interstate 
pipelines for resale is now regulated. Direct sales are exempt. From the trans- 
portation point of view, this distinction is without support in fact. All of the 
gas is transported without separation. Whether the gas will be sold at a regu- 
lated price, or at a very much lower unregulated price, becomes apparent only 
after the customer to whom the gas is to be sold becomes known. Such a dis- 
parity of regulation without any basis in reason does not make for healthy com- 
petitive conditions. Legislative relief from this divergent, inconsistent regula- 
tory scheme is essential. 


The Cuatrrman. When Mr. Luce of the Public Service Electric & 
Gas Co., of Newark, N. J., was before the committee certain informa- 
tion was requested by members of the committee. He is supplying that 
information and it will be placed in the record at the proper point. 

_ (Mr. Luce’s testimony appeared in pt. 1 of these hearings. The 
information subsequently supplied is therefore inserted in the record 
at this point and is as follows :) 

Pustic Service Evecraic & Gas Co., 
Newark 1, N.J., May 5, 1955. 
Hon. J. Percy Priest, 
Chairman, Committee on Interstate and Foreign Commerce 
of the House of Representatives, 
New House Office Building, 
Washington 25, D.C. 

My Dear CHAIRMAN Perest: I submit herewith for your consideration and that 
of the committee a draft of proposed legislation amending the Natural Gas Act. 
As I stated to you at the time I testified before your committee, Public Service 
Electric & Gas Co. is desirous of cooperating with the committee in every way 


that it can to the end that amendatory legislation, which will be in the best inter- 
ests of all concerned, can be worked out. The attached draft represents my 
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company’s views of what would best balance the many conflicting interests in- 
volved. 

A few words in explanation of the intent of the proposed changes and what we 
hope these changes will accomplish may be helpful to the committee. 

Section 1 of the bill amends section 1 of the Natural Gas Act to relieve inde- 
pendent producers of many of the present requirements of the act, including 
section 4 (b) which prohibits undue preferences or advantages in rates, charges, 
service, facilities, etc., section 6 which requires the keeping of complete property 
records, section 7 (with the exception of subsection (b)) requiring producers to 
obtain certificates of convenience and necessity, and section 9 which provides for 
the setting of rates of depreciation by the Federal Power Commission. 

Section 2 of the bill amends section 2 of the Natural Gas Act by adding at the 
end thereof definitions of “producer,” “production contract,” and “affiliate.” 

Section 3 of the proposed bill amends section 4 (a) of the Natural Gas Act by 
adding a paragraph which allows independent producers to provide for reim- 
bursement for certain additional taxes and permits periodic escalation after 
approval of the initial filing of the contract with the Federal Power Commission. 

Section 4 of the bill amends section 4 (c) of the Natural Gas Act by providing 
procedures for the filing of production contracts with the Federal Power Com- 
mission in order that the pipeline companies and the gas distribution companies 
ean be placed on notice and be heard, if necessary, concerning the terms of the 
aforesaid contracts. 

Section 5 of the bill amends section 4 (d) of the Natural Gas Act by providing 
procedures for the change of rates, charges, classifications or service, ete., by 
any independent producer. 

Section 6 of the bill amends section 4 (e) of the Natural Gas Act in that it 
provides for hearings on initial rate filing as well as in change of rate filings, and 
permits gas distribution companies to file complaints with the Commission con- 
cerning these filings. 

Section 7 of the bill amends section 4 of the Natural Gas Act by adding there- 
to a new subsection (f), which section prohibits all types of escalation clauses 
except those provided for in section 4 (a) relating to taxes and time escalation 
for existing and new contracts. 

Section 8 of the bill amends section 5 of the Natural Gas Act by adding a new 
subsection (c) which fixes the standards and criteria to be used in the setting 
of the rates to be charged by producers. 

Section 9 of the bill amends section 7 (b) of the Natural Gas Act to provide 
that no sale of natural gas for resale in interstate commerce may be abandoned 
without the approval of the Federal Power Commission. This is necessary since 
the present section 7 (b) merely refers to “facilities subject to the jurisdiction of 
the Commission,” and if the amendments are passed the facilities of the producer 
will not be under the jurisdiction of the Commission. It is, therefore, necessary 
to inelude the scale in interstate commerce as jurisdictional subject matter. 

I sincerely hope that the attached bill will be helpful to your committee and 
useful in its consideration of this vital natural gas legislation now before you. 

I have mailed additional copies of this communication and the attached draft 
to the clerk of your committee. 

Respectfully submitted. 

Donan C. Luce. 


A BILL To Amend the Natural Gas Act 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 1 of the Natural Gas Act is 
amended by adding at the end thereof the following new subsection : 

“(d) Independent producers of natural gas as hereinafter defined in section 
2 of this Act shall be exempted from the provisions of sections 4 (h), 6,7 (a), 
(c), (d), Ce), (f). (9) and (h), and section 9 of the Natural Gas Act.” 

Src. 2. Section 2 of the Natural Gas Act, as amended, is amended by adding at 
the end thereof the following new subsections : 

“(10) ‘Producer’ means a natural-gas company solely engaged in the produc- 
tion, gathering, or processing of natural gas. ‘Independent producer’ means a 
‘producer’ not affiliated with a natural-gas company other than an independent 
producer. 

“(11) ‘Production contract’ means any contract or other arrangement for the 
sale of natural gas by an independent producer subject to the jurisdiction of 
the Commission. 
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“(12) ‘Affiliate’ of a natural-gas company means any person who stands in 
such relation to such specified natural-gas company that there is likely to be or 
to have been an absence of arm’s length bargaining in transactions between or 
among them, whether because of officerships, directorships, ownership by either 
such person of voting securities of the other, or otherwise.” 

Sec. 3. Subsection (a) of section 4 of the Natural Gas Act, as amended, is 
amended by adding at the end thereof the following paragraph : 

“Increases in the rates and charges of independent producers under production 
contracts made in the course of arm’s length bargaining between persons who 
were not affiliates at the time of the making of such contracts, which contracts 
make no provision for changes in prices of natural gas except (1) to reimburse 
the seller for increases in occupation, severance, production, gathering, or sales 
taxes actually imposed and paid, or (2) in amounts and at dates specified therein, 
shail be permitted to become effective if, after hearing, and upon notice, the 
Commission shall have found that the aforesaid rates and charges as provided 
for in such contracts were just and reasonable.” 

Sec. 4. Subsection (c) of section 4 of the Natural Gas Act, as amended, is 
amended to read as follows: 

“Under such rules and regulations as the Commission may prescribe, every 
natural-gas company other than an independent producer shall file with the Com- 
mission, within such time (not less than sixty days from the date this act takes 
effect) and in such form as the Commission may designate, and shall keep open 
in convenient form and place for public inspection, schedules showing all rates 
and charges for any transportation or sale subject to the jurisdiction of the Com- 
mission, and the classifications, practices, and regulations affecting such rates 
and charges, together with all contracts which in any manner affect or relate to 
such rates, charges, classifications, and services. Unless such contracts are al- 
ready on file with the Federal Power Commission, production contracts in effect 
on the effective date of this amendatory Act shall be filed by cach independent 
producer within thirty days after such date. Production contracts entered into 
after the effective date of this amendatory Act shall be filed by each independent 
producer at least sixty days before the proposed effective date of such contract. 
The Commission shall publish in the Federal Register notice of the filing of such 
production contracts within ten days after the filing thereof, specifying the natural 
gas companies and gas distributing companies which are purchasers or successive 
purchasers of such gas.” 

Sec. 5. Subsection (d) of section 4 of the Natural Gas Act, as amended, is 
amended as follows: 

“(d) Unless the Commission otherwise orders, no change shall be made by any 
natural-gas Company other than an independent producer in any such rate, charge, 
classification, or service, or in any rule, regulations, or contract relating thereto, 
except after thirty days’ notice to the Commission, to the public, and the persons 
to whom it sells such gas. Such notice shall be given by filing with the Commis- 
sion and keeping open for public inspection new schedules stating plainly the 
change or Changes to be made in the schedule or schedules then in force and the 
time when the change or changes will go into effect. Unless the Commission oth- 
erwise orders, except as permitted in section 4 (a), no change shall be made by 
any independent producer in any rate, charge, classification, or service, or in 
any rule, regulation, or contract relating thereto, except after twenty days’ notice 
to the natural-gas companies and distribution companies which are purchasers or 
successive purchasers of such gas. The Commission, for good cause shown, may 
allow changes to take effect without requiring the thirty days’ notice herein pro- 
vided for by an order specifying the changes so to be made and the time when 
they shall take effect and the manner in which they shall be filed and published.” 

Sec. 6. Subsection (e) of section 4 of the Natural Gas Act, as amended, is 
amended to read as follows: 

“(e) Whenever any [such new] schedule is filed the Commission shall have 
authority, either upon complaint of any State, municipality, gas distribution 
company, or State commission, or upon its own initiative without complaint, at 
once, and if it so orders, without answer or formal pleading by the natural- 
gas company, but upon reasonable notice, to enter upon a hearing concerning 
the lawfulness of such rate, charge, classification, or service: and, pending 
such hearing and the decision thereon, the Commission, upon filing with such 
schedules and delivering to the natural-gas company affected thereby a state- 
ment in writing of its reasons for such suspension, may suspend the operation 
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of such schedule and defer the use of such rate, charge, classification, or service, 
but not for a longer period than five months beyond the time when it would 
otherwise go into effect: Provided, That the Commission shall not have the 
authority to suspend the rate, charge, classification, or service for the sale of 
natural gas for resale for industrial use only; and after full hearings, either 
completed before or after the rate, charge, classification, or service goes into 
effect, the Commission may make such orders with reference thereto as would 
be proper in a proceeding initiated after it had become effective. If the pro- 
ceeding has not been concluded, and an order made at the expiration of the 
suspension period, on motion of the natural-gas company making the filing, the 
proposed [change of] rate, charge, classification, or service shall go into effect. 
Where [increased] rates or charges are thus made effective, the Commission 
may, by order, require the natural-gas company to furnish a bond, to be ap- 
proved by the Commission, to refund any amounts ordered by the Commission, 
to keep accurate accounts in detail of all amounts received by reason of such 
increase, specifying by whom and in whose behalf such amounts were pair, and 
upon completion of the hearing and decision, to order such natural-gas com- 
pany to refund with interest, the portion of such [increased] rates or charges 
by its decision found not justified. At any hearing involving a rate or charge 
sought to be [increased] made effective, the burden of proof to show that the 
[increased] rate or charge is just and reasonable shall be upon the natural-gas 
company, and the commission shall give to the hearing and decision of such 
questions preference over other questions pending before it and decide the same 
as speedily as possible.” 

Sec. 7. Section 4 of the Natural Gas Act, as amended, is amended by adding 
at the end thereof the following new subsection : 

“(f) Escalation, favored-nation, price redetermination, renegotiation, or auto- 
matic price-adjustment clauses unrelated to increases in actual costs incurred by 
the seller in production contracts, except as otherwise provided for in section 
4 (a) of this amendatory Act, whether executed before or after the effective date 
of this amendatory Act, which clauses provide for or may result in increases in 
the price of natural gas to the purchasers thereof are declared to be contrary 
to the public interest and are prohibited, shall not be received for any regu- 
latory purpose by the Commission, and shall not be enforceable in any court or 
other tribunal.” 

Sec. 8. Section 5 of the Natural Gas Act, as amended, is amended by adding at 
the end thereof the following new subsection : 

“(c) In fixing rates for independent producers the Commission shall give con- 
sideration to the cost of facilities and gas reserves of such independent producers, 
the prices of gas in the field from which the gas is produced, whether the price 
has been arrived at by arm’s-length bargaining, the effect of the contract upon 
the assurance of supply, the reasonableness of the provisions of the contract, and 
the effect of such prices upon rates to the ultimate consumers of such gas, includ- 
ing the competitive effect of such rates compared with the cost of other fuels 
available to such ultimate consumers. T'he Commission shall give consideration 
to the same factors in determining the value to be allowed for gas produced by 
a natural-gas company which is not an independent producer or by a subsidiary 
of such natural-gas company.” 

Sec. 9. Subsection (b) of section 7 of the Natural Gas Act, as amended, Is 
amended to read as follows: 

“(b) No natural-gas company shall abandon all or any portion of its facilities 
subject to the jurisdiction of the Commission, or any service rendered by means 
of such facilities, or any sale of natural gas for resale in interstate commerce, 
without the permission and approval of the Commission first had and obtained, 
after due hearing, and a finding by the Commission that the available supply of 
natural gas is depleted to the extent that the continuance of such service or sale 
is unwarranted, or that the present or future public convenience and necessity 
permit such abandonment.” 

N. B. Italie indicates new language; brackets indicate deletions. 


The Crarrman. The Independent Natural Gas Association of 
America has a statement to be presented for the record. 
(The statement referred to is as follows :) 
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STATEMENT OF INDEPENDENT NATURAL GAS ASSOCIATION OF AMERICA, WASHING- 
TON, D. C,, IN OPPOSITION TO H. R. 4943 (AND OTHER BILLS OF SIMILAR IMPORT 
PENDING BEFORE THE COMMITTEE) 


PART I, INTRODUCTION AND SUMMARY 


H. R. 4943, if enacted, would impose entirely new standards for the regulation 
of natural-gas companies, solely for the purpose of protecting a competitive fuel. 
The paramount public interest concept of the Natural Gas Act would be subor- 
dinated if not destroyed. 

The chief proponents of this bill are members of the coal industry, which is 
understandable, because it is the same proposal which they have been making 
since the original Gas Act was under consideration by the Congress. 

Since 1936 the coal industry has urged Federal regulation of sales of natural 
gas sold directly by pipelines for industrial use. They have sometimes been 
frank in saying they believe such regulation would increase the prices of such 
gas. They have been less frank when they have contended that such regulation 
would reduce prices to the domestie consumer. They have repeatedly urged Fed- 
eral regulation and tried to do everything possible to raise the prices of direct 
industrial gas. They have generally attempted to accomplished such results 
under the guise of protecting the public interest. What they are really after 
is to force the price of natural gas up and up to the point where it cannot be sold 
in competition with other fuels such as coal. The consumers both of natural 
gas and coal, are low man on the totem pole. Let there be no mistake about 
this. 

A pipeline is a high investment facility of fixed maximum daily capacity and 
its fixed charges in the form of depreciation, taxes, etc., which account for a 
high proportion of the total cost of service, go on day by day throughout the year. 
The requirements of the domestic and commerical customers demand the full 
capacity of the pipeline on the coldest days of the year, but only a portion of 
the capacity throughout the balance of the year. In many cases much of the 
remaining yearly capacity is used to supply gas to industrial customers on an 
interruptible basis. These industrial sales are highly competitive with other 
forms of fuel. As long as these highly competitive industrial sales can be made 
profitable, they help to carry the pipeline’s fixed charges, and thus relieve the 
domestic and commercial consumers of a portion of the costs which they would 
otherwise be required to pay. When prices of gas rise, or the prices of compet- 
ing fuels decrease, so that the interruptible industrial sales can no longer be 
made at a profit, all of the pipeline’s fixed charges must fall back upon the gas 
sold for domestic and commercial use with the resulting pyramiding of the price 
for domestic and commercial gas to the point where it too reaches or passes 
competitive limits. It should be pointed out that loss of industrial sales cannot 
be made up by increased sales in other categories made from the same facilities 
in a given area. These facts are not zealously guarded trade secrets: they have 
long been known to the coal industry which seeks this legislation . 

The prices at which other forms of fuel are available largely determine the 
prices of natural gas sold for direct industrial use. Stated more accurately, com- 
petition determines the price of all industrial fuels. In many sections of the 
South industrial gas must compete most with the competitive price for which 
fuel oil is available. In other parts of the country coal is the principal fuel in 
the competitive field. This competition has always been considered the best safe- 
guard consumers could have from unreasonably high rates whether for gas, 
coal, oil, or any other fuel. 

The destruction or serious impairment of the industrial market for natural gas 
which propopents of this bill are attempting to bring about would unquestionably 
mean 1 of 2 results. Either domestic users would pay much higher rates for 
natural gas or they would be to a large extent deprived entirely of this fuel. 
The purposes for which this law would be used are plainly revealed in the lan- 
guage of the bill, and in expressions in the record of this hearing, as well as 
in public announcements of the coal industry. If this measure were enacted, 
the coal industry would immediately begin exerting pressure in an attempt to 
force the Federal Power Commission to increase the prices of natural 7s to 
the public. This proves beyond question that the interests of the vast numbers 
of fuel consumers in this country would be seriously jeopardized if this bill were 
allowed to become law. 

In essence, the bill proposes to establish a mandatory, overriding conservation 
policy which will govern both certificates and rates for all natural gas transpor- 
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tation or sale in interstate commerce. At the same time the bill proposes to 
extend to competitive fuel interests the right to initiate and participate fully 
in the interpretation of such policy. 

This bill would legislatively confirm FPC jurisdiction back to the wellhead if 
the gas ultimately goes into interstate commerce. The bill would extend FPC 
jurisdiction over all sales in interstate commerce. The bill would authorize the 
FPC to prescribe end uses of natural gas to preserve available reserves, thus 
denying to consumers a free choice of available fuels. 

The proposals in section 8 would permit competitive fuel interests to keep a 
pipeline under constant harassment as to rates and charges. The pipeline could 
be priced out of the market over its protests. Especially would this be true of 
industrial sales both direct and for resale. The proposed amendments in sections 
1 and 8 would subject direct sales to the same regulation as sales for resale. 
A certificate of convenience and necessity would also be required for direct indus- 
trial sales. 

It is doubtful if a new certificate of convenience and necessity could ever be 
obtained if the Commission is required to maintain the productive capacity of 
each of the several domestic fuel industries. 

The criteria of section 2 of the bill would be in immediate and direct conflict 
with the conservation policies and regulations of both the producing and con- 
suming States. 

The competitors of natural gas, particularly the coal interests as represented 
by the National Coal Association, have sought to justify proposed legislation, i. e., 
H. R. 4943 (the Staggers bill) and other similar legislation, on the theory that it 
is consistent with the White House report and recommendations of the Federal 
Power Commission in successive annual reports to the Congress. 

Reference is made to a widely distributed pamphlet issued by the National 
Coal Association and labeled “To Protect the Public’s Stake in Natural Gas,” 
and also to the testimony before this committee. 

We do not believe statements contained in that pamphlet fairly comport with 
the facts, particularly the statement that the legislation is consistent with the 
White House report, or with the recommendations of the Federal Power Com- 
mission as contained in successive annual reports to the Congress. The so-called 
White House report, more properly described as the Report on Energy Supplies 
and Resources Policy, was released on February 26, 1955. We wish to eall atten- 
tion to some of the language of this report. In the second paragraph the report 
asks the question— 

“What steps may be taken to improve the economic position of the coal 
industry, now seriously depressed, without penalizing competing industries, as a 
means of enhancing the ability of that industry to contribute to the national 
defense?” 

The language ‘without penalizing competing industries” is emphasized to 
clearly indicate that it was not the intent of the committee to penalize the 
natural gas industry. As will later be shown, the proposed legislation does 
exactly that. The coal interests have completely distorted the Report on Energy 
Supplies and Resources Policy and are using it to promote legislation that 
would seriously penalize the natural gas industry. 

Contrary to statements of proponents of the legislation natural gas is not 
being sold by pipelines for industrial use at less than cost. 'The efforts of the 
proponents to make this charge stick completely fail when the facts are analyzed 
as set out in parts II and III hereof, and the true objectives of the proposed 
legislation are brought into clear focus. 

An analysis of the bill shows that in every certificate or rate case the Commis- 
sion would be required to establish and adhere to a policy for “the maintenance 
of a productive capacity of each of the several domestic fuel industries sufficient 
to meet the current and long range fuel needs of the Nation.” Thus it would 
appear that the FPC must in each instance determine the current and long range 
fuel needs of the Nation, including fuels over which it has no jurisdiction what- 
soever. Except for section 6 (2) the proposals, in each instance, are directly 
opposed to the recommendations contained in the Cabinet Committee Report 
on Energy Supplies and Resources Policy. Even in section 6 (2) there is an 
added criteria to those proposed by the Cabinet report for determining just 
and reasonable rates. 
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PART II. ANALYSIS OF DIRECT INDUSTRIAL SALES BY NATURAL GAS PIPELINE COMPANIES 
(By John W. Boatwright, Economist) 


The Bureau of Mines reported that total consumption of natural gas by 
industrial users, in 1953, was 5.8 trillion cubic feet. The American Gas Asso- 
ciation reported that industrial sales of natural gas by utilities in 1953 was 2.9 
trillion cubic feet, including both that gas moved interstate and that sold to 
industrial users in the State of production. The difference of 2.9 trillion cubic 
feet represents sales by producers for industrial uses in the State of production. 

The President’s Advisory Committee on Energy Supplies and Resources Policy 
recommended “that appropriate action be taken that will prohibit sales by 
interstate pipelines either for resale or for direct consumption, which drive 
out competing fuels because the charges are below actual cost plus a fair pro- 
portion of fixed charges.” Notice that this recommendation is directed both 
to regulated (sales for resale) and largely unregulated (direct consumption) 
prices. The presumption naturally is that a regulated rate permitting a return 
of approximately 6 percent on investment would not be below costs. The effect 
of the recommendation has been to focus attention on sales direct to industrial 
buyers. 

For some years the Federal Power Commission has published average annual 
national data on sales by interstate carriers of natural gas for resale and for 
direct consumption. Unit realization thus determined resulted in the following 
comparison : 


TABLE I.—National average realization from sales by interstate natural gas com- 
panies of natural gas for resale and for direct industrial consumption 


| 


Realization per thousand | Realization per thousand 
cubic feet cubic feet 
. 7 Industrial @ Industrial 
a sales for A oe os sales for 
nik direct use — direct use 
Cents Cenis | | Cents Cents 
1945... 17.2 16. 6 19450___- 18.0 19.1 
1946__ 17.3 17.0 Meeccuas 19.5 19.8 
507; 17.4 17.6 |) 1952... eat eS, 22.0 21.0 
1948... 17.1 15. 0 1953... - | 25.0 22. 6 
1949... 17.4 18.5 


Source: Calculated from Statistics of Natural Gas Companies, FPC: 


This comparison, without analysis, would indicate that sales for direct use, 
largely on an interruptible basis, were made during 1952 and 1953 at prices below 
the regulated price of sales for resale. Like so many aggregates or averages, more 
is concealed than is revealed. 

The first fallacy of the data is one of geography. The major sales for indus- 
trial purposes made by interstate carriers are in the Southwest producing States 
while the major sales for resale are made in the large consuming areas to the 
North and East. This renders invalid the conclusion that industrial sales by 
main-line carriers are made at prices below those received from sales for resale. 

The second reason for the lack of significance of the comparison is that carbon 
black utilization, drilling operations and many other specialized uses for which 
other fuels are not competitive are included in Southwest sales for industrial 
uses. Such inclusion renders the data noncomparable. 

The only valid means by which the true facts bearing on this problem can be 
revealed is to compare the realization by long-line carriers from sales for indus- 
trial uses with realization secured from sales for resale in the same State. Be- 
cause the Southwestern States do not offer much competitive opportunity for coal, 
they were excluded from our study. All States north of Kansas and Arkansas 
and east of Mississippi were included. The average actual price received for 
industrial sales made by 14 long-line carriers was compared with the average 
actual price received by the same lines from sale of natural gas for resale in the 
identical State. All data were taken from the annual reports of the carrier com- 
panies to the Federal Power Commission for the year 1953, the latest year for 
which complete statistics are available. Lines studied were: Mississippi River 
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Fuel Corp.; Transcontinental Gas Pipe Line Corp.; the Manufacturers Light & 
Heat Co.; Northern Natural Gas Co.; Texas Gas Transmission Corp.; Texas 
Eastern Transmission Corp.; Cities Service Gas Co.; Panhanile Eastern Pipe 
Line Co.; Tennessee Gas Transmission Co.; Southern Natural Gas Co.; Natural 
Gas Pipeline Co. of America ; Texas-Illinois Natural Gas Pipe Line Co. ; Trunkline 
Gas Co.; and Michigan-Wisconsin Pipe Line Co. 

These 14 large systems made sales during 1953 of 2,786 billion cubic feet in the 
area under study out of a total consumption of 2,873 billion cubie feet. All main 
line industrial sales made by these carriers in these States have been analyzed 
and are included in the study. Results secured unquestionably are typical of the 
total market. The results were as shown in table II. 


Tas_e II.—Comparison, by States, of average sales prices in 1953 for natural gas 
to industrial users and to other utilities by 14 long-line carriers 


























Sales to other utilities Main line industrial sales 
Average , Average 
price, cents — » | price, cents —— 
per thousand] ubie feet | Pet thousand bie feet 
cubic feet 7 cubic feet cubic fee 
Te a cdi neta oneal 20.9 92, 187 25.3 4, 783 
Nebremks.. .....<..55-.-- cis ecte eae eae ei one 20. 1 39, 484 23.7 11, 003 
Pe EE. 665i Xins saa mnnwadnende ba -piaubade's 33.7 68, 463 35, 2 9 
Ne a ae ee 30. 4 1, 246 27.9 6, 206 
NS L .  conandepanns ddeeacuqtsees 34.1 298, 553 38.9 33, 478 
WN wat wsdonanocinuhbetenca sl esee ended 28. 2 Op SE Bi ecctewodielodaudacstonse. 
Vas hd bod adn besithen aout iad lac hdd 31.5 D, BOG Boiss (dee ob idttebiddasies 
ON A Se ees ‘nen 31.6 UY 8s bt nd acne che laataewenehenn- 
Georgia. _. wane : cz . | 21.3 103, 058 27.9 ! 17, 409 
RI, in Sin hi he nde hiCnenagah } 21.8 | 43, 282 21.8 41, 263 
I oli ine tee ie are ahaa ctl Rea ei 22.2 136, 829 26.7 | 34, 694 
|. <.0c, Jusepurchenkinke susan Gacennte 20.0 462, 240 27.1 57, 909 
No 2... ee helestUbe ub caddbesh ance eeee 25.8 96, 476 26.4 4, 455 
ie a, see ee ok ee See 30. 2 315, 355 40. 2 3, 349 
a lara 25.3 | 212, 359 37.6 11, 492 
I fe Sg te ee Eo eee ebinminuie ead 22.0 107, 575 215.5 5, 921 
a cas3ckcvond abbas bncandonauneeoaneanad 131.5 71, 911 29.4 3, 400 
ot ee se ie eg re eee 31.4 189, 059 36.9 2, 209 
Si ETT AIRS a ivectermiene 20.0 88, 030 25. 4 10, 251 
ET PUR os co ea nok von atee waklcmamtiemen 19.3 SEMEN Tosteses ns acd'. cates ae aleaeides 
New York........-- . aS Rte» 32.7 REO ce See, 
We IN oe pekicsniccs nce bids octets « Ade ends 35.0 87, 700: |......5.-<...- isdn ob tiiansdieeso 
i i 
Rabies SiS a eee eae 26.5 | 2, 538, 269 | 28.1 | 247, 831 
| 





1 Represents average including about 6 cents per thousand cubic feet collected under bond by Panhandle 
Eastern and later disallowed by FPC. Correction for this factor makes average price for sales to utilities in 
Indiana by all lines 26.95 cents per thousand cubic feet, or less than the average industrial price. 

2 This figure is heavily weighted by the sale of 5,504.1 million cubic feet to ‘Tennessee Valley Authority 
at 15.09 cents per thousand cubic feet by Texas Gas Transmission Corp. ‘This sale has since been discon- 
tinued. 


1. Some lines do not make sales direct to industry for consumption. In 6 of the 
22 States studied, no industrial sales were reported. The average realization 
per thousand cubie feet from direct sales to industrial accounts was 28.1 cents 
as compared with 26.5 cents when sold for resale. 

2. In 12 of the 16 States where direct comparison was possible, higher prices 
were realized from direct-industrial sales than from sales for resale. When 
recognizing the correction for refund by Panhandle, 13 States fall in this category. 

3. Total direct sales for industrial use represented only 9 percent of the vol- 
ume sold. When it is realized that industrial sales, a major portion of which are 
on an interruptible basis, are made at a higher price than that secured from sales 
for resale, it is apparent that the residential consumer of natural gas received 
substantial price benefit from industrial sales. 

It was decided to test this finding for other years. Exactly the same procedure 
was followed for each of the States for the same group of carriers by years back 
through 1947. The results in terms of annual volumetric averages were : 
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TABLE I1I.—Comparison by years of industrial sales and sales to other utilities 
by 14 long-line carriers 
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The findings are contrary to common belief, but are of extreme importance 
for policy determination. Attention is called particularly to: 

1. Average prices received since 1947 in the 22-State area by these 14 lines 
have been higher from main-line industrial sales than from sales to other 
utilities. 

2. This is the area in which natural gas meets coal in direct competition. For 
the past 6 years industrial buyers, who are interested only in calorific content 
of competitive fuels, and therefore are the most critical users, have been willing 
to pay higher prices for natural gas than the regulated prices to utility dis- 
tributors. This would indicate that the regulated prices for sales to utilities 
are lower than prices based on competition among fuels. It would also indicate 
that, according to the acid test of purchase on the basis of economy only, natural 
gas is a bargain. 

3. If main-line sales to industrial accounts be made subject to regulation and 
the same regulatory practices are applied to these sales as are applied to sales 
to utilities, prices of natural gas will be: 

(a) Reduced to industrial buyers, which would be diametrically opposed 
to the interests of competitive fuels; and 

(b) Increased to sales for resale, which would be contrary to the residen- 
tial consumer interests. 


PART II 
Section 1 

This section proposes to extend FPC jurisdiction to all sales in interstate com- 
merce by eliminating the words “for resale” in section 1 (b) of the Natural 
Gas Act. 

We are advised that the effect of this probably would be to give the Federal 
Power Commission jurisdiction to fix the price at which gas is sold to all con- 
sumers who are supplied directly by a natural-gas company. This could be either 
a long-distance pipeline company or a company that transports gas between 
States but is predominantly a distribution company. This price-fixing power 
would be applicable to sales made to domestic and commercial consumers as 
well as to industrial consumers, and to sales made as part of local distribution 
operations as well as directly from the pipeline. 

The retail prices charged by pipeline companies which also distribute gas 
locally at retail are, in most instances, now regulated by State public-service com- 
missions or, where there is no such commission, by a city or some other local 
agency. Such companies are subject to the jurisdiction of the Federal Power 
Commission in other matters, but not as to the prices they charge for gas sold 
directly to consumers in local distribution. There is presently no duplication 
in price-fixing authority. 

However, if the Federal Power Commission is given jurisdiction over sales 
other than for resale, as proposed in section 1, the courts might very wel! decide, 
so we are advised, that the exclusion, in section 1 (b) of the act, of “local dis- 
tribution” or “facilities used for such distribution’ excludes nothing more than 
the physical operations and facilities involved in local distribution, leaving rates 
for sales in local distribution subject to Federal Power Commission’s jurisdiction 
if made by natural-gas companies as defined in the act. 

The desirability of avoiding duplicate regulation is generally recognized and 
was confirmed by the 83d Congress when it passed the Hinshaw bill, which 
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amended the Natural Gas Act to provide that gas transported, sold and dis- 
tributed within the confines of a single State, which was regulated by local 
authority would be subject solely to the jurisdiction of such local authority and 
not to both the Fedetal Power Commission and such local authority. 

Most of the long interstate pipeline companies make only a limited number 
of “direct sales” and some of the larger companies make no such sales. Such 
direct sales as are made by pipeline companies are in most instances sales to 
industrial users. However, the greater part of the gas used by industry is de- 
livered to the consumer, not by the long distance pipeline company, which is sub- 
ject to Federal Power Commission jurisdiction, but by the local distributor which 
is subject to State or other local jurisdiction. This should be kept in mind since 
the amendment of the Natural Gas Act can have direct effect only on the pricing 
of those limited numbers of direct sales which are made by the long distance 
pipeline companies, unless, of course, the effect of the amendment would be to 
include the interstate pipelines which are also local distributors. 

We believe that anyone familiar with the administration of the Natural Gas 
Act and the policy of the Federal Power Commission in fixing the price for gas 
sold for resale by long distance pipeline companies will testify that by no stretch 
of the imagination can it be said that such policy fails to make a full allocation 
of all fixed charges applicable to the gas that finds its way ultimately to the in- 
dustrial user. 

Fixed costs are generally considered to be those costs relating directly to in- 
vestment in plant which creates capacity. Since gas pipeline capacity is built, 
in most cases, to take care of load expected to be experienced during periods of 
peak demand, the theoretically correct method of assigning costs to partieular 
customers is to assign all fixed costs to those customers whose peak requirements 
necessitated the pipeline capacity which was constructed. Thus, theoretically, 
sales which are completely interrupted during periods of peak demand, and most 
industrial sales are of this character, should bear no fixed costs. 

However, the Federal Power Commission does not follow this procedure, but 
classifies 50 percent of fixed costs to what is referred to as the demand category 
and 50 percent to what is referred to as the commodity category. Since items 
of cost in the commodity category are allocated proportionately on a volumetric 
basis to all gas sold during a year’s time, the result is that a large portion of 
fixed costs are assigned to interruptible industrial customers despite the fact 
that such customers get a disproportionately small share of the benefits of the 
yeak day capacity with which fixed charges are properly associated. Certainly 
it could never be said that the industrial consumer who has no demand responsi- 
bility, or a low demand responsibility, but who pays the full commodity costs, 
which include 50 percent of the fixed costs, fails to pay a fair proportion of the 
fixed charges. 

The above explanation is made in order to point out that under the present 
policies of the Federal Power Commission in pricing gas for resale by pipeline 
companies, a very high proportion of fixed costs is assigned to the gas that goes 
io the industrial user and particularly the industrial user who buys gas on an 
interruptible basis. 

It should be kept in mind here that, after the sale for resale by the pipeline 
to the distributor, the Federal Power Commission, under the present law, has 
nothing to do with the price of the gas, and the proposed amendments to the 
Natural Gas Act will not influence that situation. 

The next situation is that in which the gas is sold by a long distance pipeline 
company directly to the industrial user. The great majority of these direct pipe- 
line sales made to industrial consumers are on an interruptible basis; in other 
words, they are made to consumers who have alternative sources of fuel, gen- 
erally either coal or oil. In some instances the consumer does not have standby 
fuel and closes down or curtails certain operations during periods of interruption 
of gas service. In other instances, the pipeline company will supply the alterna- 
tive fuel for the gas that is curtailed in order to make gas available to the con- 
sumers that create the peak load responsibility. 

Part II of this statement includes an analysis of major pipeline companies 
serving areas where coal competition is greatest. This analysis shows that the 
average price per M ec. f. received by these companies for gas sold direct to 
the consumer exceeds that of gas sold for resale. 

Comparison shown in the analysis is between all sales for resale, including 
firm domestic, firm commercial, firm industrial and interruptible industrial and 
the direct sales, which, as previously stated, are in practically all instances made 
to industries and in most instances are on an interruptible basis. When con- 
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sideration is given to the fact that the direct interruptible sales should bear a 
smaller proportion of fixed charges than the firm sales for resale, the data prove 
more emphatically that such direct sales are not made at less than cost. 

As previously stated, the long distance transmission companies that sell 
predominately to distributing companies for resale make sales direct to in- 
dustrial users under contracts which usually provide that service may be 
curtailed or discontinued during periods of peak loads. In other words, the 
direct sale service creates little, if any, demand responsibility, whereas the gas 
sold for resale creates the major portion of the demand responsibility. In spite 
of this fact the analysis shows clearly that in most instances the direct sale 
gas is priced higher than the resale gas. 

The data are taken from the 1953 statistical reports of the Federal Power 
Commission and from the annual reports of the various companies, as filed with 
the Federal Power Commission, covering the year 1953. It should be perfectly 
clear from these figures that the direct sales are not priced at less than cost, 
that they bear more than their fair share of fixed charges, and that there is 
no foundation for the contention that natural gas is being dumped at less than 
cost in order to put competing industries out of business. 

Direct industrial sales of natural gas are made in competition with coal, oil or 
electricity and the pipeline must meet that competition. But in every instance it 
has every inducement to earn as much as possible from the sale. To do this it 
must sell at the highest price it can. 

The Congress in the Natural Gas Act declared that the transmission of natural 
gas in interstate commerce was affected with a public interest. But it recog- 
nized that there should be no duplication between the price fixing authority of 
the Federal Power Commission and that of the States by limiting the ratemaking 
powers of the Federal Power Commission to sales for resale. It recognized 
that the direct sale of gas by pipeline companies could only be made to industries 
on a competitive basis, that such industries could readily use other fuels and 
as a Consequence were not dependent on natural gas to the same extent as the 
domestic and commercial consumer. The industrial consumer did not have to 
buy the gas if the price was higher than a competing fuel and, consequently, it 
was not necessary in the public interest to protect the industrial consumer. 

We urge on you that those considerations are still valid and that: (1) There 
should be no duplication in the regulation of prices as between Federal, State, 
and local agencies: (2) the facts do not support the contention that industrial 
snles do not bear their fair share of fixed charges and that therefore regulation 
is necessary to increase the rates for industrial gas: and (3) since the industrial 
user is not dependent upon natural gas and would quickly change to some other 
fuel if the price made it more expensive than competing fuels, it is not necessary 
in the public interest to regulate the price of gas sold directly for industrial use. 


Section 2 

This section proposes to add a new subsection 1 (d) setting forth a so-called 
conservation policy. The present policy to guide the FPC in its regulation is 
set forth in section 1 (a). This proposal is to include a conservation policy in 
the jurisdictional section of the act, setting forth mandatory standards for 
regulation. 

Subsection (d) (1) would require that the Commission in administering the 
act should establish and adhere to a policy which “recognizes that the national 
defense and an expanding domestic economy require the maintenance of a pro- 
ductive capacity of each of the several domestic fuel industries sufficient to meet 
the eurrent and long-range fuel needs of the Nation.” By subsection (d) (2) 
the Commission would be given jurisdiction over the end use of natural gas 
with “due regard” for the conservation policies and regulations of producing 
States. 

The bill would authorize the FPC to prescribe end uses of natural gas to pre- 
serve available reserves. Thus consumers would be denied a free choice of avail- 
able fuels, contrary to the recommendations contained in the report on Energy 
Supplies and Resources Policy. 

What chain of events would this set in motion? How long would it take to 
establish a policy, giving proper regard to both short- and long- range considera- 
tions, that would put natural gas, oil, butane, propane, coal, electric power, 
atomic energy, solar heat, or whatever other energy source there may be avail- 
able, in their respective niches and keep them there for any specific period in view 
of a constantly changing economy? The language may sound plausible but the 
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fixing of such a policy and the implementation of it would run directly into end- 
use control and a managed fuel economy. 

If such a policy is to be followed, the Federal Power Commission should also 
have jurisdiction over “each of the several domestic fuel industries.” If the 
Commission is to restrict the use of natural gas alone, then, in all fairness, cer- 
tain markets should be reserved to natural gas and other fuels excluded from 
them. Likewise, if natural gas is to be excluded from certain markets and a 
monopoly is to be created for other fuels, then, in fairness to the consuming pub- 
lic, those fuels should be subject to price regulation as is natural gas, 

The bill also contemplates that the policy of the Commission “give effect to 
sound principles of conservation in the utilization of natural gas in order to pre- 
serve the available reserves * * * for * * * long-range benefits to the public.” 
The obvious purpose of this is to restrict the current use of natural gas under 
the guise of conservation. It may be contended that this is consistent with the 
Federal Power Commission recommendation in its 1953 annual report to the effect 
that “section 7 (c) of the Natural Gas Act be amended * * * to provide specifically 
for control by the Commission of the end use of natural gas when required for 
national defense or to safeguard the available supply.” The language of the 1953 
report was susceptible to misinterpretation and was clarified in the 1954 report 
wherein the language “to provide specifically for control by the Commission of 
the allocation of natural gas when required for national defense or to safeguard 
the available supply in emergency situations” is used. [Emphasis supplied. ]} 

Undoubtedly, the objective of the amendment proposed in section 2 of the 
bill is to get language in the act which will strengthen the position of competing 
fuels and transporters as intervenors in certificate and rate cases and to afford 
easy appeal to the courts, with the objective of harassing and delaying the ex- 
pansion of the natural gas industry. 


Sections 8 and 4 


Sections 3 and 4 amend paragraphs (6) and (7) of section 2 of the present 
act. 

The change in paragraph (6) is to change the definition of a natural-gas com- 
pany so as to eliminate the reference to sales for resale and make all sales in 
interstate commerce, including direct sales, subject to the act. 

The change in paragraph (7) is to change the definition of “interstate com- 
merce” in order to include commerce with any foreign nation and, together with 
other changes suggested, is intended to place further restrictions on or create 
difficulties for the Federal Power Commission in making the necessary finding 
to permit the importation of natural gas. 

The annual report of the Federal Power Commission for 1954 includes a rec- 
ommendation that “sections 1 (b) and 2 of the Natural Gas Act be amended so 
as to include foreign commerce within the coverage of the act and define persons 
engaged in the importation and exportation of natural gas as ‘natural-gas.com- 
panies,’ so far as their operations in the United States are concerned.” 

It would seem that the proposed amendment to paragraph (7) of section 2 
conforms with the Federal Power Commission recommendation, but the objective 
of the Federal Power Commission is entirely different from that of the sponsors 
of the amendment. 


Section 5 

Section 5 proposes to amend section 3 (import-export section) of the Natura! 
Gas Act by changing the action required by the Commission from the issuance 
of an order, to the granting of a certificate of public convenience and neéessity 
as required by section 7 of the act. Section 7 is proposed to be amended to require 
that the Commission give consideration in certificate cases to the requirements 
of section 1 (d), which is the new section on policy previously referred to. The 
proposed amendment to section 3 also contemplates requiring that the Commis- 
sion make the specific finding “that the proposed exportation or importation will 
be consistent with the public interest and the provisions of section 1 (d) of this 
act,” before issuing such certificate of public convenience and necessity. This 
again emphasizes the desire of the sponsors of the legislation to tie the Com- 
mission’s hands by the vagueness of the policy provisions of section 1 (d) and 
to open the door for appeal and delay. 


Section 6 


Section 6 proposes to amend subsection (a) of section 4 by requiring that any 
rate charged for natural gas which is inconsistent with section 1 (d) of the act 
(the policy provision) is unlawful and by further stating that “no rate or charge 
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shall be considered just or reasonable which is less than the cost of such gas plus 
the cost of transportation and sale, and a fair proportion of the fixed charges.” 

In other words, unless the Commission can formulate a policy to conform 
satisfactorily to the vague standards of the proposed section 1 (d), and there- 
after fixes rates in accordance with such policy, the rates are unlawful. This 
could not only lead to endless litigation but to complete confusion and uncer- 
tuinty as to what rates for any service by a natural-gas company would ultimately 
be sustained. 

The reference to “fair proportion of the fixed charges” and the vagueness of 
the terminology has as its objective permitting competing interests to attack 
cost classification in rate proceedings in an effort to load costs on industrial sales. 
This is an effort to increase the price of industrial gas in order to eliminate it 
from competition. The competing interests expect to use this along with the 
section 1 (d) policy provision to keep gas out of industrial markets. 


Section 7 

This section proposes to amend section 4 (e) of the act: 

1. To give fuel competitors or fuel transporters the same standing as a State, 
municipality, or State commission, with respect to complaints, hearings, etc., 
dealing with rates; 

2. To impose the “conservation policy” proposed in section 2 upon hearings and 
suspension of rates; and 

3. To extend the jurisdiction of the Commission so that it may suspend the 
rate, charge, classification, or service, for the sale of natural gas for industrial 
use. 

The Federal Power Commission annual report for 1954 includes a recommenda- 
tion that “section 4 (e) of the Natural Gas Act be amended so that the Com- 
mission will have full authority to suspend rate schedules covering sales of 
natural gas for resale for industrial use only.” The Staggers bill would accom- 
plish this recommendation. 

The unfairness of the proposed amendment to subsection (e) of section 4 is 
apparent in that it permits a competitor to intervene in a rate case in order 
to contend for such a high price for natural gas that it could no longer compete 
with the product of that competitor. 

Reference is made particularly to the requirement that the Commission deter- 
mine whether the rate is consistent with the policy as set out in the proposed 
section 1 (d). The Commission would have to examine every rate on the basis 
of its competitive effect, and that effect would then have to be examined to 
determine whether it was conducive to maintaining a productive capacity of all 
domestie fuel industries—gas, coal, oil, electricity, atomic energy, etc.—sufficient 
to meet the current and long-range fuel needs of the Nation. What group of 
prophets and geniuses could adequately discharge such a function? The com- 
petitors of natural gas are well aware of the complexities, difficulties, and delays 
incident to making proper findings to support a statutory requirement as set out 
in section 1 (d) and the opportunity opened to them for appeal to the courts and 
consequent delay and confusion. 

Compliance with the policy provision as proposed in section 1 (da) could result 
in interminable delay in rate fixing. Rate tariffs as filed by natural-gas com- 
panies might continue in effect for long periods before the final rate was deter- 
mined. In the meantime the rate schedules of purchasing companies would be 
affected, with particulariy had results to the last purchaser, i. e.. the ultimate 
consumer. If at a later date the filed rates had to be adjusted, the entire procedure 
would have to be reversed, and the consumer would be in a constant state of uncer- 
tainty as to what the cost of gas was to be. This irritant alone could well serve 
to force many consumers to turn to other fuels. and it would certainly tie the 
hands of the gas industry in its ability to expand to meet the normal increases 
in requirements for natural gas, as well as special needs in the event of a 
national emergency. 

The adverse effect on earnings incident to the lag in the regulatory processes 
would be exaggerated, particularly as to distributors and those pipeline com- 
panies which purchase from other pipelines. This could well have a most 
serious financial effect on such companies. 

In addition, if the competing interests were successful in upping the price of 
industrial gas so as to force it out of the market, the inevitable result would be 
to increase the unit cost of transportation and distribution so that the cost of the 
remaining gas to be delivered, i. e., the gas delivered to the domestic consumer, 
would be increased and the price to such consumer would be correspondingly 
and greatly increased. 
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Section § 
This section proposes to amend section 5 (a) of the act: 
(1) To give fuel competitors or fuel transporters the same rights as any 
State, municipality, State commission, or gas distributing company, to bring 
complaints with respect to rates, charges, etc., of a natural-gas company ; 
(2) To impose the conservation policy of section 2 upon the Commission 
in determining just and reasonable rates and charges, and 
(3) To eliminate the prohibition that the FPC does not have the authority 
or power to order an increase in any rate contained in the currently effective 
schedule of a natural-gas company. 
Obviously, this section contemplates that by instigating rate proceedings a fuel 
competitor and fuel transporter can either harass the natural-gas companies to 
death or force such increases in the rates for industrial gas as to price it out of 
the market. 

The Federal Power Commission Annual Report for 1954 recommends that 
“Section 5 (a) of the Natural Gas Act be amended to provide express authority 
for the Commission (1) to increase rates where necessary to correct undue dis- 
mircination; and (2) to allocate gas among customers of a natural-gas company 
in periods of shortage.” 

Competing interests may contend that the suggested amendment is consistent 
with the Commission recommendation. This is not the case. The Commission's 
recommendation is made for the purpose of giving it authority to increase the 
filed rates of a natural-gas company, in a rate proceeding, so as to produce 
equitable rates in certain areas where the rates as filed by the company, might 
have to be decreased for one area and increased for another. The objective of 
the sponsors of the legisltion is entirely different. 


Section 9 

Section 9 amends subsection (e) of section 7 of the act to require that 
the public convenience and necessity determination made by the Commis- 
sion in granting a certificate shall give effect to the proposed so-called con- 
servation policy provision of the act. This is a further effort to provide 
means for delaying or preventing the expansion of the gas industry. It 
could well have the effect of preventing the construction of any new pipe- 
line or the major expansion of an established system because of the diffi- 
culty of complying with the policy standards and the endless arguments 
and appeals that could take place in the interpretation of them. 


SUMMARY 


It is highly important that this attempt to price industrial gas out of 
its markets, particularly industrial gas which can be sold on an interrup- 
tible basis, be understood. All gas companies, both those subject to Fed- 
eral Power Commission regulation and those distribution companies subject 
to State or local Commission regulation, sell some portion of their gas either 
under contracts which specifically provide for interruption, or under a _ rec- 
ognized company policy whereby gas is curtailed or discontinued during pe- 
riods of peak demand or emergencies in order to maintain full service for 
domestic consumers. 

The availability of these interruptible or secondary markets permit the 
gas company to utilize its transmission or distribution facilities at a higher 
load factor and consequently on a much more economical basis than would 
otberwise be the case. By reason of the larger volumes of gas handled, 
unit cost of transmission or distribution can be held to the minimum. 

Due to the fact that both the natural gas transmission and distribution 
industries are high-fixed-cost industries and have relatively inflexible oper- 
ating costs, the unit cost of transmission and distribution varies inversely 
with the annual load factor or the annual volume of gas moved. 

Stated in another fashion, it is the objective of both the transporter and 
distributor of natural gas to utilize its facilities to the maximum in order 
to spread the burden of fixed costs over a large volume of business and 
thereby reduce its unit cost. This is what is meant by increasing the an- 
nual system load factor. 

{It can readily be seen that if the proponents of this legislation are suc- 
cessful in preventing the sale of that class of gas which creates a high load 
factor, and consequently low unit costs, that the unit costs will inerease 
as load factors decline. Such increased unit costs must be borne by the 
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remaining business, which will be the domestic business. The accumulative 
effect of these increased unit costs of the pipeline companies and the distri- 
buting companies will be most severe to the domestic user. In fact, they 
might be so severe, in view of the intense electric competition, as to price 
natural gas out of the domestic markets. 

The importance of this result to the twenty-odd million domestic consim- 
ers supplied with natural gas should receive the most serious considera- 
tion. Serious attention also should be given to the fact that the 20 bil- 
lion or more dollars invested in natural-gas transmission and distribution 
facilities might be jeopardized, together with the very large investment of 
the consumers themselves in gas-burning equipment and appliances. 

Consideration should be given also to the importance of interruptible in- 
dustrial sales to the producer of gas and in the prevention of the waste 
of gas at its source. Large quantities of gas, generally characterized as 
“flare gas,” are produced in connection with the production of oil. Since 
flare gas is produced along with oil its availability depends upon the pro- 
duction of oil. Under State oil-conservation practices, such gas is, conse- 
quently, not available at all times. The ability of the pipeline company to 
abso.b this gas as it is available from time to time necessitates there be- 
ing some flexibility in the markets of the pipeline company. In many in- 
stances, this flexibility is obtained through the sale of interruptible gas. 
If the pipeline companies cannot obtain the flexibility necessary to take 
the gas, then there is no alternative to the producer except to flare the 
gas into the air or shut-in the oil production. Both of these procedures 
result in waste, one in the waste of gas and the other in the withholding 
of oil and its products from the public. 

It may well be that the coal industry, an industry competing with natural gas, 
is in difficulties. However, is it appropriate to seek to cure the ills of that 
industry by making sick another large industry which is of extreme importance 
to the economy of the country? The natural-gas industry operates in 43 States 
and supplies nearly two-thirds of the population of the United States. It is 
estimated to employ directly or indirectly, through manufacturers and distribu- 
tors largely dependent upon it, nearly 300,000 people. During 1953, almost 
one-fourth of the total energy requirements of the Nation were supplied by 
natural gas. The 74,000 industrial users of natural gas include such vital 
defense industries as steel, petroleum refining, chemicals, synthetic rubber, and 
aluminum. 

When the several fuels were called upon to expand their efforts and contributions 
during both World War II and the Korean incident, the percentage expansion 
for natural gas exceeded that of either coal or oil. 

The problems of the coal industry and possible solutions to its problems were 
studied by the President’s Materials Policy Commission (Paley report, published 
June 2, 1952). The Commision, under the heading of the report labeled “En- 
couraging the Highest Economy Uses” (p. 114: vol. 1), concluded as follows: 

“The Commission strongly doubts the efficacy of meeting the problem by 
detailed regulation. Other reasons aside, there appears no economic basis for 
designing curbs which would be any more suitable and valid than the normal 
pressures of price relationships.” The Commission further stated (ch. 19, vol. 1, 
p. 117) as follows: 

“In the Commission’s opinion, this positive approach to putting the Nation’s 
coal resources more fully to work through aggressive improvements in produc- 
tivity and use is the only pattern that can be followed in the light of the 
expansion of the economy that will have to be sustained. The negative approach 
which seeks to cure the coal industry’s past ills by imposing artificial restrictions 
upon competing fuels is unacceptable.” 

The Natural Gas Act is a statute intended to establish a system of regulation, 
based on familiar public utility regulatory principles, of an industry, subject 
to the commerce power of the Federal Government, which the Congress has 
found to be “affected with a public interest.” It is this finding which affords, 
in essential part, the legal basis for the system of regulation established in 
the act. 

Competing interests now propose to transform the act into a vehicle to give 
a competitive advantage to their product over gas under the guise that a 
particular aspect of the public interest will be served. This perverts the 
entire basis for public utility or quasi-public utility regulation. The philosophic 
and legal justification for governmental interference with the conduct of a 
utility business is that the operation of the business affects the public generally 





1796 NATURAL GAS 


and that, because of its monopoly character, the public has no election but to 
buy its products or services and cannot protect itself against extortionate charges 
or unfair practices. 

What is now proposed would throw overboard this historic basis for regulation 
and would transform the act into a far different kind of regulatory scheme. 
It no longer would be aimed at protecting the public from excessive charges, 
but would have as its ostensible goal fuel productive capacity for national 
defense and an expanding domestic economy. 

The real purpose of the amendments is apparent and is to block further 
expansion of the gas industry by compelling the charging of rates for industrial 
gas which would price gas out of its present markets and thereby increase the 
rates of the domestic consumer. 

JonHn A. Fereuson, 
Eeecutive Director. 

The CuHaimrmMan. Our first witness this morning will be our col- 
league from Oklahoma, Mr. Jarman. We are very happy to have 
you come before the committee, Mr. Jarman. You may proceed. 


STATEMENT OF HON. JOHN JARMAN, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF OKLAHOMA 


Mr. Jarman. Mr. Chairman and gentlemen, it is a privilege to ap- 
pear before you and this distinguished committee, and my remarks 
will be very brief. 

I know that the hearing has been extended and complete, and with 
your permission I would like at this time simply to submit a brief 
statement for the record. 

It is time that Congress cleared the air over the Phillips case and 
reaffirmed what I believe to have been its intent in passing the Natural 
Gas Act. I think that most of us are quite familiar with the de- 
cision in the Phillips case, wherein the Supreme Court held that the 
Federal Power Commission has jurisdiction over the sales of natural 
gas in the field by an independent producer and gatherer. That 
decision ran counter to the Federal Power Commission’s conclusions 
as to its own jurisdiction prior to the Phillips case; it ran counter to 
what the States and the industry had come to believe was the status 
of Federal jurisdiction over the independent producers; and, most 
importantly, that decision ran counter to the intent of Congress, which 
specifically said in the Natural Gas Act of 1938: 


The provisions of this act * * * shall not apply to the production or gathering 
of natural gas. 

Thus, contrary to anything anticipated by the Federal Power Com- 
mission, the States, the natural gas industry, or Congress, the Court 
determined that the Federal Government had the right to control 
prices of natural gas at the wellhead. 

The reasons for immediate legislative action by the Congress are 
legion. Federal control of the independent gas producer will not 
result in benefit to the ordinary gas consumer. Three things deter- 
mine the price a user pays: price of production at the wellhead, cost 
in transmission of the gas, and the cost of distribution of the gas. 
More than 90 percent of the cost to the gas consumer comes from the 
last two items. Compared to an increase of 49.7 percent in the cost 
of living from 1945 to June 1954, the price of gas to the household 
consumer rose only 12 percent. 

With the prospect of Federal control looming head, the independ- 
ent producer can’t be expected to expand his business. Thus, with an 
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increasing demand for natural gas, Federal regulation only holds out 
a future of less, not more, gas for the market. 

Statistics show that a gas producer will drill eight dry holes before 
he hits a producing well. The cost to the producer of those dry holes 
must be financed by the price he gets from the producing well. With 
the element of chance so great in the discovery of gas, and the Gov- 
ernment choosing to treat the producing well as a public utility and 
to fix the price, the producer has no real incentive to exercise the 
vigorous exploration necessary to the maintenance of large proven 
reserves. 

The practical difficulties in determining a pricing standard are 
evidenced by the fact that the Federal Power Commission has not 
yet been able to write price regulations. It may very well be that, 
faced with the uncertainty and burden of Federal control, the inde- 
pendent producer will, wherever possible, avoid the problem of sell- 
ing intrastate. This would certainly result in a denial of gas to many 
consumer States. 

The importance of gas to national defense has been underscored 
by the President’s Advisory Committee on Energy Supplies and 
Resources Policy. This Committee stated in its report recently that 
the maintenance of an adequate gas supply was essential to the national 
defense and recommended against Federal control. 

I have set forth just a few of the reasons, and have discussed them 
but. briefly, why I favor legislation such as Mr. Harris’ bill, H. R. 
1560. I earnestly urge speedy and favorable action by this committee 
on this bill. 

Mr. Chairman, I would add only this. I returned from my own 
State of Oklahoma after a visit of several days this past weekend, 
and the concern is very real and very great among independent pro- 
ducers there, both oil and gas, as to what the decision of this com- 
mittee will be on the issue before you. 

My hope, and certainly their hope, is that the committee will report 
out H. R. 4560 favorably. 

My hope is that the committee will do so and that we will have a 
chance thoroughly to debate the issues and express our ideas and have 
a vote on the floor of the House in the near future, and I thank the 
committee. 

The Cuarrman. Thank you, Mr. Jarman. 

Are there any questions? 

Mr. Dotitver. Mr. Chairman. 

The Cuamman. Mr. Dolliver. 

Mr. Dotitver. May we conclude from your remarks, Mr. Jarman, 
that you favor the Harris bill? 

Mr. Jarman. Yes; I certainly do. 

The Cuarrman. Thank you, Mr. Jarman. 


STATEMENT OF HON. CLEVELAND M. BAILEY, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF WEST VIRGINIA 


Our next witness in our colleague from West Virginia, Hon. Cleve- 
land M. Bailey. 

We are happy to have you present this morning, Mr. Bailey. 

I believe you are appearing in support of your own bill, H. R. 5895; 
is that correct ? 
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Mr. Battry. Yes, Mr. Chairman. 
(H. R. 5895 is as follows :) 


[H. R. 5895, 84th Cong., 1st sess.] 
A BILL To amend the Natural Gas Act 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That subsection (b) of section 1 of the Natural 
Gas Act is amended by striking out “for resale’. 

Sec. 2. Section 1 of the Natural Gas Act is amended by adding at the end thereof 
the following new subsection: 

“(d) It is hereby declared that the administration of this Act requires the 
establishment of, and adherence to, a policy which will— 

“(1) recognize that the national defense and an expanding domestic econ- 
omy require the maintenance of a productive capacity of each of the several 
domestic fuel industries sufficient to meet the current and long-range fuel 
needs of the Nation; and 

“(2) give effect to sound principles of conservation in the utilization of 
natural gas in order to preserve the available reserves of natural gas for 
purposes which will afford maximum long-range benefits to the public, with 
due regard for the conservation policies and regulations of the producing 
States.” 

Sec. 3. Paragraph (6) of section 2 of the Natural Gas Act is amended to read 
as follows: 

“(6) ‘Natural-gas company’ means a person engaged in the transportation or 
sale of natural gas in interstate commerce.” 

Sec. 4 Paragraph (7) of section 2 of the Natural Gas Act is amended to read 
as follows: 

“(7) ‘Interstate commerce’ means commerce between any point in a State and 
any point outside thereof, or between points within the same State but through 
any place outside thereof, or between any point in a State and any foreign 
nation, but only insofar as such commerce takes place within the United States. 

Sec. 5. Section 2 of the Natural Gas Act is amended by adding at the end 
thereof the following two new paragraphs: 

“(10) ‘Transportation of natural gas in interstate commerce’ means only 
such transportation of natural gas in interstate commerce as occurs after the 
completion in or within the vicinity of the field or fields where produced of all 
production, gathering, processing, treating, compressing, and delivering of such 
natural gas into the transportation facilities of a person engaged in transporting, 
in such transportation facilities, natural gas in interstate commerce beyond the 
vicinity of the field or fields where produced. 

“(11) ‘Sale in interstate commerce of natural gas’ means only such sale in 
interstate commerce of natural gas as occurs after the commencement of the 
transportation of such natural gas in interstate commerce as defined in para- 
graph (10), but does not include any sale which occurs in or within the vicinity 
ef the field or fields where produced at or prior to the commencement of such 
transportation in interstate commerce of the natural gas.” 

Sec. 6. Section 3 of the Natural Gas Act is amended— 

(1) by striking out “an order of the Commission authorizing it to do so” 
and inserting in lieu thereof “a certificate of public convenience and neces- 
sity as required by section 7 of this Act”; and 

(2) by striking out the second sentence and inserting in lieu thereof the 
following : “The Commission shall issue such certificate of public convenience 
and necessity upon application, after opportunity for hearing, only if it finds 
that the proposed exportation or importation will be consistent with the 
public interest and the provisions of section 1 (d) of this Act.”. 

Sec. 7. Subsection (a) of section 4 of the Natural Gas Act is amended (1) by 
inserting “or is inconsistent with section 1 (d) of this Act” immediately before 
“is hereby’ and (2) by adding at the end thereof the following new sentence: 
“No rate or charge shall be considered just or reasonable which is less than the 
cost of such gas plus the cost of transportation and sale, and a fair proportion 
of the fixed charges.”’. 

Sec. 8. Subsection (e) of section 4 of the Natural Gas Act is amended— 

(1) by striking out “or State commission,” and inserting in lieu thereof 
“State commission, fuel competitor, or fuel transporter,” ; 

(2) by striking out “service ;” and inserting in lieu thereof “service, and 
whether the same is consistent with section 1 (d) of this Act;”; and 
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(3) by striking out “the Commission shall not have authority to suspend 
the rate, charge, classification, or service for the sale of natural gas for 
resale for industrial use only; and”. 

Src. 9. Subsection (a) of section 5 of the Natural Gas Act is amended— 

(1) by striking out “or gas distributing company” and inserting in lieu 
thereof “gas distributing company, fuel competitor, or fuel transporter” ; 

(2) by striking out “or preferential” and inserting in lieu thereof “prefer- 
ential, or inconsistent with section 1 (d) of this Act”; and 

(3) by striking out “: Provided, however,’ and the remainder of the sub- 
section and inserting in lieu thereof a period. 

Sec. 10. Subsection (b) of section 5 of the Natural Gas Act is hereby redesig- 
nated as subsection (e), and such section 5 is further amended by inserting 
immediately after subsection (a) thereof the following new subsections : 

“(b) When an increase in any rate or charge of a natural-gas company is 
based in whole or in part upon any new or renegotiated contract for the purchase 
of natural gas from a person other than an affiliate, the Commission shall con- 
sider whether the price at which the natural-gas company has contracted to buy 
such natural gas is the reasonable market price thereof in the field where pro- 
duced, considering the effect of the contract upon the assurance of supply and 
the reasonableness of the provisions of the contract as they relate to existing 
or future market field prices; and the Commission shall allow the natural-gas 
company to charge as an operating expense for the natural gas purchased under 
the contract only such market price, plus a fair gathering charge in those cases 
where such price is determined before and not after gathering is completed. 

““(c) In regulating the rates and charges of a natural-gas company, the Com- 
mission shall allow as an operating expense of such natural-gas company, for 
natural gas produced by it or purchased from an affiliate, the reasonable market 
price of such natural gas in the field where produced plus a fair gathering charge 
in those cases where such price is determined before but not after gathering is 
completed. 

““(d) For the purposes of this section a person shall be held to be an affiliate 
of a natural-gas company if such person controls, is controlled by, or is undet 
common control with such natural-gas company.” 

Sec. 11. Subsection (e) of section 7 of the Natural Gas Act is amended to read 
as follows: : 

“(e) Except in the cases governed by the provisos contained in subsection (c) 
of this section, a certificate shall be issued to any qualified applicant therefor, 
authorizing the whole or any part of the operation, sale, service, construction, 
extension, or acquisition covered by the application, if it is found that the 
applicant is able and willing properly to do the acts and to perform the service 
proposed and to conform to the provisions of the Act and the requirements, rules. 
and regulations of the Commission thereunder, and that the proposed service, 
sale, operation, construction, extension, or acquisition, te the extent authorized 
by the certificate, is or will be required by the present or future public convenience 
and necessity; otherwise such application shall be denied. In determining 
whether the present or future public convenience and necessity requires the issu- 
ance of a certificate, the Commission shall give effect to the provisions of section 1 
(d) of this Act. The Commission shall have the power to attach to the issuance 
of the certificate and to the exercise of the rights granted thereunder such reason- 
able terms and conditions as the public convenience and necessity may require. 
Notwithstanding the foregoing provisions of this subsection, an application for a 
certificate which is supported by a natural-gas purchase contract shall be granted 
only in the event the price to be paid for natural gas under the contract is not 
greater than the reasonable market price for such natural gas in the field where 
produced.” 


The CHarrman. You may proceed, Mr. Bailey. 

Mr. Barey. Mr. Chairman and gentlemen of the committee, for 
the purpose of the record, I am Congressman Cleveland M. Bailey of 
the Third West Virginia District. P 

The purpose of my appearance here today is to speak briefly in sup- 
port of my bill, H. R. 5895, which was introduced in the House of 
Representatives, April 27, 1955. 

This bill amends H. R. 5086, which I introduced March 21, 1955, 
by deleting the words “for resale” as they appeared in section 5 of 
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the original bill. It was necessary to delete these words in order to 
make the section in question conform with the proposal contained in 
section 1 of my bill which proposes to strike out the words “for resale” 
in section (b) of the Natural Gas Act. 

The intent and purpose of H. R. 5895, and the original bill H. R. 
5086, was to combine the provisions of the Harris bill, H. R. 4560, 
and the Staggers bill, H. R. 4943, and similar bills which are before 
your committee in the belief that the public interest will best be 
served by the passage of a bill which would achieve the ends of those 
who believe that Federal controls should be removed from the pro- 
duction and gathering phase of the sale and transmission of natural 
gas and those who believe that the Natural Gas Act should be amended 
in order to secure a better balance in the competitive conditions be- 
tween fuels after natural gas enters into the interstate commerce phase. 

This committee has received extensive testimony from able spokes- 
men representing both points of view. I do not believe that it would 
serve a useful purpose for me to attempt to go into the details of the 
reasons supporting the approach which has been offered by the sup- 
porters of the Harris bill or the supporters of the Staggers bill. 

The record is replete with testimony and cross-examination develop- 
ing the pros and cons of all of the issues inherent in this legislation. 
However, I am convinced that the best interests of the producers of 
natural gas and the coal, railroad, and labor groups as well, will be 
served by the passage of both bills. 

It is for this reason that I introduced my bill early in the session, 
and it is for this reason that I appear here today to suggest that the 
committee report out both bills. There is no inconsistency between 
the two measures now that I have conformed my bill, H. R. 5895, after 
a second look at all of the various provisions. 

It is my sincere belief that my constituents in West Virginia—the 
producers of both coal and natural gas—would benefit from the pas- 
sage of the combined bill, and I feel equally certain that this would 
apply to the other States in the production of both coal and natu- 
ral gas. 

Insofar as the consumers of natural gas are concerned, I am confi- 
dent that their interests also will be better protected by the combined 
bills because the search for more gas will i stimulated through the 
Harris bill provisions and valuable natural resources will be con- 
served through the provisions of the Staggers bill thus insuring longer 
supplies of gas. 

Tn conclusion, I urge that the committee adopt my bill which will 
meet both issues which are before the committee in this matter. Many 
of the provisions contained in both bills have been the subject of 
affirmative recommendations by the Federal Power Commission. 
You know from previous testimoney what these recommendations are 
and how they are applied to my bill. 

May I say, Mr. Chairman, in conclusion, that I have extensive pro 
duction of coal, and I have production in the field of natural gas. 

I am interested in both phases of the legislative area, and for this 
reason I am proposing that the committee combine the major provi- 
sions of both pieces of legislation so that a floor fight might be avoided 
and that legislation might be approved without too much difficulty. 

The Cuarrman. Mr. Bailey, we certainly appreciate your interest 
in the matter and your interest in reaching some sort of an area of 
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compromise. That is desirable always in legislation that is as contro- 
versial as this legislation which is before us. 

I have been looking over your new bill. I have not had time to give 
it full study. 

Could you just give to the committee a brief explanation of how the 
bill combines the Staggers bill and the Harris bill ? 

Mr. Baey. It just carries the provisions of the Harris bill and 
also carries the provisions of the Staggers bill. 

The Cuairman. Without any change in either one; just a combina- 
tion of the bills? 

Mr. Battey. That is right; except possibly one or two omissions that 
are not material. 

The Cuamman. Not necessary if this bill is reported out? 

Mr. Bartey. Not necessary if the bill is handled under the com- 
promise bill. 

The CHairmMan. It appeared to me in reading it that that is about 
the situation, that the important provisions of both bills are carried 
in your bill. 

Mr. Bawey. It was drafted for the purpose of, the basis of forming 
a compromise and I cannot see where anything would be added here 
in going into a discussion of the merits or demerits of either the 
Staggers or the Harris bill. Iam just turning it over to the commit- 
tee. When you get ready to write up the bill, I will ask that you 
consider that the thing can probably be handled as an independent 
solution to the proposition, to the solution of both problems and avoid 
any controversies, 

I might add, Mr. Chairman, that I think if this bill is accepted it 
will be entirely satisfactory both to the coal and the railroad, and 
other interests in West Virginia, including the small producers of 
natural gas, because they are in this combination bill relieved from 
the necessity of acquiring a certificate of convenience and necessity 
from the Federal Power Commission. 

The CHatrman. It has seemed to me that as these hearings have 
proceeded that the burden of regulation of the small producers, par- 
ticularly, is one that would be extremely burdensome not only to 
them but would present a rather difficult problem in administration 
of the act. 

Mr. Batter. I think it would. 

The CHarrman. We are seeking to find some solution to the present 
chaotie situation. Of course, that word “chaotic has been used a lot 
of times during the last 6 weeks; but it is still just as chaotic as ever, 
so far as the industry is concerned. 

Mr. Bamey. I may say to you, Mr. Chairman, that in the effort to 
protect these small, “one gallused” producers, that have 1 or 2 gas 
wells, I have used there the wording of the Harris bill. 
se CuarrMan. I noted from reading the Harris bill that you 
iad. 

Now, are there any questions? 

Mr. Staggers, do you have any questions? 

Mr. Sraccers. No, but I would like to commend my colleague from 
West Virginia on his presentation here and to say to the committee 
that perhaps he has in his district a combination of more small pro- 
ducers of gas and coal than any other district in the United States, 
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and I feel that he certainly speaks for both groups when he presents 
this bill to the committee. 

The Cuairman. Well, I am sure that Mr. Bailey always speaks his 
convictions and what he believes to be right, and in the interest not 
only of his constituents, but the public interest. 

Mr. Battey. Thank you, Mr. Chairman. And, I think that pays in 
the end. You do have a difficult problem here, and if the suggestions 
I offer, and the proposals I submit, can be used, I will appreciate 
it, as well as my constituents back in West Virginia. 

The Cuatrman. Are there any further questions? 

Mr. Dotiiver. Mr. Chairman. 

The Cuarrman. Mr. Dolliver. 

Mr. Dottiver. Suppose no action were taken by this committee 
and the situation were permitted to stand as it now is, with the Supreme 
Court directing the Federal Power Commission to take jurisdiction 
of the production and gathering of natural gas. What effect would 
that have upon your situation in your district where both gas and coal 
are produced ? 

Mr. Battxy. That was the phase I was just discussing with the 
chairman. 

My people back there are most concerned. 

There are several hundred small producers of gas that are protest- 
ing this long delay and the time and effort to secure certificates of 
convenience and necessity from the Federal Power Commission. 

Naturally, if legislation were not passed those people would not be 
satisfied. 

Mr. Dotitver. So, from your standpoint, it is essential that some 
legislation be enacted ? 

Mr. Bariry. I am convinced of that. And, it was for that reason 
rather than to avoid an argument, that I included in my bill the 
exact wording of the Harris bill that would relieve those small 
producers. 

Mr. Dotiiver. Well, you likewise have included the wording of the 
Staggers bill, which would, as I understand, Mr. Staggers, require 
the Federal Power Commission, in regulating natural gas, to take 
into consideration the competitive price of coal. Is that correct, 
substantially ? 

Mr. Sraccers. Not quite. My bill provides this. It gives them 
authority in time of emergency, or in connection with conservation 
economy, that they could, if the public and all different groups come 
in and say, “Here, something has to be done.” It gives the Federal 
Power Commission the power to do it, but one 

Mr. Dotitver. Power to do what? 

Mr. Sraccrrs. To say what should be a just price and what should 
not be. But I would say that the main part of the bill—and T have 
said it many times—is to put under regulation all of the gas that is 
in these interstate pipelines. There is a big percentage of it now that 
no one has control over. It is in a “no-man’s land.” TI do not believe 
when the Natural Gas Act was passed Congress meant for a big seg- 
ment of this gas just not to be regulated after it goes into an interstate 
pipeline. 

Mr. Battery. You will understand that the group in my district 
and others—several of the other districts in West Virginia—I am 
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speaking now of the small producers—would be exempt from the pro- 
visions of the bill because of the sections of the Harris bill that I have 
included in the compromise measure. 

Mr. Douttitver. Which eliminates or excludes the small producers of 
gas? 

Mr. Battery. That is right. 

Mr. Dotiiver. Thank you. Mr. Chairman, that is all. 

The Cuairman. Any further questions? 

Mr. Straccers. I would like to give some further explanation, if I 
might, Mr. Chairman, of the bill. 

The Cuarman. Mr. Staggers. 

Mr. Sraceers. On the question raised by Mr. Dolliver—on the rate- 
making schedule. 

It says in emphatic terms that the pipelines shall not sell gas at 
below cost; that whatever gas they sell shall bear a proportionate 
rate of the cost of producing and transporting it. 

That will prevent what is called dumping of gas, away below cost, 
in order to drive out other fuels. 

It just says that they shall go in and see what the cost to produce 
is and transport it, and that dees sales shall bear their fair propor- 


tionate share of the cost, instead of letting the consumer bear it. 

Mr. Battey. Mr. Chairman, may I add that the eastern termini 
of our Big Inch lines, bringing this gas in from the Southwest, are in 
central West Virginia and my territory, on the Elk River, and the 
practice has been initiated in West Virginia that more or less has 
solved this question of this surplus gas being a problem on the hands 
of the gas companies or transmission companies. They are using the 


old abandoned gas fields in my State of West Virginia to store this 
surplus gas that they have coming from the Southwest. They pump 
it into the old sands and, because of the finer higher quality of the 
sands of West Virginia, it is about 20 percent better gas when it 
comes out of our sands for sale later on. Some of it stays in there 
for a year or two. 

Now, that brings up this one question that has a bearing on the 
point raised by the comments of the gentleman from West Virginia, 
Mr. Staggers. 

There is no emergency that they have got in connection with that 
surplus gas that they have to unload it as special sales below the 
nominal normal ordinary rates. They have a storage facility for that 
gas and they have it stored there now. 

Mr. Douuiver. That raises another question, Mr. Chairman, I would 
like to ask. You referred to the Big and Little Inch lines having 
termini in your district ? 

Mr. Batter. Yes, sir. 

Mr. Doxuiver. Now, are those lines, the Big and Little Inch lines, 
used to cross the State of West Virginia with gas or is that the 
terminus of it ? 

Mr. Barer. That is the eastern termini of the two Big Inch lines. 

Mr. Doutiiver. They do not cross the State of West Virginia then 
With gas? 

Mr. Bauer. Certainly; they bring the gas into those stations and at 
that those stations, the power of on two stations has been quad- 
rupled. They are used for compressor stations to force the gas 
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through lines which feed Philadelphia, Baltimore, Washington, and 

Richmond. 

g There are 18 million consumers in the eastern part of the United 
tates. 

Mr. Dotutver. That is what I wanted to know. 

The Big and Little Inch pipelines originally were constructed to 
carry oil? 

Mr. Batrtry. That is right. 

Mr. Dottiiver. Now, they are used just to transmit gas? 

Mr. Battery. And, they bring in this gas, I assume, under their 
contracts, they are obligated to take so much of that gas. If they do 
not have a ready market for it, they are using the al ceahoiad as 
fields, in proximity to those stations for storage purposes, and they 
are doing it and it apparently seems to be working entirely satis- 
factorily. 

Mr. O’Hara. Will the gentleman yield ? 

Mr. Dotutver. I will yield. 

Mr. O’Hara. Mr. Bailey, I wonder if you could tell us what the 
storage capacity of those storage facilities you speak of are? 

Mr. Bairry. I would not know, Mr. O’Hara; but it is tremendous. 
And I know at least at three and possibly four of the abandoned gas 
fields, they are using that facility. 

Mr. O'Hara. You are in a unique position, I think, from some of 
the other places, as it has appeared in the testimony I have heard. 
Perhaps there may be others so situated. But I mean that there are 
very few such storage facilities, I believe, in connection with the pipe- 
line operations, or the operation of these pipeline companies generally. 

Mr. Battery. Well, those two companies that I mentioned have an 
agreement with the transmission company. They handle all of that 
gas coming out of the Southwest; those two companies. There might 
be other gas lines some other places in the United States. 

Mr. O’Hara. I am speaking of the storage facilities, Mr. Bailey. 

Mr. Barry. Yes. 

Do you recall, Mr. O’Hara, when the famous Kerr gas bill was up? 
I was before your committee and I said I objected to making a guinea 
pig out of the State of West Virginia. I foresaw—and if you will 
look at the testimony in the record at that time you will see I was 
protesting because I said that before long they would be storing this 
gas in the abandoned gas fields of West Virginia and I fear that they 
are going to charge a part of the cost of doing that up to the con- 
sumers in the State of West Virginia. 

It just so happens, Mr. O’Hara, that the State of West Virginia 
produces approximately twice as much gas as is consumed in the State 
of West Virginia. We have a lot of gas supplies tied up with long- 
range contracts with industries, corporations, and municipalities in 
the State of Ohio. 

But sure enough, the first request for gas increase, the first that was 
applied for by those companies in West Virginia, of that $408,000 of 
the cost was to cover cost of preparing those old abandoned gas fields 
for the storage of gas, and my folks are just getting soaked for some- 
thing that is of no benefit to them at all, because that gas is not being 
sold there. It is eventually sold in Philadelphia, Baltimore, Wash- 
ington, and Richmond. Yet, we have been soaked for part of the cost. 
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That is what I meant when I said what I did about being a guinea 

pig, so far as West Virginia was concerned. 
r. Dotitver. Referring again to the Inch pipelines, I understand 

that the Little Inch is going back to transporting oil. 

Mr. Barter. There is some talk of it, but I do not think so. 

Now, Mr. Chairman, may I speak off of the record? 

The Cuarrman. Yes, Mr. Bailey. 

(After informal discussion off of the record, the following proceed- 
ings were had.) 

The Cuairman. Is there anything further ? 

Mr. Battery. That is all. ank you. 

The Cuarrman. We want to thank our colleague for appearing 
here. The next witness is Hon. Robert H. Mollohan of West Virginia. 


STATEMENT OF HON. ROBERT H. MOLLOHAN, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF WEST VIRGINIA 


Mr. Mortionan. Mr. Chairman and members of the committee, 
thank you for this opportunity to present my views regarding present 
proposals to amend the Natural Gas Act and to set forth my reasons 
for urging your favorable consideration of H. R. 4943 and the bill, 
H. R. 5138, which I have introduced. 

The problem with which Congress is presently confronted is, as I 
see it, how to proceed in order to assure a proper conservation of one 
of the Nation’s vital resources; to provide adequate gas supplies for 
consumers; and to establish a fair and equitable national fuels policy. 

Immediate concern with this problem has, of course, been precipi- 
tated by the recent decision of the Supreme Court in the Phillips 
Petroleum Co. versus the State of Wisconsin case. This deci- 
sion, it is claimed, has reversed the original intent of Congress which 
in enacting the Natural Gas Act, exempted production and gathering 
of natural gas from Federal control but regulated the interstate pipe- 
lines which carry gas from producing areas into consuming areas. 

As a result of the Supreme Court decision, a hue and cry has been 
raised throughout the length and breadth of the land that Federal 
control over field prices of natural gas will discourage further develop- 
ment of the industry; that further research and drilling for more gas 
will be halted ; that the steady expansion of trans-state pipelines will 
be retarded; and that supplies of gas available to consumers will 
diminish. 

May I say to you gentlemen that we in Congress have heard argu- 
ments similar to these many times before and under many varying 
circumstances. For example, every time Congress proposes to in- 
crease the minimum wage, it is deluged with testimony to the effect 
that this will force thousands of employers out of business and cause 
widespread unemployment throughout the Nation. Similarly any 
attempt by Congress to pass laws governing the conservation of our 
natural resources has invariably produced an uproar from those who 
vor exploit the national wealth at the expense of the American 
people. 

By now I believe that Congress should be immune to these threats 
of imminent catastrophe. Every attempt to enact progressive legis- 
lation has been countered by these dire prophecies. But to date, as 
we have seen, business and industry have continued to flourish and 
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prompens and not one company, to my knowledge, has been forced into 
ankruptcy because of the social gains achieved through congressional 
action over the past 25 years. 

Consequently, it would seem to me that such arguments are not 
relevant to the issue, which remains, how best to proceed with amend- 
ment of the Natural Gas Act in the public interest. 

Toward this end therefore I most respectfully urge your serious 
consideration of H. R. 5138 for the reasons hereinafter set forth. 

One of the principal etfects of the changes proposed would be to 
prevent the dissipation of our limited natural-gas reserves especially 
through inferior usages. Such inferior usage would prevent the ex- 
cessive consumption of natural gas under boilers in those industries 
where consistent and concise control of heating temperatures are not 
essential to the product manufactured or the service rendered. 

eyneny important, H. R. 5138 would correct the practice by the 
pipeline companies of making below-cost sales to industrial users, and 
charging against regulated sales most of the fixed costs which are 
thus passed along to the residential consumer. 

Section 1 of the bill would strike out the words “for resale” in 
subsection 1 (b) of the Natural Gas Act (U. S. Code 15: 717) so 
that the subsection would read as follows: 


The provisions of this chapter shall apply to the transportation of natural 

gas in interstate commerce, to the sale in interstate commerce of natural 
gas for ultimate public consumption for domestic, commercial, industrial, or 
any other use, and to natural-gas companies engaged in such transportation 
or sale, but shall not apply to any other transportation or sale of natural 
gas or to the local distribution of natural gas or to the facilities used for such 
distribution or to the production or gathering of natural gas. 
The effect of this would be to bring direct sales in interstate com- 
merce of natural gas to industrial users within the purview of the 
act. This would give the Federal Power Commission jurisdiction 
over the rates charged for such sales. 

Section 2 of H. R. 5138, or similarly of H. R. 4943, declares that 
the policy followed in administering the act shall be to maintain 
the productive capacity of each of the domestic-fuel industries sufli- 
cient to meet current and long-term fuel needs of the Nation and 
to give effect to sound principles of conservation in the utilization 
of natural gas. Coal producers might invoke this section in seeking 
rate schedules high enough to overcome the present unfair competitive 
practice of selling gas below cost to industrial users. 

Sections 4, 5, and 6 would change the law with respect to the move- 
ment of natural gas in interstate commerce and between the United 
States and foreign countries. 

Section 7 provides that no rate shall be considered just or reasonable 
which is less than the cost of the gas plus the cost of transportation 
and sale and a fair proportion of the fixed charges. It has been 
alleged that in some cases large quantities of natural gas are burned 
wastefully by industrial users under the stimulus of prices so low 
that such users are, in effect, subsidized by other users. This provi- 
sion would require rates for sales of gas in interstate commerce for 
industrial use to cover the specified costs. 

Sections 8, 9, and 10 would include “fuel competitors” and “fuel 
transporters” among the persons authorized to file complaints against 
rate schedules of natural-gas companies. Section 9 would also strike 
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out an existing provision which prevents the Commission from order- 
ing an increase in rates unless such increase is proposed by a natural- 
gas company. These provisions would also enable coal producers or 
coal-carrying railroads to institute proceedings to increase the price 
at which natural gas is sold in interstate commerce to industrial 
users. 

I respectfully submit, gentlemen, that without these provisions, 
any other effort to amend the Natural Gas Act, will fail to provide 
those safeguards which are required to assure the conservation of 
our gas reserves, the protection of the domestic consumer, and the 
fair competitive position of the fuels and other industries which serve 
the Nation’s needs. 

The Cuarrman. Are there any questions? If not, we thank you, 
Mr. Mollohan. 

Mr. Motitonan. Thank you, Mr. Chairman. 

The Cuarrman. The next witness is our colleague from Michigan, 
Mr. Diggs. 


STATEMENT OF HON. CHARLES C. DIGGS, JR., A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF MICHIGAN 


Mr. Diees. Mr. Chairman and members of the committee, as a mem- 
ber of an urban community which is among the top consumers of 
natural gas, I am, of course, gravely concerned that the action this 
committee, followed by the Congress, shall take with reference to H. R. 
4560 and H. R. 4675, proposing to exempt from Federal regulation 
natural gas sold to producers, will be to the best interests of all the 
veople. 

Of the estimated 35 million families throughout our Nation who 
cook with gas, the 18 million who use gas to heat water, the 4 million 
who use gas refrigeration, the 14 million who heat their homes with 
gas, and of the thousands who wait for the use of this gas, over 
1,200,000 are householders of the State of Michigan. 

We have all been made aware of the fact that since 1940, the number 
of family gas customers has increased 150 percent; commercial cus- 
tomers, including stores, buildings, restaurants, and so forth, 142 per- 
cent; major industrial users, 140 percent, to make the natural-gas in- 
dustry today the country’s sixth largest industry, with total assets of 
$14 billion. To this growth Michigan gas users have contributed so 
that in that State alone a $40-million-a-year business in 1945 has 
grown to a $142-million-a-year business in the year of 1955, with thou- 
sands waiting to be added to the consumers’ list. 

In other States, such as Illinois, while there are at present over 
2 million natural-gas consumers, an estimated 135,000 householders in 
Chicago alone wait for natural-gas heating; in Ohio, with over 
1,800,000 consumers, 70,000 wait for heating. 

Natural gas is no longer a novelty. It is here to stay for cooking, 
for refrigeration, for heating, and for commercial purposes, and with- 
out doubt the demand for this product will continually increase. We 
are not in the habit of proceeding backward in this country of 
America. 

In view of this growth, it is at this particular time that the question 
of Federal regulation of natural-gas prices as charged by producers 
becomes more important than ever in prior years. Since 1945, for 
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example, the cost of gas for household use in Michigan has increased 
by 20 percent. 

What does this portend for natural-gas users should the Co 
eliminate producers from Federal regulation, leaving the eatablih- 
ment of prices wholly within individual judgment? 

An oft-repeated statement in the present debate on this issue is that 
the production and gathering of natural gas is a fiercely competitive 
business. It is pointed out that drilling costs range from $100,000 to 
more than $1 million per well. The industry states that there are a 
total of 5,000 producers; most of whom are classified as small pro- 
ducers. It is exceedingly doubtful that under such costs, the industry 
could well be described as fiercely competitive. Small independent 
producers most surely have made their contribution to the growth of 
the industry, but it is more likely that the $14 million in assets has 
been built up by the few very large companies. It is these latter com- 
panies who will, without regulation, set the price of natural gas to 
consumers who do not view their gas-heating systems and refrigerat- 
ing systems as a novelty to change at will, but as an investment to be 
maintained. 

It is true that the natural-gas industry is composed of three major 
segments, but the statement that an increase in producers’ prices will 
have little effect upon consumer’s price is highly questionable. The 
answer to effect would be dependent upon the amount of increase at the 
well, for unrestrained producer’s cost to pipeliners will most surely not 
remain in its present proportion, and such increased cost must be fol- 
lowed through in each step of the process. Uncontrolled prices at the 
well are uncontrolled to the extent of that first cost as they proceed 
through pipeliner to distributor. 

Federal regulation of the natural-gas industry does not imply that 
changing conditions and the true necessities of the industry will be 
ignored. It does assure, however, that the interests of both producers 
and consumers will be guarded. 

I, therefore, urge this committee, and then Congress, to reject the 
efforts to remove Federal regulation of the processes of this industry 
that truly the general welfare of the people may be promoted and that 
all the people who so desire may enjoy the fruits of our Nation’s prog- 
ress in the capturing of energy. 

a CuarrMan. Are there questions? If not, we thank you, Mr. 
iggs. 
Mr. Diees. Thank you, Mr. Chairman. 

The Cuamman. The next witness is our colleague and a member 

of this committee, the Honorable Kenneth A. Roberts, of Alabama. 


STATEMENT OF HON. KENNETH A. ROBERTS, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF ALABAMA 


Mr. Roserts. Mr. Chairman, on behalf of the many unorganized 
natural-gas consumers in Alabama and the entire Nation, I wish to 
urge this committee, of which I am a member, to reject H. R. 4560. 
This measure, the Harris bill, would nullify the Natural Gas Act of 
1938 which gives the Federal Power Commission the right and eaty 
to regulate a fair and reasonable price for natural gas at the wellhead. 
The nullification of this authority will result in increased rates, pos- 








sss 


NATURAL GAS 1809 


sibly reaching $800 million annually, to the consumers of natural gas, 
while the vast financial benefits will accrue to the very few large com- 
panies now controlling the major portion of the natural-gas 
production. 

The enactment of the Harris bill would destroy consumer protection 
in the price of natural gas. It would exempt the producers and 
gatherers of natural gas from control by the Federal Power Commis- 
sion and would permit them to charge a “fair field price” for gas which 
would have no relation whatsoever to cost. This is better known 
among some entrepreneurs as charging what the traffic will bear. 

How can a fair field price be established if there is no disinterested 
regulatory body to govern the price setting? The proponents of the 
bill claim that competition will set a fair field price. This does not 
seem very probable, however, (1) when some of the statements made 
by industry spokesmen are read; (2) when it is realized that several 
a large oil companies are also producers of natural gas; and (3) it is 
realized that a very select few large corporations control most of the 
Nation’s natural-gas reserves and production. This unique combina- 
tion of factors virtually gives these few large corporations uncon- 
trolled power to set the rate of gas going into interstate transmission 
lines at whatever price the traffic will bear. 

The proponents of the Harris bill feel that coal and oil are not 
regulated and therefore the price of natural gas should not be fed- 
erally regulated. The proponents say competition effectively regu- 
lates the prices of coal and oil and would do the same in the case of 
natural gas. This, unfortunately, is a false analogy and thus the 
conclusions are false. The normal competitive economic forces in the 
consumer purchase of natural gas simply do not exist. Natural gas is 
not transported like coal or ats motor, rail, or water. Natural gas 
must be transported through an expensive pipeline which has to ex- 
tend from source to consumer. Natural gas thus acquires the char- 
acteristics of a utility; of a:monopoly; and thus makes it a seller’s 
market. Once a pipeline is built, it simply cannot be picked up and 
cast about like a garden hose in search of a supply of cheaper, more 
economical gas. 

There is little doubt but that the industry’s desire in the removal of 
FPC regulation is to increase rates. We have even had expressed here 
before this committee the thought that : “They could always go back to 
coal any time they think gas is too high. There still would be a free 
choice to using coal or gas.” This is a statment that fails to 
recognize the investment made by the more than 20 million consumers 
of natural gas who have already expended over $3 billion in gas- 
burning equipment. The entire natural-gas industry has scarcely 
more than one-half this amount invested. I can assure you that there 
are a great many persons in my district who have converted to natural- 
gas burning equipment and that it would work a positive hardship on 
these citizens if they had to reconvert because Congress did not do its 
job and protect the interest and welfare of the commonweal and legis- 
late in behalf of the good of the commonweal. 

Mr. Chairman, I would again like to call the committee’s attention 
to the communications which I have received from the Alabama Pub- 
lic Service Commission and from the Alabama Municipal Gas Asso- 
ciation wherein they stress the hardship which would fall upon the 
individual consumer should we remove the authority of the FPC. 
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These statements were placed in the committee’s hearings record on 
April 18 and 20. Consumer-minded groups feel that Federal control 
is necessary, otherwise the consumer is at the mercy of the producer 
for the price the producer charges must be passed along to the ve 
line company, to the local utility, and it is the consumer who ulti- 
mately pays it. 

In numbers there are over 4,000 natural-gas producers. The reason 
why competition will not handle the problem is because almost all of 
these producers are extremely small. Of all 4,000 producers, 7— 
mostly big oil companies—produce one-third of the supply. Less than 
100 of these companies—21% percent of the total companies, produce 
85 percent of all the natural gas used in the United States, and the 
remaining 3,900 produce only 15 percent. This means the big pro- 
ducers can set the rates once the F PC authority is removed. 

The ceiling on natural-gas field prices, if they were to become un- 
regulated, would probably be the cost of competitive fuels, such as fuel 
oil and coal. Mr. Thomas D. Bailey, petroleum engineering con- 
sultant, of Oklahoma City, Okla., made a study which showed that 
wellhead natural-gas prices might increase from their present 8 cents 
to 10 cents per thousand cubic feet level to 25 cents per thousand 
cubic feet or more if regulated only by the competition of other fuels. 

One of the very real motives in the drive to end FPC control is the 
i of monopoly pricing of both natural gas and oil. The 

ig oil companies control the big blocks of natural-gas reserves. Cer- 
tainly, the oil-producing companies, as also gas-producing companies, 
do not want prices of natural gas to be so low as to force a reduction 
in competing oil prices. These combined oil and gas companies would 
not have to worry if there were no FPC control over natural-gas 

rices. 
; The Phillips Petroleum and Humble Oil Co. (a subsidiary of Stand- 
ard Oil Co. of New Jersey) hold one-sixth of the country’s total nat- 
ural-gas reserves—about 34 trillion cubic feet. With each 5 cents 
added to the fuel price, the value of their combined reserves increases 
at the rate of $1,700 million. 

There is good reason to assume that once unregulated, the gas rates 
will rise. Let us look at the recent history of natural-gas prices. The 
field price for natural gas bought by pipelines in Texas ranged from 
3.51 cents per thousand cubic feet to 4.39 cents per thousand cubic feet 
in 1947. Last year the range was from 10.52 cents per thousand cubic 
feet to 15 cents per thousand cubic feet. Most of this increase has 
occurred since 1950. Consumers paid $374 million more for gas in 
1953 than they would have had to pay if they had been charged at the 
1950 rates. 

The removal of FPC control over the wellhead price of natural gas 
may also result in increased cost of electric power in the producing 
States. An estimate based on the consumption of gas for the produc- 
tion of electric energy in 1954 shows that if field prices are not regu- 
lated, it may result in a possible increase of more than $170 million 
annually in the cost of electricity to consumers in those areas where 
gas is used as a fuel for the generation of electricity. In recent years 
the importance of natural gas as a source of low-cost electricity has 
increased from 8.8 percent in 1945 of the total generation to 13.6 per- 
cent in 1950 to 19 percent in 1954. 
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According to a study made by Energy Research Associates: “For 
each 5-cent increase, the cost of the natural gas used to generate elec- 
tric power in 1954 would increase by about $57,573,000. The full 15 
cents possible increase would raise the total cost of 92.1 billion kilo- 
watt-hours of electricity generated with gas in 1954 by about $172,- 
720,000 annually—nearly 2 mills per kilowatt-hour.” This increase 
in cost in the field price to 15 cents per thousand cubic feet would 
mean a $3,278,030 annual increase in the cost of electricity to Alabama 
consumers. This increase would be in addition to the $19,788,000 
increase which would be paid by the Alabama consumers using natural 
gas directly. 

The war to kill FPC control is being waged by the natural-gas- 
producing States but it might be wise to reflect upon whether or not 
this won’t cost them, too. A research made by Energy Research As- 
sociates found that: “Industries in the 7 Southwest producing States 
will have to pay $71 million per year more for their energy for each 
5 cents per thousand cubic feet rise in natural-gas price, or $213 mil- 
lion more per year if it rises the prospective 15 cents per thousand 
cubic feet to competing fuel costs.” 

In their drive to increase the black side of their own bookkeeping 
ledger immediately, perhaps, some of the Southwest producing States 
have failed to give full consideration to the long-term aspects of such 
action. ‘Today the availability of low-cost natural gas for energy and 
as an industrial raw material has been valuable in attracting new 
industry. The removal of FPC ad authority and the resultant 
increases in natural-gas costs may in the future have an adverse effect 
on these States’ overall economy. 

The oil- and gas-producing companies object to Federal control 
and say that eventually it will result in higher costs because it will 
discourage exploration and drilling and as the present supply sources 
are exhausted, costs will increase. This is difficult to assume, in my 
opinion, for certainly the drilling companies have the benefit of a 
high-depletion allowance and the FPC would not regulate rates so 
as to eliminate profits. It would merely allow for reasonable profits 
and as long as a business is profitable, I maintain it will continue to 
exist. 

Mr. Chairman, I hope that this committee, of which I am a member, 
will not fail, in my opinion, to perform its responsibility and protect 
the unrepresented consumer from being overcharged by a few power- 
ful gas and oil concerns. The Federal Power Commission must have 
the authority to regulate gas at the wellhead if the consumer is to 
be protected. It is this wellhead price which is passed to the pipeline 
company, which is passed to the distributing company, and which is 
borne on the back of the consumer. The only way to effectively pro- 
tect the unorganized consumer is to regulate the field price of natural 
gas. This is not a rate-regulation practice which can be instituted 
by State governments. The Supreme Court has held this rate regu- 
lation authority to be “subject to the exclusive regulation of the Fed- 
eral Power Commission.” 

We, as Federal representatives, must act in behalf of all the peo- 
pe and cannot expect the local or State governments to assume this 

urden for us. It is up to us to protect the more than 20 million con- 
sumers whose capital investment in natural-gas-burning equipment 
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actually exceeds that of the oil companies who happen to have obtained 
control of the natural gas reserves which the Creator put here for 
the benefit of all. 

Defeat of the Harris bill would not mean hardship on the com- 
panies or the consumer. Defeat of the Harris bill would mean con- 
tinued FPC authority which would result in a satisfactory balance 
between production and profits, and consumption at a reasonable 

rice. 
7 Enactment of the Harris bill would mean hardship and exorbitant 
increased costs to the many consumers now dependent upon natural 


gas. 

Mr. Chairman, I record my opposition to this bill, H. R. 4560. 

The Cuarrman. Are there questions? If not, we thank you for 
your statement. 

Mr. Roserts. Thank you, Mr. Chairman. 

Mr. O’Hara. Mr. Chairman, may I ask permission to file at an ap- 
propriate place in the record a resolution of the city of West St. Paul, 
Minn., of April 26, 1955? 

That was adopted by the common eouncil. 

I also want to offer for the record a resolution from the city of 
South St. Paul, which is undated, pertaining to the legislation which 
is before us. 

The Cuarrman. It may be placed at the proper place in the record. 

(The resolutions referred to were inserted previously and appear 
on pp. 1535 and 1536.) 

he Cuarrman. The Chair has a number of statements. 

Yesterday the Chair was requested by our former colleague, who is 
now the attorney general of the State of New York, Mr. Jacob K. 
Javits, to insert his statement in the record. I believe he has sent a 
copy to all of the members of the committee. 

hat statement will be inserted in the record. 
(The statement referred to is as follows :) 


STaTe oF New York, 
DEPARTMENT OF LAw, 
Albany, April 29, 1955. 
Hon. J. Percy Priest, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. C. 

Dear Mr. CHAIRMAN: In view of the imminent closing of the hearings on H. R. 
4560 to amend the Natural Gas Act and other similar bills, and in order to avoid 
cumulative testimony by States’ attorneys general, I trust you will accept this 
statement in opposition to the bill. 

I am convinced that it is contrary to the interests of the people of New York 
to report out favorably the Harris and similar bills. 

The’ phenomenal spurt in the use of natural gas in New York State and the 
fact that almost all of the gas consumed here is produced outside of the State 
has created two problems for us: 

(1) To secure an adequate supply of gas for local distribution; and 
(2) To obtain such gas at the lowest practicable price to the consumer. 

Natural gas has a heat content of approximately twice that of manufactured 
gas and is cheaper. While the increase in its use is most cesirable, it has 
brought with it the problem of maintaining adequate and watchful supervision 
and regulation over rates and supply. On the whole, existing statutes have 
kept consumer costs at a reasonable level. But the Harris and similar bills 
would emasculate the area of regulation and would, if adopted, result in sky- 
rocketing prices for natural gas. Average prices here in New York already 
are up from 7 cents per thousand cubic feet in 1952 to 12 cents in 1954 and 
further increases are indicated anyhow. Regulation is urgently needed and 
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this being a utility, an unregulated price could be a runaway price with special 
deals rampant. 

The natural gas industry may be said to be divided into three related parts: 

(1) Production and gathering; 
(2) Transmission by pipeline; and 
(3) Distribution to consumers by local companies. 

Each of these segments of the industry leans upon the other. It is quite 
plain that consumers cannot be protected against exploitation unless each is 
fully regulated and supervised. The Harris bill would remove the first part— 
the production and gathering of the natural gas—from the control of the Federal 
Power Commission. If its proponents should succeed in cutting this significant 
gap into the overall regulation, there will unquestionably be substantial in- 
creases in cost to the pipeline companies and a resultant direct and unconscion- 
able effect on the price paid by the ultimate consumer. With removal! of con- 
trol over the very sources of the natural gas which is distributed, adequate 
supplies will be available to the consumer only at a price far in excess of the 
fair and reasonable figure which results from governmental regulation. 

It is, of course, said that there is competition at the pipeline head by natural 
gas producers but the very conservation for this very vital natural resource 
dictated by the national interest demands the regulation the Harris bill would 
deny. 

At the end of the year 1950 there was completed a pipeline from Texas to 
New York City, a distance of 1,840 miles. In New York City and the sur- 
rounding area, by the end of 1953 local distributors who provide service to ap- 
proximately 1,100,000 gas consumers in Kings County (Brooklyn) had con- 
verted their systems to natural gas. Similar conversion was effected by another 
‘istributor in all of the suburban New York area of Westchester County and 
in substantial areas of suburban Nassau and Suffolk Counties and of Queens 
County, which is part of New York City. During 1954, the Queens County 
project was completed and work went underway in Manhattan and the Bronx. 
Upon completion, an additional 1,500,000 consumers will be serviced by this 
distributor. This includes practically all households and gas consumers in 
New York City. 

Upstate New York has witnessed a similar increase in the use of natural gas. 
Last year the changeover from manufactured gas was completed for some 35,000 
consumers in the Tonawanda-Niagara Falls area. Steps have been taken or 
are tnderway for increasing the supply of natural gas in the Buffalo, James- 
town, Port Jervis, Lockport, Mechanicville, Elmira, Corning, Catskill, Hudson, 
Rockland, and Suffern districts. 

Figures available to the end of 1954 show that (a) There are 3,735,623 cus- 
tomers of natural gas in New York State, (b) of whom 566,917 also use it for 
heating, (c) and that total sales in 1954 amounted to some 209 billion cubic 
feet, (d) at a cost to the local distributing companies of about $105 million, (e) 
and, of course, that the cost to the ultimate consumer was most substantially in 
excess of this $105 million figure. 

During my 8 years in Congress, I repeatedly found myself engaged in fighting 
off attemps to undermine governmental supervision and regulation of the essen- 
tial phases of the natural-gas industry. I believe that the opposition of so many 
attorneys general joining in a concerted effort to defeat the Harris bill and 
other similar bills intended to remove a key part of the natural-gas industry 
from Federal regulation shows clearly the demand of the people of their 
respective States. These are the law-enforcement officials and their relationship 
to the people in law-enforcement matters is so close as to be deserving of the 
highest degree of reliance. 

Attempts to weaken the protection presently afforded to the natural-gas user 
have been made repeatedly, and consistently defeated through the efforts of public 
officials concerned with the welfare of the ultimate consumer. I have on many 
occasions made plain my opposition to any such relaxation of governmental 
regulation of this utility as is sought by the pending Harris and other bills, 
and shall continue to do so, with all the power at my command, both in my own 
capacity and in conjunction with my fellow attorneys general of the States. 

I am sending a copy of this statement to every member of the committee. 

Believe me, with best wishes, 

Sincerely, 


J. K. Javits, Attorney General. 
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The Carman. Our colleague, Mr. Thomas L. Ashley, Ninth Dis- 
trice of Ohio, sends a letter which he requests be included in the record. 
(The letter of Mr. Ashley is as follows:) 


CONGRESS OF THE UNITED STATES, 
House oF REPRESENTATIVES, 
Washington, D. C., April 28, 1955. 
Hon. J. Percy Priest, 
Chairman, Committee on Interstate and Foreign Commerce, 
House Office Building, Washington, D. C. 

Dear COLLEAGUE: Over the past several weeks I have followed the hearings 
of your committee concerned with the proposed legislation designed to destroy 
the Natural Gas Act’s protection for consumers. I am referring to those bills 
pending before your committee which provide for exempting independent natural 
gas producers from rate control by the Federal Power Commission, and which 
thereby substantially curtail the powers of the Commission to protect the ulti- 
mate consumer against unreasonable rates. I am opposed to these bills fostered 
by the large oil companies which would give them the right of unregulated, un- 
controlled profits. And, at this time, I should like to go on record favoring H. R. 
5339. 

This bill, introduced by Mr. MacDonald, provides exemption from price control 
for the small producers and gatherers of natural gas making sales of no more 
than 2 billion cubic feet a year to interstate pipeline companies. These com- 
panies represent 97 percent of the natural gas producers. Yet the bill would 
leave subject to regulation over 80 percent of the gas sold to natural gas com- 
panies by so-called independent producers who represent only about 3 percent of 
the total of the natural gas producers. 

I feel that this bill will assure that the large natural gas companies will not 
be able to exploit the Nation’s natural gas consumers by charging unreasonable 
prices. At the same time it will serve to protect the small investors of local 
public utility companies (since unreasonably high final prices on gas might 
cause the consumer to switch to other fuels such as coal or oil). 

If the large companies are permited to possess their large quantities of natural 
gas without any Federal control or regulation of the prices which they may 
charge, it is easy to see that such companies will be able to demand and exact 
excessive prices. Because natural gas production is controlled largely by so few 
companies, a condition leading to monopolistie control of a public utility exists. 
Regulation of monopoly has been an established practice of our Government for 
many years for the protection of the consumer. Thirty million families cook 
with gas in this country, and it is our duty to see that they can obtain this 
necessary commodity at a fair price. 

Proponents of the bills exempting producing companies from control argue 
that such legislation is needed to encourage natural gas production. This is 
not a new argument, but its effectiveness is greatly lessened by the 2714 percent 
tax exemption which natural gas companies enjoy, and the prices they now receive 
for their product. The natural gas industry has seen tremendous growth in the 
past years. It now supplies 25 percent of the Nation’s energy needs, as opposed 
to less than 12 percent 10 years ago. If the large companies producing 80 per- 
cent of the Nation’s natural gas are controlled by the Federal Power Commis- 
sion, I believe that further expansion of the industry will be encouraged by the 
stimulation of competition among the many smaller independent producers of 
natural gas. 

With my thanks for your committee’s consideration of my views, 

Sincerely, 
THOMAS LupLOW ASHLEY, M. C. 


The Cuarrman. Our colleague, Mr. John Phillips, of California, 
sends a letter from the major of the city of Riverside, Calif., in which 
he asks consent that it be included in the record, and it will be so 
included. 

(The letters above referred to are as follows :) 





NATURAL GAS 1815 


City or RIVERSIDE, CALIF., April 20, 1955. 
Hon. JOHN PHILLIPs, 
Member of Congress, House Office Building, 
Washington, D. C. 

My Dear Mr. Puriips: As mayor of the city of Riverside, Calif., I wish to 
express my deep concern over the recent decision of the United States Supreme 
Court holding that, under the Natural Gas Act, producers and gatherers of 
natural gas are subject to regulation by the Federal Power Commission, and to 
urge that the Congress of the United States enact legislation providing for the 
removal of sueh regulation. Foremost in my mind, are the following concerns: 

1. The production and gathering of natural gas is performed by thousands 
of companies vigorously competing with each other—just as producing companies 
of this city are engaged in their various pursuits. I am not in sympathy with a 
program which is substituting Government regulation for competition, and I 
fear the consequences of this clear departure from our historic support of 
competitive enterprise. 

2. Conservation of oil and gas has long been a matter of individual State 
concern, and the different States have proceded as they have seen fit to conserve 
their resources. Federal control over the production and gathering of gas, 
involving certification of commencement of deliveries, permits for the discon- 
tinuance of deliveries, and fixing of prices received by the producers, is a 
tremendous encroachment upon the rights of the States to control their local 
activities. 

3. Our municipality and its citizens are dependent for our future welfare 
upon the continuance of adequate supplies—not only of natural gas, but also 
of motor fuel, heating oils, and other petroleum products. Upon full considera- 
tion, I believe that continued supplies can be provided only by energetic explora- 
tion and development of oil and gas reserves by the oil and gas industries, and 
that this can come only through allowing this industry to operate in a freely 
competitive atmosphere, with rewards determined by supply and demand. 
It is my belief that Federal controls can result only in the reduction of explora- 
tory efforts, and ultimately, if not immediately, in smaller volumes of natural 
gas and other petroleum products, with resulting higher unit costs and prices. 

4. (a) In our city, we have used natural gas for a number of years. We have 
in recent years, however, become dependent upon imports of natural gas. Gas 
is still selling cheaper. than other house heating fuels, and is more convenient 
to use. Any saving that the Power Commission could effect to the domestic 
consumer by reducing the price of gas in the field would be insignificant, as 
compared with the possible adverse effects of tampering with our supply. 

(b) Future adequate supplies are essential, and I believe can be obtained only 
through the efforts of producers of oil and gas who are willing to sell the gas 
for this purpose. Gas prices in our area already have a ceiling due to competi- 
tion of various grades of fuel oil. The possible savings in money that the 
Federal Power Commission could effect are limited, but the possible detrimental 
effects of tampering with the supply are enormous. 

In my opinion an amendment of the Natural Gas Act conforming to the 
recommendation of the President's Advisory Committee on Energy Supplies 
and Resources Policy, in its report released February 26, 1955—would be in the 
best interest of consumers, producers and the public at large. 

Sincerely, 





B. V. Dates, Mayor. 

P. S. Would you have this registered with the secretary of the House Com- 
mittee on Interstate and Foreign Commerce? 

The CHatrman. There were a number of questions asked of Mr. 
Farnand, by Mr. Rogers of Texas. Mr. Farnand promised to send 
in information for the record and has complied with that promise, 
and it will be incorporated in the appropriate place. In his letter 
I think he refers to the pages of the transcript where the answers 
should be supplied. 

Mr. O’Hara. May I respectfully call the attention of the Chair to 
the fact that Mr. Farnand has also written letters to other members 
of the committee enclosing copies addressed to the chairman—at least, 
there are two letters from him in the last day or so, in which he 
has asked permission to correct his answers in response to questions 
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also of myself and my colleague, Mr. Harris, and I would ask per- 
mission that those may appear in the appropriate place in the record. 

The CuamMan. Without objection, they will appear. I do not be- 
lieve that the Chair has had a copy of that particular letter, but he 
probably sent it to the committee. 

(The corrections and additions referred to were incorporated in 
the testimony of Mr. Farnand.) 

Mr. Douuiver. Mr. Chairman, before the record is closed, I have 
a request to make, if it is appropriate. 

The CHarrman. Yes. 

Mr. Dotuiver. Several days ago a representative of the attorney 
general of Iowa appeared in the hearing room and it was my under- 
standing that the attorney general desires to file a statement in con- 
nection with this hearing, and I hope that the record may be left open 
for sufficient time for that to be done. 

The CuarrMan. The statement may be filed. 

(The statement referred to is as follows :) 


STATEMENT ON BEHALF OF THE STATE OF IowA, DAYTON COUNTRYMAN, ATTORNEY 
GENERAL, RY I. E. CHENOWETH, SPECIAL ASSISTANT ATTORNEY GENERAL 


My name is I. E. Chenoweth. I am commerce counsel for the State of Iowa 
and for the purposes of this statement have been appoinetd special assistant 
attorney general for the State of lowa to appear before this group on behalf 
of the attorney general's office and the people of Iowa as their interest may 
appear. 

The State of Iowa, although considered primarily an agricultural State, has 
been growing in recent years in industrial activities and might be considered 
as a land of opportunities for commercial growth. 

The availability of power and economic advantages naturally plays an im- 
portant part in any industrial growth. For this reason and because the citizens 
of Iowa and even the State of Iowa are users of natural gas and are vitally 
interested in any proposed legislation which might affect either the availability 
or the price of such an important source of power. 

As the principal spokesman for such interested parties I find myself at a 
great disadvantage in that I am not an engineer, economist, or a geologist, and 
do not profess to know all the details in connection with the exploration and 
development used in connection with the production of natural gas. I do know 
that we who have natural gas available consider it more or less as a necessary 
power, and having made the necessary expenditures for complete utilization, 
are interested in reasonable prices. 

Once the equipment necessary for gas utilization has been installed the con- 
sumers are no longer in a competitive field of power but are subservient to the 
producer. Even the distributor has no freedom of choice as to his source of 
supply or to a choice in his consumer. Both distributor and consumer must 
take that which is available and pay the asking price. There is no “shopping 
around” for a “more reasonable market”; no freedom of choice; and the final 
burden is borne by the consumer. 

Natural gas as a commodity cannot be compared with any other commodity. 
It is in a class entirely by itself in that it is a product outside the State (of 
Iowa) and not within the purview of State regulation or in the realm of competi- 
tive bidding within the confines of the domicile State of the consumer. Yet it 
is monopolistic at the consumer level and, although State regulations control 
the distribution price, such regulation is void of realism and effect if priced out 
of the market at the production level. It is true that we have no proof the 
producer will price it beyond reason but also we have no assurance of stability 
when al the factors herein considered are ever present. Without regulation on 
the producer we must relinquish regulation on the transmitter and distributor 
or fluctuation in producer price will either diminish a fair margin of profit for 
these transporters and distributors or compel them to raise their rates sufficiently 
high to counterbalance these possibilities. 

The people of Iowa strongly support the diminution of control by the Federal 
Government over business; they strongly support free enterprise; they want all 
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industry to receive a fair rate of return on their investment; and they also sup- 
port competitive prices in competitive fields. But here is a product over which 
the ultimate consumer is “stuck.” 

Wherever complete control is not present in the monopolistic field and such 
field is a combination of production, transmission and distribution of a commod- 
ity which has become a necessity to the consumer the possible results are 
alarming. 

We urge this committee not to support the Harris bill or any other bill which 
would take away any other powers heretofore invested in the Federal Power 
Commission and as interpreted by the Supreme Court of the United States. 

The CHatrman. It will be necessary to keep the record open for a 
few days, but the Chair hopes to close it as soon as possible. 

The Chair is going to ask unanimous consent at this time to in- 
clude in the record such matters that have developed here in the 
hearings on which requests for information have been made by the 
committee, that has not yet been received; and to do that it will be 
necessary to keep the record open for a few days. 

Mr. Douurver. Mr. Chairman, I have another request that Mr. Stag- 
gers and I have just had a private colloquy about. One of the very 
unportant issues in this matter, or among the very important issues, 
is this question of the so-called no man’s land where it is felt 
by some that there is no control on the part of anybody, either State 
or Federal, for the sale of gas directly from a pipeline to a large 
industrial user. 

I have a feeling that there is a residuum of power either in the 
State or the Federal Power Commission to regulate that kind of 
sales. We have had no definitive opinion so far as I know from any 
authority on it, and I wonder if it would be possible for the committee 
staff to make a research and provide us with such real background as 
there is in this field, namely, as to whether in the case of a direct sale 
from a pipeline to a public utility, for example, there is authority 
either in the Federal Power Commission or in the State utility 
commission, or perhaps in both. 

Mr. Dies. You do not mean toa public utility ? 

Mr. Douiiver. Direct sale from a pipeline to a public utility or to an 
industrial user. 

Mr. Harris. You are talking about use for industrial purposes? 

Mr. Dotuiver. For industrial purposes. 

Mr. Dries. Yes. 

Mr. Douttver. Sales for use as boiler fuels, whether there is a 
residuum of authority, either for the Federal Power Commission or 
for the State commissions to regulate that kind of a sale. 

That is a very important matter, one of the very important matters. 

Mr. Harris. Will the gentleman yield? 

Mr. Dotitver. And I hope—excuse me—I hope that the chairman 
will see fit to ask the staff to gather together such material as there is 
on this point. 

Mr. Harris. Will the gentleman yield? 

Mr. Douuiver. I will yield to the gentleman. 

Mr. Harris. I am sure that perhaps the gentleman is not conversant 
with this or did not happen to be here at the time, but we do have 
some testimony on that by Mr. Campbell. 

Mr. Campbell made a statement that there was no authority 
whatsoever over what the gentleman from Iowa has just called— 
what was the term? 
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Mr. Doutiver. Residuum. 

Mr. Harris. Residuum. He claimed that there was not, and he and 
I then began a discussion back and forth. My attention was called 
to a case in point that had been decided by the Supreme Court of 
the United States, which I got out here and read to him. The Supreme 
Court of the United States said there was that authority in the State 
commissions, in view of the fact that the Federal Government had 
not intervened. 

In other words, if the Congress asserts the authority that it has over 
such interstate sales, then, of course, the authority would be in the 
Federal Power Commission. Since the Congress has not so estab- 
lished a policy, then this authority is with the State governments. 

Now, in my own State, we have interstate lines, the Arkansas-Lou- 
islana Gas Co., which serves direct to tremendous interests—the alu- 
minum plants, both ALCOA, and Reynolds Metals. The largest vol- 
ume of the gas comes from Texas and Louisiana and is interstate. 

Under the laws of our State, authority is given to the local commis- 
sion to have authority over those sales. There is a proceeding under- 
way, at this moment, where the gas company has come in and asked 
for an increase in the price of gas that goes into these industries, and 
the matter is now in proceeding before our State public service 
commission. 

The CHarrman. May the Chair add that after reviewing the court 
case that grew out of an Indiana case, that Mr. Campbell, who had 
previously said that there was no authority in the State commissions 
to regulate these direct sales, asked permission later in the day to 
correct his statement after he had read the case on the point Mr. 
Harris raised, and he subsequently came before the committee and said 
that there is authority for the State commissions to regulate. 

Mr. Dottiver. I am sorry I missed that part of the testimony. 

I reiterate that it is one of the very important issues in this whole 
matter before this committee. 

Mr. Harris. Will the gentleman yield for a minute? The case cited 
is found in Three Hundred and Thirty-second United States Reports, 
page 507, Panhandle Eastern Pipe Line v. Public Service Commission 
of Indiana. 

Mr. Hayworrn. Will the gentleman yield ? 

Mr. Harris. Yes. 

Mr. Hayworrn. Does that imply that the Federal Power Commis- 
sion cannot assume that power ? 

Mr. Harris. As I interpret the language of the Court, in view of the 
fact that the Congress has not extended that authority to the Federal 
Power Commission, it is left with State jurisdiction. 

Now, I would not want to go so far as to say this, but it is my im- 
pression that if the Congress were to act and set up a program on it, 
then the jurisdiction of such sales would be under the Federal Power 
‘ommission, and it would be taken away from the jurisdiction of the 

tates. 

Mr. O’Hara. Will the gentleman yield? 

Mr. Harris. Yes. 

Mr. Hayworrn. Thank you. 

Mr. O’Hara. Mr. Harris, what do you think will be the situation 
where there is no State public-utility body, such as in our State, and 
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I believe the States of Mississippi and Iowa? I believe they have no 
public utility commission to regulate sales. Would they not then fol- 
low the Hinshaw bill? 

Mr. Harris. I do not think—— 

Mr. Dies. Would not that be under the cities then ? 

Mr. O’Hara. Maybe the plant is not located within the jurisdic- 
tional boundaries of a city. 

The CHatrMan. What happens in your city ? 

Mr. O’Hara. May I say, Mr. Chairman, that it is largely a mat- 
ter of negotiations and agreement made between the councils of 
the municipalities, and the ordinances which are granted the trans- 
mission company or the distributing companies. 

The CuarrMan. So, that is free enterprise to the nth degree. 

Mr. O’Hara. And it is my understanding generally that under 
those ordinances and agreements made, no increase of rates can be 
made without the permission of the council, which I suppose involves 
also the question, if the council refuses, the distributing company 
has a right to go into the court and insist that they allow the in- 
crease in rates. 

Mr. Harris. Here is a bit of interesting information which shows 
that your State, Minnesota, the State of Mississippi, the State of 
South Dakota, and lowa are the only States that apparently do 
not have commissions. 

Mr. O’Hara. I think that is true. 

Mr. Beamer. Will the gentleman yield? 

Mr. O’Hara. Yes. 

Mr. Beamer. Speaking of that, do you know what it has been 
historically or what the historical effect has been as a result of the 
Supreme Court’s ruling to which you refer? Have the State util- 
ity commissions taken any action in regard to the so-called sale of 
gas ao boiler purposes or direct sales by the pipelines to indus- 
tries ¢ 

Mr. Harris. I have no personal knowledge as to what the various 
commissions have done. 

Mr. Beamer. What was the date of that court decision? Is that 
fairly recent ? 

Mr. Harris. I think it was in 1947. 

Mr. Beamer. Then it would have been in effect long enough for 
all State commissions to be cognizant of it. 

Mr. O’Hara. I think there is no question about that. 

Mr. Harris. Obviously that is true. 

And I am sure that you will find most of the States are assert- 
ing that jurisdiction in protecting their own interests. 

Mr. Beamer. Is not that a part of the Constitution of the United 
States? That is, anything that is not specifically delegated to the 
Federal Government ts to be retained by the States? 

Mr. Harris. Yes, that is true. Any interstate sales, however, are 
reserved in the Constitution to the Federal Government. 

The CuatrMan. May the Chair inquire if there is any representa- 
tive present from the city of Newport News, Va. ? 

Then, in that case, the Chair will state that there are no other 
witnesses to be heard in this hearing other than the finishing on 
Monday of the testimony of the Federal Power Commission. 

56 
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Mr. Harris. Before adjournment, Mr. Chairman—— 

The Cuatrman. I was not going to adjourn. 

I just wanted to make that statement now so the record will show 
that all witnesses have been heard, except that we had one request 
from the city of Newport News and have never heard from them 
further, and the Chair has inquired a number of times during the 
hearings during the last few days if there was any representative of 
that city present. 

So all of the witnesses have been heard, except that there will be 
a session on Monday in order to permit the Federal Power Commis- 
sion to finish their testimony. 

You may recall on the opening day we were interrupted, and they 
stood aside, and the Chair stated at the time that they would be called 
back to answer questions and to finish their statement. 

Now, Mr. Harris. . 

Mr. Harris. I have a letter from the Youngstown Chamber of Com- 
merce, Youngstown, Ohio, transmitting a resolution asking that it 
be included in the record and reer wer j It is entirely possible that 


a copy of that came to the committee; and if so, of course, we would 
not want to duplicate it. 

The CHarrman. If it is not already in the record, it will be put in 
the record. 

(The statement referred to is as follows :) 


RECOMMENDATION OF THE YOUNGSTOWN CHAMBER OF COMMERCE RE FEDERAL 
REGULATION OF NATURAL GAS 


“The Youngstown Chamber of Commerce believes that the production, gather- 
ing, and processing of natural gas for sale in interstate commerce is private 
enterprise ; that the risks involved in finding and producing this natural resource 
should be free of governmental regulation to the greatest extent consistent with 
the national interest. 

“Natural gas is perhaps the most efficient, most luxurious fuel known. There- 
fore, unless the price of natural gas is permitted to enjoy a proper competitive 
relationship with other fuel sources, there is great danger that serious shortages 
of natural gas will develop in the not-too-distant future. 

“The Youngstown Chamber of Commerce opposes Federal regulation of inde- 
pendent gas producers and gatherers and supports legislative efforts to remove 
that regulation. Further, the chamber opposes all proposals for control by a 
Federal bureau, of production, end use, or price of natural gas.” 

When the Congress in 1938 passed the Natural Gas Act, they gave the Federal 
Power Commission authority to regulate prices of:gas transmitted and sold in 
interstate commerce for resale, but specified the law was not to apply “to the 
production and gathering of natural gas.” 

The Federal Power Commission interpreted the law as denying the agency 
authority to control prices of producers and gatherers of natural gas, and a 
majority of the FPC so ruled on 11 different occasions, the last in 1951. 

However, the Supreme Court rules, 5 to 3, in the Wisconsin v. Phillips Petro- 
leum Co. case that the Natural Gas Act does authorize the FPC to regulate 
prices of independent producers and gatherers, 

There are over 5,000 independent producers of natural gas in the United States 
who do not have a guaranteed price of their product, as do the gas companies 
that sell direct to the distributing companies, and therefore should not be con- 
sidered monopolies. On the contrary, the industry is one which must gamble 
on its investment, as, on the average, 9 exploratory wells must be drilled to 
hit 1 productive well—and the average cost of an exploratory well in 1952 was 
$100,000. Some wells have been drilled at a cost of $1 million and were not 
productive. 


Apri 22, 1955. 


Mr. Harris. I am in receipt of a wire this morning from Hon. W. 
J. Murray, Jr., chairman of the Railroad Commission of the State of 
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Texas, in which he quotes to me a wire that he had sent in behalf of 
the Texas Railroad Commission to Hon. Sam Rayburn, Speaker of 
the House of Representatives, which I ask to be included in the record. 
The Cuatrman. It will be included in the record. 
(The telegram referred to is as follows:) 


RAILROAD COMMISSION OF TEXAS, 
Austin, Teav., April 29, 1955. 
Hon. OREN HArrIs, 
Member of Congress, House Office Building, Washington, D. C.: 


The following telegram sent Speaker Rayburn: 

“As a public official whose duty it is to be concerned about oil and gas con- 
servation and the welfare of consumers, I have been deeply concerned by the 
Phillips decision and the resulting attempt of the Federal Power Commission to 
regulate independent production and gathering of natural gas. This has 
brought confusion and chaos to the industry and does grave harm to conser- 
vation and to the ultimate welfare of the consumers. 

“T have therefore studied the various bills introduced in the Congress seeking 
to restate in language capable of no misconstruction the proper spheres of 
influence of Federal and State Governments in this field of regulation. 

“It is my considered opinion that the Ikard bill more nearly represents the 
always accepted intent of the Natural Gas Act. On the other hand, information 
which I have received indicates that the Harris bill is probably less controversial, 
more closely follows the Flemming report, and is judged by those best informed 
as the bill most likely to succeed. 

“It is my conclusion that the Harris bill is workable and establishes a definite 
line of demarcation between the authority of the State and Federal Govern- 
ments. This is imperative, even though people might differ as to where the line 
of demarcation should be drawn. 

“It is my understanding that there is presently much talk of compromising 
the Harris bill. Some amendments would possibly improve the bill, but many 
of them which have come to my attention are fatally crippling. It would appear 
that acceptance of amendments which might be beneficial could open the door 
to others which would entirely destroy the purpose of the bill and render it 
completely ineffective. 

“You are therefore respectfully urged to use your best efforts toward securing 
the approval of the Harris bill in substantially the form introduced. It is my 
sincere and studied conclusion that thereby you will contribute much to our 
national security and to the welfare of present and future consumers of natural 
gas throughout the Nation.” 

Your efforts to this end appreciated. 

W. J. Murray, Jr., 
Chairman. 


Mr. Harris. It will be recalled that Governor Kennon, of the State 
of Louisiana was to appear as were some other governors. One or 
two dates were set for his appearance, but as it is with all chief execu- 
tives, it is difficult sometimes for them to get here on a particular date 
and since Governor Kennon has not been able to appear, our colleague, 
Hon. Overton Brooks, of Louisiana, has asked me to see that his state- 
ment is inserted in the record. 

The CHatrman. It will be included in the record. 

Mr. Harris. His statement is in support of the legislation. 

The Cuarrman. It will be included. 

: (The statement of Governor Kennon above referred to is as fol- 
ows :) 


STATEMENT OF Rosert F. KENNON, GOVERNOR OF LOUISIANA, IN SUPPORT OF 
H. R. 4560 


Mr. Chairman and members of the committee, for nearly two centuries, this 
Nation of ours has been known as the land of the free. It has been known not 
only as the land of a free people, but also as the land of a free economy. The 
two, of course, go hand in hand. In the absence of one, the other cannot flourish. 
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Our forefathers took note of this law of nature when, in one of their earliest 
slogans, they linked life and liberty with property. 

It is equally true that when a principle is attacked, when a principle that is 
basic to these dual freedoms is endangered, then our whole system is in jeopardy. 
Few will deny, for example, that once a strong central government takes over 
private property and the means of production, then individual freedom must 
inevitably suffer a mortal blow. 

These facts should be borne in mind, it seems to me, in any consideration of 
whether or not the field price of natural gas should be subjected to Federal 
price fixing. 

As things now stand, under the Supreme Court’s split decision in the so-called 
Phillips case, natural gas has been singled out for Federal price controls, making 
it the only competitively produced commodity to be so treated at the point of 
production. This situation, which has grown out of some ambiguous wording 
in the Natural Gas Act of 1988, raises a vital question that should be resolved 
by the Congress at the earliest possible date. That question is this: Is such 
price fixing, during a time of peace, consistent with the principle of a free 
people and a free economy? 

It would seem perfectly obvious that it is not. As Justice Douglas pointed out 
in his dissenting opinion in the Phillips case: ‘Regulating the price at which the 
independent producer can sell his gas regulates his business in the most vital 
way any business can be regulated.” And that observation applies to all freely 
competitive, risk-taking industries. If you can artificially depress a producer’s 
price, in complete defiance of the law of supply and demand and without regard 
for such economic forces as risk and competition, then you have taken the first 
long step toward a shackled economy and a socialized America. 

It cannot be stressed too much that none of the conditions which, under our 
system, justify Federal price controls are found in the production of natural gas. 
If the production of gas had monopolistic tendencies, if it were clearly an inter- 
state activity, if it were sheltered from risk and competition, if it were a public 
utility with all the legal benefits appertaining thereto, then a measure of Federal 
control would be in the public interest, 

But all of the hearings and all of the studies relating to natural gas have 
produced a mountain of evidence that— 

(1) There is a complete absence of monopolistic tendencies in the production 
of gas, and the concentration of ownership of known reserves is remarkably low. 

(2) The search for gas and its production when found are intrastate activities, 
and ones which have long been efficiently regulated by State conservation 
agencies, 

(3) The business involves tremendous inescapable risks, with about 8 out of 
every 9 wildcat wells winding up as dry holes. 

(4) It is highly competitive, an economic battle royal open to all comers, and 
some 8,100 producers all across the country are engaged in a tooth-and-toenail 
scramble to pin down this elusive mineral. 

(5) It has none of the characteristics of a public utility. 

These facts have all been ably presented and extensively documented on 
previous occasions. I need not expand on them here. In view of them, how- 
ever, it is impossible to reconcile Federal controls over the field price of gas with 
the principle of a free people and a free economy. 

Price fixing at the wellhead has already led to chaos in the gas-producing in- 
dustry. Unless halted, it could very well lead to disaster on a much larger 
scale. 

For if you can control and dictate the production of one energy resource, why 
can’t you, by the same logic, clamp Federal controls over all energy resources? 
In fact, such a course could hardly be avoided. With natural gas under the 
Federal thumb, it would not be long before its joint product—oil—would feel 
the same ponderous pressure. After all, one-third of today’s gas comes to the 
surface along with oil, in the form of casinghead gas. And can a natural re- 
source, any more than a nation, exist half slave and half free? 

With both gas and oil under Federal control, their rival fuel—coal—would 
be a sure-fire bet as the next target. And once you have gone that far, how 
could you, in all fairness and logic, stop there? Meat is a big item in the con- 
sumer budget, so why not Federal price fixing over cattle on the range and 
hogs in the pen? Automobiles are another whopping item in the cost of living. 
If the field price of gas, which makes up only 10 percent of the ultimate cost to 
the consumer, is controlled, why should the f. o. b. price of automobiles be 
sacrosanct? 
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And so it could go, ad infinitum, with no sure stopping place short of complete 
socialism. 

It should be evident, then, that Federal price fixing is a snare and a delusion, 
with long-range results quite different from those originally intended. But, as I 
have heard it said, some people have to wake up dead before they will concede 
that there is such a thing, as far as they are concerned, as a fatal illness. For 
any who might doubt the seriousness of the present situation, it might be more 
impressive to cite some of the immediate effects of Federal controls over the 
production of natural gas. 

Most readily apparent, perhaps, are the effects on producer and consumer. 
Under a system of price fixing, a system whose only purpose can be to set an 
artificially low price on gas, the producer’s incentive to risk his capital in looking 
for new gas and in developing known reserves will be greatly dulled. The figures 
show that we are already consuming gas at a faster rate than we are finding it. 
The amount of gas found per well is also on the decline (down about 40 percent 
since 1946). Any curtailment in the search for gas, any sharp drop in future 
discoveries, must eventually react to the detriment of the consumer. 

In short, we are faced with a vicious circle, with a chain of events that will 
harm millions and benefit none. Deaden the incentive to explore and you will 
get less gas. You will get less gas, moreover, at the very time that an artificially 
low price is skyrocketing demand. When these things come, can shortages and 
rationing be far behind? 

Both producer and consumer, therefore, have a common stake in freeing the 
field price of natural gas. In order to stay in business, the producer wants to 
keep looking for gas. He also wants an opportunity to sell any he fields at com- 
petitive prices in a free market. The consumer, on the other hand, wants to 
keep on enjoying the benefits of this superior fuel. He wants to see a continuing 
and expanding supply available, and at reasonable—which is synonymous with 
competitive—prices. 

There is another in our economy, not so much in the spotlight as the producer 
and the consumer, who is also very much a part of this issue and who will also 
share the brunt of the harmful effects springing from Federal price fixing. 
Although his stake in a sound solution of the natural gas question ranks along- 
side that of the producer and consumer, he often appears to be the forgotten 
man as far as this issue is concerned. That person is the American landowner. 

It is often overlooked that, in the field of petroleum production, the landowner 
is a partner of the producer. That is because most of the oil and gas reserves 
of the United States are found beneath private property—beneath farms and 
ranches and even city lots. Under the terms of the usual oil and gas lease, the 
landowner gets free of all cost to him one-eighth of all the oil and gas produced 
from wells on his property. He therefore owns about one-eighth of all the 
presently known oil and gas reserves in this country (with the exception of 
those on State and Federal lands), and he will own one-eighth of any reserves to 
be discovered in the future. 

This means that at the beginning of last year, farmers, stockmen, and other 
landowners in 27 States owned reserves of over 4 billion barrels of oil and 26 
trillion cubic feet of natural gas. Their one-eighth of the oil and gas produced 
in those States in 1953 had a valué in excess of $900 million. 

These figures apply only to acreage already productive of oil and gas. If we 
add in the acreage under lease as prospective producing land, the values accruing 
to landowners soar far beyond those just mentioned. Early in 1953, a survey 
shows, oil and gas operators had under lease as prospective producing land an 
additional 249 million acres in 38 States. On this sprawling expanse of land, 
the owners have received lease bonuses amounting to tens of millions of dollars. 
On it, they are also currently receiving annual rental payments. 

If these lands are drilled on and become productive, the landowners will then 
start receiving royalties for their share of the oil and gas produced. But if 
natural gas in saddled with an artificially low price, with the added likelihood 
that oil will soon suffer the same fate, there will be little or no incentive for 
further exploration, leasing and drilling. These hazardous enterprises will 
soon experience a dearth of the venture capital upon which their existence 
depends. An immediate consequence will be a sharp drop in the rentals, bonuses, 
and royalties going to landowners. 

If the business of producing gas and oil is continued in the traditional Ameri- 
can way, under the stimulating climate of free competitive enterprise, the pros- 
pectors for oil and gas will continue to find these elusive minerals on thousands 
of farms and ranches and in States not yet proved productive. Every landowner 
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will have a reasonable hope that his farm or ranch will produce when the 
prospector gets into this area. 

And who knows where the next big strike will be made? Who for example, 
ever expected that large quantities of oil and gas would be found in North 
Dakota? Who knows but what the next big strike may be in Wisconsin or 
Michigan or Oregon? In 1891, the United States Geological Survey said there 
was little or no chance of finding oil in Texas and Kansas. In 1920, the same 
bureau said we had almost reached the peak of our domestic production—that 
at a time when we were producing less than half a billion barrels of oil a year. 
What these confident prophets failed to take into account was the ingenuity and 
unflagging persistence of oil-hunters under the spur of competition. 

These economic facts, as well as the vital principle involved, have undoubtedly 
been taken into aecount by the many great landowner organizations which have 
passed resolutions urging the Congress to free the field price of gas. Among 
these, as you know, are the American Farm Bureau, the National Grange, the 
National Wool Growers Association, the American National Cattlemen’s Associ- 
ation, the American Rice Growers Association, the National Cotton Council, and 
many others. 

Finally, in addition to the producer, the consumer, and the landowner, there 
is one other group whose best interests I would also have you consider. This 
group is numerically small, only 48 in number, but it, too, stands to lose mightily 
under the pattern of Federal encroachment set in the case of natural gas. I 
refer, of course, to the States of the Union—to mine and to yours—and to the 
threatened loss of their rights to police and govern their own intrastate activities. 

It seems clearly indicated—in fact, it has already happened—that Federal 
control over field sales of natural gas must eventually come into direct conflict 
with the conservation rules of the petroleum-producing States. I know of no 
finer record, in the entire field of governmental regulation, than that compiled 
over the years by our State conservation agencies. To scrap these agencies or 
to subject them to ukases issued from Washington would seem to me to be folly 
of the highest magnitude. 

The President’s Cabinet Committee on Energy Supplies and Resources Policy, 
as you know, took note of this very point. In its report issued February 26, it 
said: 

“In the production of natural gas it is important that sound conservation 
practices be continued. This area of conservation management is under the 
jurisdiction of State conservation commissions. In the interest of a sound fuels 
policy and the protection of the national defense and consumer interests by 
assuring such a continued exploration for and development of adequate reserves 
as to provide an adequate supply of natural gas, we believe the Federal Govern- 
ment should not control the production, gathering, processing, or sale of natural 
gas prior to its entry into an interstate transmission line.” 

With that recommendation I am in earnest and wholehearted accord. It is 
a recommendation that is consistent with everything I know about the gas- 
producing business, and it is a recommendation which should be carried out by 
the passage of H. R. 4560, or some similar bill, freeing the production, gathering, 
processing, and sale of natural gas from Federal control. 

This particular bill, H. R. 4560, would achieve this end. It would accord to 
the producers of natural gas the same rights and privileges now enjoyed by the 
producers of all other commodities. In this same fair treatment, landowners 
would also share. The bill would also bestow great benefits on the Nation’s gas 
consumers by (1) assuring them of the largest possible supply of gas for the 
future; (2) restoring the safeguards of free competition; and (3) providing 
that no interstate pipeline could get a rate increase based on a new or renego- 
tiated contract if it paid more than the reasonable market field price for its gas. 

Because of that third point, no pipeline company in its right mind would pay a 
gas producer anything more than the reasonable market price in the field for 
such gas. 

Also under this bill, the Federal Power Commission would have to grant a 
pipeline company, as far as rate-making is concerned, the reasonable market 
price for the gas produced from its own wells or bought from an affiliate. How- 
ever, the Commission would continue to have jurisdiction over the pipeline 
company, including the right to determine what constitutes the reasonable market 
price in the field for gas produced by that company. Under this bill, furthermore, 
the Commission could prohibit a pipeline company from building new lines or 
facilities if it had agreed to pay for the gas it proposes to move through the new 
lines or facilities more than the reasonable market price in the field for such gas. 
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It is apparent that these provisions of H. R. 4560 will, as the author of the 
bill says, “guarantee the consumer continued low prices which have been main- 
tained through free, competitive practices in the face of constantly increased 
cost of other commodities.” Kor that reason this bill might well be called a 
consumer-producer bill, since it affords protection and fair treatment to both 
and to the public. 

Something Thomas Jefferson once said seems to apply with great exactness to 
our present situation. Jefferson said that if our Nation is ever directed from 
Washington when to sow and when to reap, then we shall soon want bread. It 
is just as true, gentlemen, that if Washington takes control of the business of 
producing natural gas, then the blue flame of this wonder fuel will start dying 
out at burner tips all over the country. 

For these reasons, Mr. Chairman and members of the committee, I urge that 
you give favorable consideration to H. R. 4560 or similar legislation that will free 
the producers of gas from Federal control. 


Mr. Harris. Likewise, the Governor of Illinois, Hon. William G. 
Stratton, could not appear at the date scheduled, because his legisla- 
ture, in Illinois, was meeting on that date. 

Governor Stratton is charman of the Interstate Oil Compact Com- 
mission and was to present with his statement a copy of a resolution 
of the Interstate Oil Compact. 

He asked that his statement and the resolution be included in the 
record. 

The Cuarrman. It will be so included. 

Mr. Harris. That is in support of H. R. 4560 and related bills that 
have the same principle. I do not have a copy of the resolution, but 
I believe the clerk has and I will ask him to see that it gets into 
the record. 

(The statement of Governor Stratton and the resolution referred 
to is as follows :) 


STATEMENT OF WILLIAM G. STRATTON, GOVERNOR OF ILLINOIS, IN SUPPORT OF 
H. R. 4560 


Mr. Chairman and gentlemen of the committee, I am happy to have an oppor- 
tunity to appear before your committee. The people of my State have an interest 
in the proposed amendment to the Natural Gas Act equal to those of any other 
State. First of all, the State of Illinois is itself a producer of petroleum and 
natural gas. In the second place, Illinois is a large gas-consuming State and 
a large importer of natural gas by interstate pipeline. Thirdly, as chairman 
of the Interstate Oil Compact Commission I am deeply concerned that the 
Natural Gas Act as currently interpreted will, if not amended, come into direct 
conflict with the successful conservation programs set up and administered by 
our State governments. 

As a producer of gas, the State of Illinois is overshadowed by a great many 
of its sister States. In current production of gas, Illinois ranks 16th among 
the gas producing States, and in gas reserves it ranks 19th. I feel that the 
problems of the gas-producing States can be better discussed by Governor 
Kennon of Louisiana. You have had the benefit of a discussion of conservation 
of this vital natural resource by Gen. Ernest O. Thompson, the dean of conserva- 
tion under State regulation. 

It is Illinois’ role as a large consumer of gas that will be of chief interest 
to you gentlemen. During 1953, the latest year for which Bureau of Mines 
figures are available, Illinois’ oil and gas wells had a total net producion of a 
little less than 3314 billion cubic feet of natural gas. Of this amount, some 
24 billion cubie feet did not leave the producing fields. Most of this gas was 
used to generate power for pumping oil wells, to provide the heat necessary for 
the operation of oil and water separators on the producing leases, and reinjection 
into oil-producing formations for pressure maintenance purposes. Our market- 
able gas production came to a little over 914 billion cubic feet, which brought the 
Illinois producer at the wellhead an average price of 16.8 cents per thousand 
cubie feet. 
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In this same year, 1953, the State of Illinois imported from States to the south- 
west of us, chiefly Texas and Kansas, a total of more than 363 billion cubic feet 
of natural gas. The pipeline companies importing this gas to our State paid in 
the fields where they purchased it an average of 7.7 cents per thousand cubic feet 
at the wellhead—less than half the amount realized by producers of gas in our 
own State. In other words, we imported for our own use in Illinois during 1953 
more than 40 times the volume of gas we produced ourselves, and the importing 
companies paid the southwestern producers for this gas less than half the amount 
realized by our own producers in the State of Illinois. These facts clearly evi- 
dence that economies enter into the price received at the wellhead, including 
cost of transportation over long distances to the principal consuming areas. 

These figures give some idea of the magnitude of the job that the Illinois gas 
utilities, and the gas pipeline companies which supply them, are doing to provide 
the people of our State with a large volume of natural gas. They have been 
public service companies in the full sense of the word. 

We in Illinois early enjoyed the benefits of natural gas delivered by long- 
distance high-pressure pipelines. The Natural Gas Pipeline Co. of America, 
a subsidiary of the Peoples Gas Light & Coke Co. of Chicago, in 1931 took advan- 
tage of high-pressure transmission pipe (then only recently perfected) to build 
a long-distance interstate pipeline from the gas-producing area of the Texas 
Panhandle. Here long-term contracts for the supply of gas could be secured. 
Here were enormous undeveloped gas reserves in an area far removed from the 
populous centers of consumption. Panhandle gas was literally “all dressed 
up with no place to go,” for until the advent of the high-pressure transmission 
line, gas could not be transported economically over long distances. The high- 
pressure pipeline, by compressing gas to a fraction of its volume, made possible 
unit transportation costs low enough to allow natural gas to become a competitive 
fuel in the Chicago market. 

Since the end of the war, the Peoples Gas Light & Coke Co. has begun supply- 
ing gas home heat to 140,000 Chicago households that did not have it previously. 
The Northern Illinois Natural Gas Co., which serves 236 communities in the area 
adjoining Chicago, was heating 45,000 homes in 1945; today this number has 
risen to 176,000. Peoples has a waiting list of 115,000 homes who want gas 
heat as soon as it can be supplied to them; Northern Illinois Natural Gas Co. 
has a like waiting list of 113,000 householders—a total in the Chicago area alone 
of some 228,000 families who want gas heat. Our Illinois Commerce Commission, 
the regulatory body charged with overseeing utility rates, estimates that in 
our State at least 300,000 families, or at our family quotient of 3.7, a number of 
people in excess of 1 million—more than the total population of several States— 
are waiting for gas heat. 

Some of our utilities now have organized the Natural Gas Storage Co. of 
Illinois, to develop a large underground storage reservoir at Herscher, 55 miles 
south of Chicago. Here gas in excess of demand in summer months is stored in 
underground cavities. Eventually this Herscher storage project will be capable 
of storing many hundreds of millions of cubic feet of natural gas during the 
summer months. In winter, the gas will be withdrawn during the periods of peak 
demand. 

But the problem of chief concern today to our public utility gas companies, and 
to me as Governor of one of the largest gas-consuming States, is the finding of 
additional reserves of gas as a future supply for the pipelines that are already 
built—and to make possible the construction of additional pipeline facilities so 
that Illinois may have natural gas for all who want it. The decision of the 
Supreme Court in the Phillips case last June, and the subsequent restrictive 
orders which the Federal Power Commission has issued, have endangered the 
acquisition of additional gas supplies. 

The Natural Gas Pipeline Co. has proposed a 350-mile, large-diameter pipeline, 
costing $32 million to run from its southern terminus in the Texas Panhandle 
into Oklahoma, to supplement its present facilities. This company has been 
conducting negotiations for large-scale additional purchases of new gas reserves. 
The restrictive regulations promulgated by the FPC, under the Phillips decision, 
has materially hampered, and in some cases terminated negotiations for addi- 
tional supplies of natural gas, between the pipeline company and producers. 

The Texas [Illinois Natural Gas Pipeline Co., which also transports large 
quantities of gas into our area, has encountered similar experiences. It has 
endeavored to obtain large new commitments from producers in these fields, 
but these commitments have not been forthcoming because of the uncertain 
position in which the natural-gas producer finds himself. 
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I, for one, cannot find it in my heart to blame the producers with whom 
they are negotiating. The producers are, under current regulations, being 
asked to sign long-term contracts in the certain knowledge that the terms and 
prices fixed in these contracts can be changed or abrogated at will by FPC 
order, making it impossible for either party to fulfill the contractual obligations 
agreed upon. Such a situation is not in accord with the principles of law or the 
fundamentals of commonsense. 

Mr. James F. Oates, chairman of the Peoples Gas System, which owns a 
controlling interest in both these pipeline companies, expressed the same point 
of view several weeks ago in a speech he made in Boston: “The Peoples Gas 
System is not in conflict with the basic attitude of the producers as to amendment 
of the Natural Gas Act. Fundamentally, we agree that in the long run the 
public will be best served by keeping the production phase of the business free 
of Federal regulation. We believe, as a matter of economic principle, that the 
production of such natural resources as natural gas, in which great business 
risk is inherent, should be free of regulation particularly since competition is 
fully operative.” And in its annual report for 1954 the same company said 
further “As a large-scale purchaser of natural gas from independent producers, 
the Peoples Gas System wishes to stand by the prices specified in its agreements 
now or hereafter in effect. It expects those with whom it bargains to do the 
same.” 

The Illinois consumer is already protected against overcharges by the rate- 
regulating authority of the Illinois Commerce Commission. Far from experienc- 
ing a skyrocketing increase in rates, the people of my State have enjoyed prac- 
tically stable gas rates in a time when the cost of nearly everything else has 
climbed steeply upward. These rates were not artifically low prices promulgated 
by regulatory fiat. Our regulatory commission has an obligation to see that 
the public utility serving the customer makes its expenses and a reasonable per- 
centage of profit. When rates are too low to provide this amount, the commission 
is empowered to order an increase. When rates provide a yield in excess of the 
amount which the public utility company is allowed to make the commission 
can and does order a rebate to the utility company’s customers. 

Our continuing low-gas rates have, to my mind, been proof of increased 
operating efficiencies on the part of the companies concerned. As natural-gas 
consumption mounted, and increased the amounts of gas moving through the 
pipelines, lowered unit costs resulted. The increasing use of high thermal 
content natural gas in the facilities of the public utility distributing companies 
allowed them to supply a greatly enlarged volume of business without appreciable 
expansion of their mains and other facilities. This kind of increased efficiency, 
rather than arbitrary ratemaking, has been responsible for keeping at a low level 
the price of gas delivered to Illinois householders. In this regard, the cost of 
living increased 54 percent from 1945 to the end of 1954. In contrast the averages 
of typical monthly gas bills for five important Illinois cities have changed as 
follows: 


Monthly use 10, therms, a decrease of 12 percent 
Monthly use 25 therms, a decrease of 12 percent 
Normal monthly space-heating use, an increase of 10 percent. 

Since 1938, when the Natural Gas Act was enacted for the purpose of regulat- 
ing the interstate gas transmission lines, the public utility companies have also 
been protected against overcharges by the pipeline companies who supply them. 
The Federal Power Commission, which was appointed as the regulatory body 
under the Natural Gas Act, allows rate increases in approximately the same 
Ianner as the commission which regulates public utility rates in my State. 
The rates that a pipeline company can charge are based upon its operating 
expenses plus a return on invested capital. 

H. R. 4560, which is currently under consideration by this committee, would 
amend the Natural Gas Act so as to exclude from Federal jurisdiction the local 
business of producing, gathering, processing, treating, compressing, and deliver- 
ing gas in or near the field where produced, and so as to eliminate Federal 
price-fixing of this competitively produced product when sold by the producer 
in or near the field. While the bill will permit interstate pipelines to expense 
their gas and the gas of their affiliates at the reasonable market field price, 
yet the bill assures the consumer that the pipeline company will not pay or be 
allowed to expense more than a reasonable market field price for the gas it 
purchases or produces. Under the bill a pipeline company cannot afford to 
pay more than a reasonable market field price for gas it purchases, because 
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when rate increases or applications for certificates are considered by the Com- 
mission, it must consider whether the price paid under new or renegotiated 
contracts which form the basis of such increase or certificate application are 
the reasonable market field price for the gas. 

The 300,000 families in my State who want gas for heating, and who do not 
now have it, are under no illusions that additional Government regulation of the 
producer will give them the gas they need. Quite the contrary. The additional 
reserves of gas which we need to assure future supplies to our State and make 
possible increases in our present supply will not be committed by producers sign- 
ing pig-in-a-poke contracts whose terms the FPC may instruct the pipeline com- 
panies to ignure. Nor, if the producing business is to be regulated as if it were 
a public utility, do we expect the people now in the business of wildcatting 
for oil and gas to continue active development—if all they can expect, when 
successful, is a utility type of return on their investment. 

There are few businesses in the United States as highly competitive and as 
heavily laden with risk as exploring for gas and oil. I cannot see how anyone 
ean contend that exploration for and production of gas has any of the char- 
acteristics of a utility-type operation. The recent hearings by the Federal 
Power Commission, in Docket R-142, demonstrated, if nothing else, the complete 
impossibility of attempting utility type regulation of producers’ prices with 
anything approaching fairness. 

At the Interstate Oil Compact Commission meeting held at Omaha, Nebr., 
September 9-10, 1954, the commission unanimously adopted a resolution from 
which I now desire to quote, in part, as follows: 

“* * * The exercise by the Federal Power Commission of the authority im- 
posed upon it by the decision of the United States Supreme Court aforesaid 
and order 174-A will conflict with, impede, burden, and be detrimental to the 
enforcement by the States and their agencies of regulations for the conservation 
of oil and gas and necessarily result in decreased supplies of these essential 
products and in higher prices to the consumer to the great detriment of the 
Nation, the public, and the consumer as well as the producer * * *” 

As chairman of the commission, I urge that the remedial legislation under 
consideration by this committee is in accordance with and will meet the funda- 
mental objectives of the resolution and petition of the compact as set forth 
in its full resolution and petition. 

Further, as Governor of the State of Illinois and representative of one of the 
largest gas-consuming populations of the Nation, it is my belief that these 
remedial amendments will result in the future discovery, and availability at 
reasonable prices, of new large reserves of natural gas for the use, benefit, 
and convenience of all our people. I believe that, for the reasons I have already 
outlined, the gas-consuming public of my own and other States is already ade- 
quately protected against unreasonably high prices, and will be still further 
safeguarded by the new protective measures contained in H. R. 4560. I, there- 
fore, earnestly recommend that your committee report favorably on such 
resolution. 


RESOLUTION—INTERSTATE Orn, Compact COMMISSION, OMAHA, NeEsrR., SEPTEMBER 
11, 1954 


Whereas oil and gas in ample supply are essential to the security as well 
as the economy of the Nation, and adequate supplies and reserves of these 
irreplaceable natural resources can be obtained and maintained only through 
proper conservation practices; and 

Whereas under our system of government conservation of oil and gas has 
been recognized by both Federal and State authorities as a function of the 
States and their regulatory agencies; and 

Whereas under State conservation regulation the oil and gas industry operating 
under our system of free competitive enterprise has discovered, produced, and 
maintained adequate supplies and reserves of oil and gas to meet the needs of 
the Nation in time of peace and war; and 

Whereas the United States Supreme Court by the Phillips decision has 
reversed the rulings of the Federal Power Commission and required it to exercise 
control over the price at which gas is sold by independent producers to purchasers 
who transport the gas in interstate commerce for resale; and 

Whereas pursuant to this decision the Federal Power Commission in Order 
174-A, adopted without notice or hearing, has asserted control over the price 
and over the rates of production of gas subject to its jurisdiction and denied 
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to independent producers the right to reduce or cease deliveries of such gas 
without first obtaining the approval of the Commission; and 

Whereas much of the gas over which the Federal Power Commission has 
thus asserted jurisdiction is casinghead gas produced as an incident to the 
production of oil, and the quantity thereof necessarily varies from time to time 
depending upon the oil allowables established by State conservation authorities; 
and 

Whereas it is often necessary to use gas produced with oil and nonassociated 
gas for the purpose of pressure maintenance, repressuring, cycling, and other 
programs for the conservation of oil and gas; and 

Whereas the exercise by the Federal Power Commission of the authority 
imposed upon it by the decision of the United States Supreme Court aforesaid 
and Order 174-A will conflict with, impede, burden, and be detrimental to the 
enforcement by the States and their agencies of regulations for the conservation 
of oil and gas and necessarily result in decreased supplies of these essential 
products and in higher prices to the consumer to the great detriment of the 
Nation, the public, and the consumer as well as the producer; and 

Whereas the purpose of the interstate compact to conserve oil and gas is to 
promote the conservation of oil and gas and encourage the States to enact 
legislation and promulgate regulations to bring about the conservation of oil 
and gas: Now, therefore, be it 

Resolved, That the Interstate Uil Compact Commission created by the compact 
aforesaid does hereby express its deep concern over the effect of the Phillips 
decision and the action of the Federal Power Commission pursuant thereto upon 
the conservation of oil and gas and State regulation thereof and respectfully 
petitions Congress to amend the Natural Gas Act so as to make it clear that the 
Federal Power Commission shall not have authority to fix the price of gas paid 
to the producer and gatherer of natural gas sold in interstate commerce for 
resale: Be it further 

Resolved, ‘That copies of this resolution be sent to all Members of Congress. 

True copy: Unanimously adopted at the regular meeting of the Interstate 
Oil Compact Commission held in Omaha, Nebr., September 11, 1954. 

Part Foster, Executive Secretary. 


Mr. Harris. That is all, Mr. Chairman. 

The CuHarrMan. Are there any other requests by members for state- 
ments to be included in the record? If not, the committee will stand 
adjourned until 10 o’clock Moriday morning. 

(Thereupon, at 10:55 a. m., the committee adjourned, to meet 
Monday, May 2, 1955.) 











NATURAL GAS AOT 
(Exemption of Producers) 


MONDAY, MAY 2, 1955 


Howss or REPRESENTATIVES, 
COMMITTEE ON INTERSTATE AND ForEIGN CoMMERCE, 
Washington, D.C. 

The committee met at 10 a. m., pursuant to adjournment, in room 
1334, New House Office Building, Hon. J. Percy Priest (chairman) 
presiding. 

The Cuarmman. The committee will come to order. 

When these hearings on the bills to amend the Natural Gas Act 
opened on March 22, we had as our first witness that day Chairman 
Kuykendall of the Federal Power Commission. 

There were a number of interruptions due to rollcalls and an early 
session of the House. The committee was unable to ask all of the 
questions it wanted to ask on that occasion. So, we have the Com- 
mission back with us this morning. 

Chairman Kuykendall, we are glad to have you back. Do you 
have a preliminary statement to make after all these hearings, before 
we begin with questioning ? 


STATEMENT OF HON. JEROME K. KUYKENDALL, CHAIRMAN, 
FEDERAL POWER COMMISSION—Resumed 


Mr. Kuykenpatut. Mr. Chairman and members of the committee, 
I do not have a prepared written statement. However, we have fol- 
iowed the hearings as best we could, although we have not been present. 

There has been some discussion of the portions of the Harris and 
Hinshaw bills dealing with the treatment of company-owned gas; 
pipeline-owned gas. I wonder if it would be pertinent—— 

The Cuarrman. If I may interrupt you, Mr. Chairman, I hope that 
in keeping with a conversation we have had that you will either, in 
your preliminary statement, or at a later time, discuss the question of 
escalator clauses of various type, because that is one question the 
committee has been most anxious to get the viewpoint of the Com- 
mission on—if you will do that—I hope you will. 

Mr. Kuykenpa._. If I may proceed with this, I wonder if it would 
be appropriate to place in the record that portion of the opinion of 
the Commission in the Panhandle & Eastern Pipe Line rate case deal- 
ing with the weighted-average field price of gas. 

The Cuarrman. I should think that would be appropriate. 

Mr. KuyKenpauu. That opinion gives our reasons, 

Mr. Harris. May I inquire what pages of the opinion are? 
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Mr. KuyKkenpa.L. It starts on page 8 of the mimeographed copy of 
the opinion and ends on page 36 of the siondaonsd copy of the 
opinion. 

I have that extract here and I am ready to submit it if you want it. 

—_ CuarrMan. Then, without objection, it will be included in the 
record. 

(The portion of the opinion above referred to was inserted in part I 
of these hearings by Hon. Hale Boggs, and appears on pp. 242-255.) 

The Cuarrman. You may proceed with your statement. 

Mr. Kuykenpa.u. I have no further preliminary statement. I will 
be glad to take up your questions then, Mr. Chairman. 

The Cuarman. Very well. 

Mr. Kuyxenpa. I have felt, and I believe the majority of the 
Commission has felt, that the Harris bill as now drawn would have 
a tendency to prohibit activation of favored-nation clauses, because, in 
the past, so far as I know, the new and renegotiated contracts have 
always been the ones which have set off favorite-nation clauses. We 
do not like these favored-nations clauses particularly as I indicated 
when I was up here in the first place. I see no objection, and it might 
provide an additional safeguard, to place some control on these escala- 
tion clauses, including all types of favored-nation clauses, and spiral 
clauses; control similar to what the Harris bill provides for new and 
renegotiated contracts. 

As I understand it, the language which has been suggested here, 
would exclude from FPC control fixed-price contracts that provided 
for only fixed stated price escalations at stated periods and also any 
production and gathering tax expenses, that are to be passed on by 
the terms of the contract. 

We are agreeable, and we think that that should work about as well 
as what we would have to do on the new and renegotiated contracts. 
We would have no objection to the existing contracts, with favored- 
nation clauses and spiral clauses or any other type of clauses that may 
produce an unknown price at a given time, being subject to our ap- 
proval and in the same manner as a new and renegotiated contract 
would be. 

The Cuatmman. May I ask a question at that point? 

Tf legislation should be written into the Harris bill that would give 
that authority with reference to existing contracts, of course the pipe 
lines, the transmission lines are public utilities already. 

Mr. Kuykenpa.t. Yes. 

The Cuatrman. And there would not be any legal question about 
your right, insofar as that part of the contract 1s concerned; the right 
to review and even to alter, or modify. 

Now, if the Harris bill passes without making the producer a public 
utility, in your opinion, would that bring on a great deal of litigation 
insofar as existing contracts are concerned, or do you think it might 
be handled without a great amount of litigation or court procedure? 

Mr. KuyKenpatu. Well, this thought occurs to me, that the pro- 
ducers should be afforded an opportunity to come to the Commission 
and to present their side of the case. I would think that perhaps, as 
a matter of due process, they should be entitled to appeal a ruling that 
affected them adversely. 

Those points raise legal questions which I am sure can be worked out. 

The Cuarmrman. Are there other questions? 
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Mr. Dotiiver. Mr. Chairman. 

The Carman. Mr. Dolliver. 

Mr. Dotutver. You have referred to the favored-nation clauses and 
the escalation clauses. 

There have been very serious complaints about those from a number 
of witnesses, as you know, in the hearings. 

Would you be willing to make a statement as to how widespread 
and how universal the use of that type of a clause is in contracts 
between producers and pipelines? 

Mr. KuyKenpatu. Well, I could only generalize on it, Mr. Dolliver. 

Mr. Dotutver. That is what I want; generalization. 

Mr. KuyKenpatt. I think they are quite widespread through the 
industry. It has been a device which many, many producers have used 
due to the fact that they were required to make long-term contracts 
of about 20 years and we have, of course, many of those contracts on 
file. We have not been able to make any analysis to determine how 
many of them have favored-nation clauses in them. 

On the other hand there may be less now than there were, because 
several pipeline companies renegotiated their contracts and got rid 
of the favored-nation clauses. Generally, at the same time, they have 
gotten an additional supply of gas and p gamvng increased their pay- 
ments, but they have gotten more gas and gotten rid of those favored- 
nation clauses. 

The Cuamman. Will the gentleman yield ? 

Mr. Dotuiver. Yes; I will yield to the Chairman. 

Mr. Kuykenpbauy. But I would not want to lead you to believe there 
are just a very few of those contracts. I think there is a considerable 
number. 

The CuatrMan. In line with my own question and the response of 
the Chairman would you say, Mr. Chairman, that there presently is a 
tendency to eliminate, or a tendency on the part of the parties to the 
contracts to leave out, those clauses rather than to include them; or 
—_ you had an opportunity to study the situation enough to know 
that ? 

Mr. KuyKkenpbatu. I could not say. I could not answer that ques- 
tion. I have heard—and this is really more or less hearsay that I have 
a up—that a number of producers have indicated that they now 
snow enough about supplying gas to pipeline companies for long 
terms, so that they feel that they can do without the favored-nation 
clause much better than they thought they could 5 or 10 years ago. 

The Cuarmman. The reason I asked the question and asked the 
gentleman to yield to me in order to permit me to ask the question, was 
that one of the representatives of a very large pipeline company said 
to me, privately, after the hearings had adjourned at noon one day 
last week, that he personally felt that favored-nation clauses and other 
types of escalation clauses had about served their purpose. 

Mr. KuyKenpa.w. I have heard that said. 

The Cuairman. I gather from that that there might be a trend 
toward doing away with them entirely or to reducing them greatly. 

Mr. Kuyxenpat. I have heard various people in the industry in- 
dicate just what you have stated. From that I do not know that I 
could say that there is an existing trend to eliminate them, but I would 
expect there will be a tendency to eliminate them further. 
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Mr. Harris. Will the gentleman yield? 

Mr. Doutuiver. Yes, I will yield. 

Mr. Harris. Well, is it not a fact, Mr. Chairman, that the higher 
escalation clauses referred to, that is those clauses which bring about 
an undetermined or unknown price, that such effect of such provisions 
can be brought about only by future contracts? I mean, to any great 
extent. 

Mr. Kuykenpatt. I am sorry, Mr. Harris, but I do not understand 
the question. 

Mr. Harris. Perhaps I have not made myself clear on it. 

But in the contracts, those unknown amounts become effective when 
some other conditions exist, do they not? 

Mr. KuyKkenpatu. That is right. 

Mr. Harris. Now the condition bringing an increase must be that 
another transaction be made of some company coming in and offering 
a higher price in that field. 

Mr. KuyKenpauy. That is right. 

Mr. Harris. Then, would not those future increases only be brought 
about if someone else comes in and makes a contract in that field to 
trip itoff. Is that not right? 

Mr. KuyKenpauu. That is right. 

Mr. Harris. Now, that being true to a great extent, any such in- 
creases under these existing contracts will become effective only on 
the new and future contracts, would they not ? 

Mr. Kuykenbay. Yes. 

Mr. Harris. Now, under the proposal—will you yield further, Mr. 
Dolliver ? 

Mr. Dotutver. Yes. 

Mr. Harris. Under the proposal then if this bill becomes law, the 
Federal Power Commission is given control and authority to consider, 
in connection with an increased rate in any new or renegotiated con- 
tract, whether or not such contract is at a reasonable market price in 
the field. Is that not true? 

Mr. KuykenDau. Yes. 

Mr. Harris. Then consequently, the actual effectiveness of all of 
these clauses in the future will be considered by the Federal Power 
Commission with this extended authority, would it not? 

Mr. KuyKenpau. That is true, and that is just what I indicated at 
the outset, that I think, generally speaking, that favored-nations 
clauses would be activated by the new or renegotiated contracts. If it 
could be assumed that the Federal Power Commission in approving 
new and renegotiated contracts would not approve a price higher than 
is now being paid in the field, very probably no favored nations clauses 
would be triggered. 

Mr. Harris. Well now, there is one type that could be. And, of 
course, I think we have been perfectly frank about it. There is one 
type that could increase the price without being influenced by new or 
renegotiated contracts, and that is a contract which gives the pro- 
ducer an increase on the basis of the pipeline itself obtaining an 
increase. 

Mr. KuykenDALy. Yes. 

Mr. Harris. Now, that is the only type of such contract that 
could increase prices automatically apart from additional contracts 
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in the field which the Federal Power Commission would have to 
look at. 

Mr. KvyKenpatu. That may be true. I would say this, however 
that I personally feel that in dealing with the new and renegotiat 
contracts, we might find it better, administratively, if we did not 
have to worry about what would happen to other producers’ prices 
when we dealt with a particular price submitted to us. 

I do not contemplate that the Commission would be approving 
higher prices all of the time, but I suppose there might be peculiar 
circumstances where we might feel compelled in certain instances 
te: give a price which might happen to be high enough to trigger off 
some favored-nations clauses. If the law were such that, by our 
doing so, if we felt we were required to do it, we still would not 
automatically set off a chain reaction of other price increases, it would 
be beneficial, I believe. It would permit us to pass on each case 
on its merits, and not have the merits of one case affected by what 
we feared would happen to another contract not then before us. 

Mr. Harris. I thank the gentleman. I am sorry for having taken 
so much time. 

Mr. Dotuiver. The fact is that some of the most serious objec- 
tions we have had from the witnesses here to the Harris bill have 
been on the basis that it did not take, the Harris bill, does not af- 
fect favored-nations clauses and escalator clauses that are present- 
ly existing and the suggestion has been made that the Commission 
be given the power to examine those existing objectionable clauses 
and outlaw them. _ 

Are you prepared to express an opinion on the advisability of 
such legislation at this time? 

ree Mr. Dolliver, I thought I had already expressed 
myself. 

Mr. Do.utver. I guess it escaped me. Maybe I was not here. 

Mr. Kuyxenpaty. I am sure I speak for the majority of the Com- 
mission, with whom I was in agreement, in our general report on 
this type of legislation. We are ready and willing to assume that 
responsibility, and I believe we are capable of performing it. 

In my opinion, it is preferable to the conventional utility type of 
regulation which the majority of us do not feel is applicable to 
natural-gas producers. 

It still leaves the competition to work in any area where there is 
competition, or adequate competition; it merely puts some sort of 
a control at the top which might prevent abuses in any case where, 
due to the peculiar circumstances, the producer might have been able 
to extract an excessive price; but it does not endeavor to assure a 
given rate of return to producers; I do not believe it would build 
up greater monopoly, as utility regulation does. 

Mr. Do.uiver. One more thing, in order that we have it in the 
record—and it may be in the record from other witnesses—but I would 
like your description of a typical contract which contains the favored- 
nations clause, and another one that contains an objectionable escala- 
tor clause. 

Would you describe those two types of clauses ? 

Mr. KuyKenpaii. Favored-nations clauses are of several types. 
Perhaps the simplest one is a provision wherein the buyers agrees to 
pay the seller a certain stated price, but he also agrees with the seller 
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that if he, the buyer, should buy any more gas in that area under 
substantially similar conditions and in similar quantities and pay 
higher prices to anyone else, a higher price will then automatically 
be paid the first seller. That is what we refer to as a two-party 
favored-nations clause. 

The three-party favored-nations clause is a provision whereby the 
buyer says at the outset he will pay a given price, but in the future 
will pay a price equal to that paid by anybody else who thereafter 
comes into the area and purchases gas under similar conditions, and 
in similar quantities. 

Then, there are other types where the contracts are renegotiated 
periodically perhaps by use of a standard of the three highest prices 
then prevailing in the field for gas sold under similar conditions and in 
similar quantities. The average of those prices is used to fix the 
price in that particular contract for a given period. 

Mr. Dottiver. That price is what is called a price redetermination 

Mr. Kuykenpatu. Yes; and I think those contracts generally pro- 
vide that in case the parties cannot agree on what the price is, accord- 
ing to that formula, it shall be submitted to arbitration. 

These so-called spiral-escalation clauses provide a formula for 
increasing the producers’ price which has in it, as one factor, the 
possibility that the pipeline company itself may get a rate increase 
and if it does, and sells that gas at a higher price, then, automatically 
the producer gets a higher price for the gas he sells to the pipeline 
company. 
~ Mr. Doriiver. Now, to turn to another subject, Mr. Kuykendall, 
with reference to the Staggers bill, which is an attempt to limit or 
even prohibit the use of natural gas for boiler-fuel purposes for 
producing electricity or perhaps other industrial uses. 

Has the Commission given any consideration to that typé of leg- 
islation ¢ 

Mr. KuykrENDALL. Yes,.we have; and we have submitted a written 
FSP oe on the Staggers bill and similar bills which have been intro- 
duced. 

Mr. Dotiiver. At the present time, does the Commission, the Fed- 
eral Power Commission, exercise any control over such sales of natural 
gas directly by pipelines to an industrial consumer for boiler pur- 
poses, or for other industrial purposes ? 

Mr. KuyKenpa.u. We have no rate control over those sales. 

In our seers which we submitted here, and in which the majority 
of us agreed, we stated we did not see any need for that rate control. 

We have heard no demand from any industrial customers that they 
needed protection. So far as we could tell, the industrial customer 
would rather negotiate with the pipeline company for whatever gas 
he can get at whatever price he can agree on. The great volume of 
that gas is sold as interruptible gas, which means the industrial cus- 
tomer has equipment by which he can burn other fuel, so he takes gas 
when he can get it or when it is advantageous to him, and burns other 
fuel the rest of the time. 

So we felt, the majority of us, Commissioner Digby, and Commis- 
sioner Stueck, and I, that there is no need for regulation over these 
direct industrial sales. 

Now, I think that answers your question as far as price goes. 
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We do certificate the connection or the installation which the prpe- 
line makes in order to make those direct industrial sales. I believe 
that is necessary, and obviously it is lawful for us to do that in order 
to safeguard sufficient gas supplies for resale which go, by and large, 
to the domestic and commercial customers of the distributing com- 
panies. ‘ 

So, when we do that, we really, in effect, sometimes do, and can if we 
wish, consider the merits of the sale and whether we think it is for 
proper use, and so forth. 

The pipeline companies think that we are getting out of our province: 
if we consider these other things, yet the coalmen think that we should. 

The fact is we can, by authority to certificate these connections and 
additional installations for direct sales, control them as to whether or 
not they will be made in many cases. 

Mr. Doxtttver. Now, that leads me to another question which has 
been very vehemently talked about in these hearings and that is the 
question of these industrial sales, or interruptible sales—or call them 
what you will—and their effect upon the price to the domestic con- 
sumer. 

The trend of the testimony has been that where there is a large 
industrial use and an increase in price of the gas comes about, that price 
is all passed on to the domestic consumers, and the large industrial 
user gets the same rate, but any increase that is brought about is passed 
on to the industrial user. 

Mr. O’Hara. You mean the household consumer? 

Mr. Doxiiver. The household consumer. The residential user. 

Would you comment upon that and state whether the Federal Power 
Commission takes that into consideration in issuing these certificates 
for connection with industrial consumers? 

Mr. KuyKenpati. Well, in every rate case, we must allow the pipe- 
line company a fair rate of return. They are sort of hybrid com- 
panies, as the law now is. Part of their business is regulated and part 
is not. 

So, we must make allocations between the jurisdictional industrial 
business and nonjurisdictional business. 

Since prior to the time’I have been on the Commission, and ever 
since I have been there, which is about 2 years now, the Commission 
has, generally. speaking, allocated half of the fixed expenses to the 
commodity function. 

Ordinarily, the volume of the industrial sales is nothing like half 
of the total volume sold by a pipeline company. Of course, that per- 
centage varies from company to company. 

Mr. Dotuiver. And from region to region. 

Mr. Kuykenpatu. And from region to region. But the Commis- 
sion has felt that since these industrial sales get this advantage of 
the installations and facilities which were in operation, that it is only 
fair to allocate half of those fixed costs to the commodity function. 

It seems to me that this has the effect. of preventing the jurisdic- 
tional customers from bearing all of the burden. 

I know that in almost every rate case we have that issue of alloca- 
tion. The pipeline companies almost always vigorously contend that 
we are overloading the industrial sales. 

Mr. Bennett. Will the gentleman yield? 

Mr. Dotutver. Yes; I will yield to the gentleman. 
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Mr. Bennerr. Well, Mr. Chairman, what effect, if any, would it 
have upon the price of residential consumers if industrial gas goes 
slirensh the local distributing company, as against being sold directly 
from the pipeline to the industry 

In other words, if the pipeline is required to sell its gas to the dis- 
tributing company, and the distributing company in turn sells to 
industry, does that have the effect of lowering the price to all other 
consumers, including residential consumers ? 

Mr. KuyKxenpauu. Yes; I think it would. It would also have the 
effect of raising the price of the industrial consumer, I believe. 

Mr. O’Hara. Will the gentleman yield? 

Mr. Dotirver. Yes; I will yield to my colleague. 

Mr. O’Hara. Mr. Kuykendall, as I understand, some of the testi- 
mony at least, the pipeline companies generally sell direct to the 
industrial consumers, or a certain group of industrial consumers 
direct ; then, on the other hand, they sell to the distributor, and he in 
turn sells to certain industries and commercial users. Is that not 
correct ¢ 

Mr. KuyKenpautu. That is correct. 

Mr. O’Hara. Now, there are two types of charges made, are there 
not? There are the demand charge, and what are the other charges? 

Mr. KuyKenpati. Commodity. 

Mr. O’Hara, Made of the distributor ? 

Mr. KuyKxenpati. Commodity charges. 

Mr. O’Hara. Commodity charges? 

Mr. KuyKkenpau. Yes. 

Mr. O’Hara. Now, the commodity charges are lower or higher than 
the consumer charges, or demand charges rather? Now, is the com- 
modity listed under—the commodity charges, are those industrial and 
commercial consumers to which the distributor sells? Is that true? 
Are they listed under a different rate than the demand charges? 

Mr. Kuyxenpatu. Different rates of the distributing company you 
mean ? 

Mr. O’Hara. Yes; from the pipelines to who the pipelines sell. 
The pipeline has two different types of rates that he charges. First, 
those from the distributor that are regulated. 

Mr. Kvuyxenpatu. That is right. 

Mr. O’Hara. One is the commodity charge and the other is the de- 
mand charge. Now, which is the higher, and which is the lower, or 
does it vary ? 

Mr. KuyxKenpaun. Well, you cannot compare them really that way. 

If you think of the demand charge as a capacity charge, I think 
you can understand what it is, a little better. There frequently is a 
contract demand charge. The customer pays to the seller so much 
to have that capacity available to him on an annual basis. He also 
pays a commodity charge which is for the specific volume that he 

uys. At the end of the year, you can compute these and determine 
what each thousand cubic feet of gas cost. 

I would think, since the distributing companies sell largely on an 
interruptible basis, that they would probably make only a commodity 
charge to their interruptible industrial customers. 

Mr. O’Hara. Well, the point that I am trying to make, Mr. Chair- 
man, is the effect of these two types of charges in which the distribu- 
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tor finds himself and the effect of the industrial user; direct indus- 
trial users from the pipeline. 

Now, when the distributor sells to an industry—I am speaking now 
of the individual distributor—do they generally have an interruptible 
clause in the furnishing of that commodity, where it is from the 
distributor ¢ 

Mr. Kuyxenpatu. I think so. Probably they may have both types 
of customers. They may have firm industrial customers and inter- 
ruptible industrial customers. 

Mr. O’Hara. Well, it probably is reiteration, and I apologize for 
it, but I was appraised of the fact that the testimony—or there has 
been some strong testimony to the effect that the sales to the indus- 
trial users are not affected by the price increase, because they have 
generally reached pretty much a competitive limit, so that when there 
is a price increase, Mr. Chairman, that it does fall on the residential 
consumers, far more, and to a greater degree, than it does upon either 
the industiral consumers or the commercial—or the commercial or 
industrial consumers of the distributor, and that that is largely due 
to the fact that the commercial and industiral users, both from the 
distributor’s viewpoint, and from the pipeline direct sales viewpoint. 
has reached a competitive level. 

Now, is that a fair statement of the general situation as you under- 
stand it, or is it not? 

Mr. Kuyxenpaty. Of course the situation varies from area to 
area. 

There are a number of areas, I am sure, where competing fuels 
will take the market if the price of industrial gas is raised a substan- 
tial amount, but that ani happen, I believe whether or not the in- 
dustrial rate is regulated. If it is regulated and you increase it so 
that gas prices itself out of the market for industrial purposes, the 
dual customers will switch to other fuels. 

Mr. O’Hara. That is all, Mr. Chairman. 

Mr. Douutver. I will yield the floor, Mr. Chairman. 

Mr. O’Hara. I have some more questions to ask. 

The Cuarrman. Then, you may proceed. 

Before you do, will you yield to me? 

Mr. O’Hara. Yes. 

The Cuairman. Mr. Chairman, during the last week, I believe the 
gentleman from Arkansas, Mr. Harris, cited for the record a Supreme 
Court decision in 1947 in which the Court held that State commissions 
had the authority to regulate prices under sales to industrial consumers. 

The question I have is, Do you know how many, or substantially or 
approximately how many State commissions have exercised that 
authority ? 

Mr. Kuykenpatt. No; I could not tell you that, Mr. Chairman. I 
do not know how many have. I suspect that they have felt that 
generally there is no need for such realtone. 

The CuHarmman. Mr. O'Hara. 

Mr. O’Hara. Then, following that question up, what would happen 
in the four States where they have no State utility commissions, Mr. 
Chairman ? 

Mr. KuyKkenpauu. Well, if there is no regulation within the State, 
then, obviously, neither the industrial, direct industrial sales, or the 
retail sales will be regulated. 
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Mr. O’Hara. What would happen in my State of Minnesota, for 
instance, just applying it to my own State, and in Iowa, ene 
and some other States? Well, Mr. Kuykendall, getting back to the 
problem which is before the committee—the overall problem—it is 
quite obvious that under the Phillips decision the Federal Power Com- 
mission are now charged with the responsibility of regulation of all 
existing contracts. Is that not true? 

Mr. Kuyxenpautyt. We are charged with regulating the price of any 
gas which producers sell in interstate commerce. 

Mr. O’Hara. That is right. 

Mr. Kuykenpatu. Maybe I oversimplified it. Some lawyers argue 
that wellhead sales are not involved. There may be some legal ques- 
tions. We have jurisdiction over a great volume of producers’ sales 
in interstate commerce, undoubtedly. 

Mr. O’Hara. Well, Mr. Chairman, do you see any objection to the 
committee writing a bill which would impose that same duty or juris- 
diction over the sales of all gas for interstate purposes—wellhead, 
pipeline operations—which would take jurisdiction or give jurisdic- 
tion to the Commission to exercise all such vontrols under the present 
formula of the fair and reasonable price provision ? 

Mr. Kuykenpbatt. I was asked a similar question when I was here 
before and I know the argument has been made that a reasonable 
market price—is not that language in the Harris bill now? 

Mr. Harris. Reasonable market price in the field. 

Mr. Kuykenpatu. Yes; and the argument was made that that would 
mean the highest current price or highest price then being paid. I 
have not been able to follow the line of reasoning which has led some 
people to conclude that those terms meant the highest prices being 
paid, but to obviate any concern over it I would see no objection to 
changing the language. 

Now, my own thought is that “just and reasonable price” might 
be a satisfactory phrase. 

Mr. O’Hara. What is the difference between “fair and reasonable 
price” and “just and reasonable price”? 

Mr. Kuykenpatt. I do not think there is any. I think just and 
reasonable is a little more usual customary term. 

Mr. Beamer. Will the gentleman yield? 

Mr. Kuyxenpatt. I think fair and just mean the same thing, it 
seems so to me. 

Mr. O’Hara. If you will let me pursue this now for just a moment. 

Mr. Beamer. Yes, Mr. O’Hara. y 

Mr. O’Hara. Mr. Kuykendall, what is your measuring stick under 
the pre-Phillips decision? I mean, what has been the measuring stick 
of the Federal Power Commission on just and reasonable or fair and 
reasonable, or. whatever you may imply? I think we are all con- 
cerned with the interpretation of just and reasonable and fair and 
reasonable. 

Mr. Kuykenpatn. Our standard has been “just and reasonable 
rates,” and that. is contained in section 4 of the Natural Gas Act. 

Now, I would have no objection to the use of that phrase, except for 
the fact that the argument will be made—as a matter of fact T just 
recently read an article in the Cornell Law Review Quarterly, where 
the point was made that those words “just and reasonable rates” were 
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used by Congress when it had a particular concept of ratemaking in 
mind and that was giving a fair return on a rate base. 

If that language i is used, I am quite sure the Commission would 
be confronted with the contention that. we should regulate these pro- 
ducers as we regulate the pipeline companies, by calculating rate base 
for them and allowing a fair return on that rate base. 

Now I believe that Mr. Harris did not want to do that in the bill 
that he has introduced. 

So, if that is not the intention of this committee or of the Congress, 
I would recommend that the phrase “just and reasonable rate” not 
be used, because I think it will bring on that question and bring on a 
lot of litigation over it. 

I would see no objection to “fair and reasonable prices,” or “just 
and reasonable prices.” 

Mr. O’Hara. Offhand, not having carefully looked into it, I would 
think that the terms, generally speaking, for instance, when used as 
a measure of damages in law, are used pretty much interchangeably. 

Mr. KuykenpbatL, Yes. 

Mr. O’Hara. I realize that when we get into utility law there may 
be a fine distinction which you may very well call to our attention, 
Mr. Chairman. 

I will yield to the gentleman. 

Mr. Beamer. Well, Mr. Kuykendall, pursuing that thought, you 
spoke of as “just and reasonable.” Whether it is on prices or rates, 
is there a distinction between the fair and reasonable price and the 
just and reasonable price for rates to the independent producers, or, 
shall we say, to the gas that is produced by the pipeline companies who 
own some wells of their own? Would there be a distinction there, 
or would there be a differential, since the pipeline companies own some 
of their own producing wells or fields?’ How would we arrive at a 
fair and reasonable price or whatever the term to be used is? 

Mr. Kvuyxenpatt. I think we should have the same standards for 
both types of operators. 

I think the independent producers should not have any advantage 
over the pipeline producers, which the independent producers had up 
until the Phillips case and up until our Panhandle decision. 

I think it is healthy that the pipeline companies do have some 
production of their own and the reasons for that thinking by a ma- 
jority of the Commission are all explained in the Panhandle Pipe 

Line Co. case, which is now a part of the record. 

But, I think we ought to use the same standards for the pipeline 
producer of gas as are used for the independent producers. 

Mr. Beamer. Just one more question, if I may. Do you feel any 
of the bills before the committee at the present time will adequately 
provide for that fair and reasonable return or price to both the inde- 
pendent producers and wells owned by the pipeline companies ! 

Mr. Kuykenpbauu. Yes; I think so. We use the phrase “reason- 
able market value,” which perhaps is objectionable to some people. 

Mr. Beamer. What do you say about fair field price? Is that 
justifiable ? 

Mr. KuyKkenpbauu. Well, offhand, I would think that that might be 
a more ambiguous phrase than some of these other phrases that we 
just mentioned. I may be wrong. And, you never can foresee all 
of the contentions that will be made. 
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I do not believe that that phrase is too well understood and has too 
well understood and accepted meaning. 

Now, I know what I think it means, but my conception might not 
be the same as other people’s. 

Mr. Bennett. Will the gentleman yield? 

Mr. Beamer. Mr, O’Hara yielded to me. 

Mr. O’Hara. Yes; I will yield to the gentleman from Michigan. 

Mr. Bennett. Is there not a considerable difference in the meaning 
of the term “just and reasonable price” or “fair and reasonable price,” 
as distinguished from “reasonable market price”? What I mean is 
this, Mr. Chairman: For the first time, as [ understand it, the word 
“market” has been associated with the rate base or the price formula. 

Mr. Kuyxenpauu. Yes. I might say that I do not suppose it is 
wise for me to discuss all these cae too much and give an off-the- 
cuff opinion of them, because if this legislation is enacted with any 
particular phrase in it, I may find I have made a record where I 
seemingly construed it in a particular way. In a case where all 

arties are represented, I might change my mind; but I will say this, 
Mr. Bennett, that I know that the use of that. phrase “market price” 
has caused considerable worry and consternation among people and 
they have thought that it would bring about the highest recent price. 

Perhaps you were not here, but I suggested that I thought that “just 
and reasonable price” or “fair and reasonable price” would overcome 
any such fear, and I see no objection to either one of those phrases. 

Mr. Bennetr. Would you prefer that it be “just and reasonable,” 
instead of “reasonable market price” ? 

I think your opinion, or the opinion of the Commission, is important 
on this matter, because, as I understand it, you have generally ap- 

roved the Harris bill and, therefore, since this is new phraseology it 
is important for us to know the position of the Commission. 

Where would you go? How far would you depart from the long 
established and historical ratemaking formula, if you adopted a 
formula which tied the price to the market, in your opinion ? 

Mr. Kuykenpautu. Well, to summarize, I think—to overcome any 
fears that some people may have—and there again it is difficult to 
discuss all of this, because, as I say, I may have a problem. directly 
before me in a case sometime—I would suggest that the term “market 
value” is a new phrase which does not have any particular usage in 
the utility regulatory field that I know of. I aaa sug either the 
use of “just and reasonable price” or “fair and reasonable price,” as 
Mr. O’Hara has suggested. 

Mr. Benner. Now, just one other thing on that point. 

If the Harris bill were adopted, would you not come out with two 
separate ratemaking procedures and have as a result, probably several 
different prices for the same kind of gas? This is what I mean: If 
the existing contracts are to be unregulated and the prices there- 
under are to be raised in accordance with their terms, including esca- 
lator and favored-nations clauses, then the Commission has no control 
over those prices. 

Now, under the other provisions of the Harris bill with respect to 
new contracts, you are required to fix a reasonable market price. 

Now, my question is this: Would it not be possible for you to fix a 
reasonable market price, let us say, in a new contract at 10 cents per 
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thousand cubic feet and at the same time have a price under an ex- 
isting contract of 15 cents, because of an escalator clause, or what not? 

Mr. Kuyxkenpbauu. I think it would be entirely possible and quite 
probable that we would fix some prices at less than the very highest 
price being paid. 

Mr. Bennett. So that you would have two or more price bases if 
the Harris bill were adopted ¢ 

Mr. Kuyxenpatu. That is correct. 

Mr. Bennett. So you think that is fair? In other words, if Con- 
gress decides to adopt the Harris bill and directs the Federal Power 
Commission to fix a reasonable market price, do you not think it ought 
to apply across the board ? 

Mr. Harris. Would you restate that? I did not catch all of it. 

Mr. Bennett. I said if the Harris bill were to be adopted, having 
in it a provision that the price shall be fixed as a reasonable market 
price, then it should apply to all gas sold. If you don’t, you would 
have some gas selling at a reasonable market price, which may be a 
good deal lower than other gas being sold under existing contracts. 

So you, in effect, set up two price standards for exactly the same 
product coming out of the same field. 

I cannot follow that, Mr. Chairman, and I wonder how you feel 
about it. 

Mr. Kuykenpauu. Well, in the first place, the gas may vary in 
quality. The number of B. t. u.’s may vary. Or it might vary in pres- 
sure. It is not all necessarily just exactly the same. I mean, all gas is 
not exactly like all other gas. 

Mr. Bennerr. I understand that. 

Mr. KuyKenpatu. So you have that factor. 

Mr. Bennett. I am talking now about exactly the same kind of gas. 
If this bill were adopted, we could have 2 prices for the same kind 
of gas; exactly the same kind of gas. 

Mr. Kuykenpauy. Well, at the present time that situation exists 
in many places where different people are paying different prices. 
As a matter of fact there are quite a number of old gas contracts which 
have no favored-nation clauses in them. They have simply a fixed 
price. Those prices now have become rather low compared to the 
average; but the seller is stuck with that contract, and I think you 
will sive have some difference in these prices unless Congress deems 
it wise to have the industry regulated completely. If you want to 
try to have competition, then I think that you should let the buyer 
and the seller continue to negotiate, and the different buyers and the 
different sellers at different times may arrive at different prices, and 
we can check them to see whether their prices are out of line or 
excessive. 

Mr. Bennett. I agree with that. That is not what I am talking 
about. 

These escalation clauses in existing contracts do not operate on a 
basis of competition. I think we are all agreed on that. 

Right now, you have got gas coming out of the same field, the 
same kind of gas which goes to the pipeline under a contract with 
an escalation clause in, and it is selling, let us say, at 15 cents per 
thousand cubic feet. 

Now, you get a contract, a new contract, for the same kind of gas, 
which you must approve, and you go into the matter and you find 
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that a reasonable market price is 10 cents, and you establish a price 
of 10 cents. 

Now, that is the situation I am talking about.. You have 2 prices 
then for gas coming out of the same field, the same kind of gas, have 
you not? 

Mr. Kuykenpatu. Yes. 

Mr. Bennett. Do you think that is wise? 

Mr. Kuyxkenpatt. I see no objection to it. We have it now. We 
had it before the Phillips case. 

Mr. Movtper. Will the gentleman yield? 

Mr. Bennett. I will yield. 

Mr. Movtper. I do not know how you apply the term “reasonable 
market value,” but generally the legal meaning is a price that a buyer 
is willing to pay, but who is not compelled to buy, to a seller who is 
willing to sell but not. compelled to sell. If that is true, then that 
would not apply in this case. 

Mr. Kuyxenpaut. It might. I do not know why it would not. 

Mr. O’Hara. Mr. Chairman, pursuing my line of questions. I 
would like to yield the floor as quickly as I can. 

Mr. Kuykendall, a suggestion has been made here and I want to get 
your views on it, that ae the Phillips case, or under an amendment 
of the bill which has been suggested in an outline of one of my 
previous questions to you, where the Commission takes jurisdiction 
over all contracts, existing as well as future, either under the Phillips 
case or under a bill which might be reported out of this committee, 
do you not agree that under either the Phillips case, or such a pro- 
vision, that there are some contracts for sale of gas where the sellers 
would be entitled to an increase under the theory that you have 
jurisdiction over the prices, where they are getting 4 or 5 cents? 
We will say, in fields where other sellers are getting 10 or 12 cents. 
Would you not feel that there are some such contracts which would 
be entitled to an increase and should have an increase? Is that not 
correct ? 

Mr. KuyKenpau. Well, as I indicated a while ago, I believe there 
are those situations where some fixed-price contracts even now contain 
a very low price. 

Naturally, if I were one of those producers, if I had a low-price 
contract, I would like to get the price increased; but I think by and 
large, the producing industry is willing to stand by its contracts, and 
I am so used to making efforts to keep rates down that I have never 
given much thought to going out on my own and help somebody 
increase rates, and I have not worried very much about them, and I 
think it is true that although they might. like to have relief, neverthe- 
less they would rather have the right to make their own contracts 
subject to a minimum of supervision or regulation over them. 

Mr. O’Hara. I appreciate, Mr. Chairman, that that is probably 
true; but some who have violently opposed this bill have conceded that 
under the Phillips decision that they believe that would be the situa- 
tion, as I have outlined it. 

There are certain contracts in existence where under the theory of 
“just and reasonable” that they would be entitled to such increases. 

Now let me ask you this: The suggestion has been made by some— 
and I believe there is legislation before this committee, I suppose in 
recognition of the problem which the small independent gas producers 
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are confronted with, that we should control the large ones and leave 
the small ones out. 

Now, do you recommend any such provision as that, Mr. Kuyken- 
dall, or do you think it ought to be all fish or all fowl? 

Mr. Kuyxenpau. I think, and the majority thinks, that it ought to 
be all fish or all fowl. We have submitted a written report on Mr. 
Heselton’s bill which would provide for exempting small producers. 

We also point out that we do not think that 1#t would work in 
many fields. Where the field is unitized, and there is one unit oper- 
ator, who delivers the gas in interstate commerce and handles the 
sales and collects for the sales, the gas he sells includes that owned 
by many owners—some small and perhaps some large—and in those 
cases you cannot separate the big fellow from the little fellow. The 
same 1s true in cases where the gas must be processed and goes through 
a processing plant and then the operator of a processing plant delivers 
the gas into interstate commerce, and collects the money. You cannot 
segregate the big fellow from the little fellow there. 

Mr. O’Hara. Well, administratively, under the Phillips decision, 
or under the suggested legislation that would incorporate control of 
all existing contracts, the Commission does have a tremendous problem 
of administration, does it not ? 

Mr. KuyKenpauu. That is true; yes. 

Mr. O’Hara. Well, of course it would be obvious, would it not, 
Mr. Kuykendall, that if you had one group regulated and another 
group unregulated you would certainly have higher prices in the 
unregulated field than in the regulated field. 

Mr. KuyKenpatu. That would be a possibility, I would think. 

The only restriction on the unregulated would be what the traffic 
would bear. I suppose, conceivably, you could have a great number 
of small operators in one area who would be unregulated and their 
sales might have quite a severe impact on gas users who got their 
gas from that field. 

Mr. O’Hara. On the other hand, under the Phillips decision, or 
under legislation which provides for immediate control or immediate 
ei ps sg of all of these producers, you do have a tremendous prob- 
em of the small independents having to come to Washington to get 
certificates, or else the Commission is going to have to be as fair as 
they can, or arbitrarily, measure out some means of allowing the 
gas producers a just and reasonable price for their product. Is that 
not true? 

Mr. Kuykenpbau. Yes, I think so. 

Mr. O’Hara. And how long do you think it will take you to pass 
upon all of those conditions under the Phillips decision; unless you 
get a lot more help? 

Mr. Kuyxenpatu. I could not say. There is this fact about it. 
The little producer may be here today and may be gone tomorrow 
when someone else has become a producer. I mean they are rather 
a fluctuating variable crowd. Of course, the big ones are with us 
all of the time. But, the little fellows may go broke, and then new 
people come along and take their place. They are not a public utility. 
They do not have the stability and they do not operate in one area, 
like a public utility does. 
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If we have to regulate each producer on a public utility basis, why, 
it is very difficult for me to see when, if ever, we will ever get out 
of the woods on it. 

Mr. O’Hara. Mr. Kuykendall, let me ask you a concluding question, 
that is my own personal question. I will not be angry at you if you 
cannot comply. 

Would you have any objection for the Commission, both the ma- 
jority and the minority, each to submit a bill which embodies what 
they think the committee should pass on 

Mr. Kuyxenpati. Well, that is quite an order. I rather feel that 
that would be rather presumptuous on our part, although I am pleased 
to know that you do not think it would. 

Mr. O’Hara. I recognize this is a terrific problem. I am not re- 
questing this because of any lack of confidence in my colleagues who 
are authors of bills. 

But, Mr. Kuykendall, this committee is earnestly and sincerely— 
every member of it—wanting to do what is right, and I know the 
Commission has the same desire and there is a difference of opinion 
in — Commission, and there is a difference in the committee. 

ersonally, I would welcome both the majority views and the mi- 
nority views of the Commission and would be glad to have them 
presented to us in the form of a bill. I would be glad to have the 
majority views and the minority views presented to us in the form 
of a bill, because I think it would be very helpful, and I do not think 
it would be presumptuous, aud the committee could work its will on 
any such bill or bills. 

Mr. Kuyxenpatt. I wonder if perhaps the Commission should not 
have a little more indication as to what is wanted. You might throw 
it in the wastebasket anyway, and I would rather work on something 
that might see the light of day. 

Mr. Harris. Will the gentleman yield ? 

Mr. O'Hara. I will yield to the gentleman. 

Mr. Harris. Is it not a fact that the majority of the Commission 
recommended the Harris bill and the Hinshaw bill and are now giving 
some of the technical details as to some suggestions for changes which 
will make it more workable? 

Mr. Koyxennatt. I believe that is correct. 

Mr. O’Hara. That still would not interfere with you presenting 
your views and your ideas, would it, Mr. Kuykendall ? 

Mr. Kuykenpat. I understand that those are the suggestions that 
we have made. 

Mr. O’Hara. I am making the request as an individual who has a 
great deal of confidence in the people who have been dealing with this 
highly technical subject for a long time, Mr. Chairman, and I respect 
both the view of the minority and the views of the majority, Mr. 
Kuykendall, very highly, and I suppose out of this committee we are 
going to have just about as much difficulty in reconciling those views 
as you on the Commission have. But, I would appreciate, as one 
individual member of the committee, having such bills before us. 

Mr. Kuyxenpauu. Well I believe then I can speak for the majority. 
I will say we will do the best we can. 

Mr. Draper. Mr. Chairman, speaking for the minority, I will do 
the very best I can. 
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Mr. Harris. Will the gentleman yield? 

Mr. O'Hara. Yes; I was going to yield the floor. aoe 

Mr. Harris. At that point, is it not a fact that the minority one 
of the Commission recommends no legislation at all? 

Mr. Draper. I am for the Heselton bill. 

Mr. Harets. He has two bills. Which one of the Heselton bills? 

Mr. Drarer. The one that ends with 24. I do not know what the 
first two numbers are. The last numbers are “24.” 

Mr. Harris. What it proposes to do is to confirm the Phillips case. 

Mr. Drarer. No, proposes to exempt all under a certain amount 
of sales from the jurisdiction of the act. 

(The following letter was later received from Mr. Draper :) 


FEDERAL POWER COMMISSION, 
Washington, May 9, 1955. 
Hon. J. Percy PRIEST, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. C. 


Desk Mr. CHAIRMAN: Pursuant to my understanding of the desire of your 
committee as of the closing of the hearings on H. R. 4560 at the session on last 
Monday, May 2, 1955, I submit herewith a statement which I prepared for our 
records here at the Federal Power Commission on March 21, 1955, in connection 
with my nonconcurrence in the report which the majority of this Commission 
submitted to your committee. 

I believe the accompanying statement reflects my views fully and clearly, and 
I can think of nothing of value to add thereto. 

Yours very sincerely, 


CLAUDE L. Draper, Commissioner. 


EXPLANATORY STATEMENT ON NONCONCURRENCE IN COMMISSION REPORT ON HARRIS 
Bru, H. R. 4560 


I regret that my 36 years’ experience as a member of a body regulating public 
utilities will not allow me to subscribe to the uprestricted endorsement which 
the majority of my associate Commissioners seem to accord to the proposed bill 
introduced by Representative Harris. 

My long familiarity with the policy expression contained in section 1 of the 
Natural Gas Act and careful restudy of that section impel me to the conviction 
that the proposed legislation designated H. R. 4560 is not the simple answer to 
the problem of reconciling the exemption of sales by independent producers and 
zatherers from Federal regulation with the declaration that “* * * the business 
of transporting and selling natural gas for ultimate distribution to the public 
is affected with a public interest, and that Federal regulation in matters relating 
to the transportation of natural gas and the sale thereof in interstate and foreign 
commerce is necessary in the public interest.” 

I have always held the belief, strengthened by repeated statements in various 
court decisions, that one of the main purposes of the Natural Gas Act was to 
prevent unreasonable charges from being passed on to the ultimate consumer. 
While it is urged upon us that the Harris bill will not disturb that purpose, I 
feel that its language is too uncertain, that it introduces too many ambiguous 
terms, to do more than open a new field for extended litigation which, after a 
long repetition of new landmark cases similar to those which have somewhat 
cleared our interpretation of our basic statute up to nearly a year ago, will only 
result in pointing up the necessity for further legislation. 

An example of such an ambiguous term is the new criterion “reasonable market 
price’ which, to me, can only mean something similar to current market price, a 
concept which goes beyond even the “weighted average field price’ which the 
majority of this Commission arrived at in the Panhandle Eastern Pipe Line 
decision of April 1954. 

I firmly believe that Representative Heselton’s proposed bill, H. R. 4924, which 
would simply set a minimum figure of total annual sales below which producers 
and gatherers would be exempted from the provisions of the Natural Gas Act, 
would accomplish the relief to the small producers far better than H. R. 4560. 
Such an exemption, I am advised, would eliminate from the Commission's juris- 
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diction approximately 80 percent of the individual producers and gatherers in 
the industry while retaining jurisdiction over some 90 percent of the natural gas 
flowing in interstate commerce. 

CLAUDE L. Draper, Commissioner: 

Mr. Harris. Well, it seems then that we have the majority of the 
Commission’s recommendation as to legislation before the committee 
and the minority’s recommendation before the committee for con- 
sideration. 

Any further information they want to give us, of course, might be 
very helpful indeed. 

Mr. O’Hara. My thought was, Mr. Harris, if I might say it, that 
I have heard a lot of testimony, and I perhaps changed my mind 3 
or 4 times during the hearings on this bill. I just thought maybe the 
Commission might have changed their minds since this hearin 
started. I do not know that they have. But, my question came with 
all sincerity, Mr. Chairman, for the purpose for which I suggested. 

That is all, Mr. Chairman. 

Mr. Kuykenpa.t. I am sure that there is one recommendation on 
which all members of the Commission are unanimous, and that is that 
regardless of whatever kind of legislation, if any, is enacted, the pro- 
ducers should not be required to get certificates of public convenience 
and necessity. We see no value to it. 

This matter is tied up a little bit under existing law with their right 
to abandon service, but that point could be covered without them being 
required to get certificates. I think rate control is all that would be 
necessary ; some kind of rate control. 

The CHarrman. Mr. Harris. 

Mr. Harris. Well yes, Mr. Chairman. Is it not a fact, Mr. Kuyken- 
dall, that the basic principle behind this legislation is to take the pro- 
ducers and gatherers out from under the control of the Federal agency 
insofar as it is practicable and possible and let the free competitive 
system operate, so long as it does not bring about a request for an 
increase in the price of gas to the consumer / 

Mr. KuyKkenpa.L. I am not quite sure I follow you. If you are 
trying—and of course you are the author of the bill, Mr. Harris, and 
probably know as much about what was intended as I do. 

Mr. Harris. That is the reason I am trying to clear it up as much 
as I can, in order that we can try to get back on the line which was 
originally presented here and what this was intended to do. 

Now then, section 1 of the bill would amend section 2 of the act, 
is that not true? 

Mr. Kvykenpatu. I believe so. Iam looking for a copy of the bill. 
T think I have one here. Yes, that appears to be correct. 

Mr. Harris. It would add a new paragraph 10, reading: “(10) 
Transportation of natural gas in interstate commerce,” would it not? 

Mr. KuyKenpbauu. Yes. 

Mr. Harris. And in that way it would make it very clear that the 
transportation of natural gas in interstate commerce means only such 
transportation of natural gas in interstate commerce as occurs after 
the completion in or within the vicinity of the field or fields where 
produced of all production, gathering, processing, treating, com- 
pressing and delivering of such natural gas into the transportation 
facilities of a person engaged in transporting such natural gas in 
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interstate commerce beyond the vicinity of the field or fields where 
produced. 

Now, that would mean that transportation in interstate commerce 
would not take in the field operations such as gathering, and so forth, 
leading up to the gas entering into the facilities of an interstate 
trankiine?. 

Mr. KuyKenpDa.w. That is my understanding of what is being driven 
at there. 

Mr. Harris. In other words, this takes the producers and processors 
of natural gas, the gatherers and transporters, in the field to this 
particular point out from under the jurisdiction of the Federal Power 
Commission ¢ | 

Mr. KuyKenpat. I believe that is correct ; yes, sir. 

Mr. Harris. Now, it adds a new paragraph (11), which defines the 
sale in interstate commerce of natural gas for resale, does it not? 

Mr. KuyKENDALL. Yes. 

Mr. Harris. In which it purports to treat the sales of natural gas 
for resale within the vicinity or within the field where it is produced, 
in the same manner as we have described transportation, does it not? 

Mr, KuyKEnpDa.u. Yes. 

Mr. Harris. Now, the reason for that is because of the jurisdic- 
tional section 1 (b) of the Natural Gas Act which provides authority 
to the Federal Power Commission to regulate natural gas in inter- 
state commerce by natural-gas companies, and how they transport and 
sell such gas in interstate commerce. Is that not right? 

Mr. Kuykenpba.L.. Yes; I believe that is correct. 

Mr. Harris. And under the Phillips case it was decided or inter- 
preted that that meant not only in interstate commerce, transmission 
of the long lines, of the trunklines, but goes back to the wellhead itself. 

Mr. Kuyxenpauu. Very probably, or quite possibly at least. It 
surely covers a lot of sales not regulated before. 

Mr. Harris. And includes the sales going back to the wellhead, and 
that is the reason the industry is in this condition that it is in today, 
is it not?. . 

Mr. KuyKENDALL. Yes. 

Mr. Harris.. And the purpose of this is to remove that area, remove 
the regulatory authority in the same manner as a utility over the 
producers and gatherers of gas. 

Mr. KuykeNpa.. That is the intention I think that you tried to 
express in your bill. 

r. Harris. Now, section 2 of the bill is the section which leads up 
to this and is under discussion here and provides a new concept in an 
effort to protect the consuming public. 

Section 2 then extends a certain authority to the Federal Power 
Commission, and this is the point that I want to make very clear to 
my colleagues—what is intended here. This new concept is that in 
the future, when, and only when, there is an increase in the rate or 
charge of a natural-gas company, based on such new or renegotiated 
contract, then the Commission’s authority over these contracts becomes 
effective. 

Is not that your understanding ? 

Mr. KuyKenpauu. Yes; I Selene that is a correct interpretation 
of the section. 





1850 NATURAL GAS 


Mr. Harris. In other words, this new concept to protect the con- 
sumer, if there is no proposed increase to the consumer, then it is not 
intended that the Federal Power Commission inject itself into the 
operation at all, is it? 

Mr. Kuyxenpaut. That is right. 

Mr. Harris. And, consequently, it places a ceiling under which this 
free competitive and bargaining system at arm’s length through the 
entire industry may continue as it has in the past. In order to bring 
this new concept about, it is necessary, as I see it, to have new lan- 
guage that would be applicable to it instead of the same language that 
is applicable to what is considered the utility phase of the industry, 
that is, the trunkline or interstate pipeline company itself; and the 
act of 1938 is applicable to that operation and uses the phrase “just 
and reasonable,” does it not? 

Mr. KuyKkenpatu. Just and reasonable rate. 

Mr. Harris. Just and reasonable rate. 

Now, what we use here in the proposed language is reasonable 
market price in the field where it is produced. 

Now, I assume from what you have said here that, insofar as your 
own viewpoint right now is concerned, not speaking perhaps for the 
Commission, and not willing to bind yourself on it at this time, per- 
haps—but, I assume, as you view it under the Supreme Court deci- 
sions on this interpretation of just and reasonable under present law, 
that you would have the same flexible authority after all determina- 
tions have been made, considering the due-process provisions under 
the Constitution and all other phases which all parties would be per- 
mitted to present, that you would have the flexible authority to make 
a determination as a Federal agency of what you thought would be 
a reasonable market price in that field. 

In other words, it might be here or it might be down here, accord- 
ing to the facts that were presented to the Commission for a determi- 
nation on that particular case. 

Mr. KuyKeEnpDA.u. That is correct, I think. 

Mr. Harris. Now, in that way the interpretation then would, as 
administered, result, in fact, in authority for the Commission to make 
a determination in the field under this language, as you now have the 
authority under the present language of the act of just and reason- 
able rates, to determine whether it should be up here or whether it 
should be down here. In other words, what you feel would be fair 
and reasonable under a given circumstance. 

Mr. KuyKenpaui. Well, we would have, I believe, as much authority 
under your bill here and under that section you speak of. I agree wit 
you that this representes a new concept and if it is the consensus of the 
committee or Congress that it is to be dealt with not in the traditional 
utility ratemaking way but on a new basis, I certainly do not think 
that we should be confined even as much as we are in making pipeline 
company rates. 

I do not think there should be any language which indicated we 
have to us a rate base. I do not think there should be any language 
that would preclude us from considering rate of return, if we wished 
to, but I repeat, I do not believe it would be wise to put in “just and 
reasonable rates,” because I know this that eventually it will be argued 
to us, “Well, that means fixing a rate of return on a rate base.” T think 
T have discussed that pretty fully. 
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Mr. Harris. Yes, you have. 

Mr. KuyKkenpauy. Whether “reasonable market price,” “just and 
reasonable price,” or “fair and reasonable price,” or some other phrase 
is used, I believe that “just and reasonable rates” should not be used. 

Mr. Harris. I think this is highly important because some members 
have dwelt on this particular point at length during the course of 
these hearings—in the Panhandle Eastern case you have quoted a 
number of decisions, that is, excerpts from decisions of the Supreme 
Court and you have just included the entire opinion in the record. 
I want to point up this one statement, which is from the Hope Natural 
Gas Co. case (320 U.S. 591), an interpretation of the terms “just and 
reasonable.” The opinion was written by Mr. Justice Douglas. The 
Court said: 

The Congress * * * has provided no formula by which the just and reasonable 
rate is to be determined. It has not filled in the details of the general prescrip- 
tion of sections 4 (a) and 5 (a). It has not expressed in a specific rule the fixed 
principle of “just and reasonable.” 

Which means, insofar as the Commission has given opportunity for 
the parties to present their viewpoints and their contentions regard- 
ing the ratemaking problem, and so long as their constitutional rights 
have been protected and the Commission has considered all phases of 
that particular case, then you feel “just and reasonable” permits the 
Commission to render whatever decision they feel, as an administra- 
tive body, should be made in that particular case. 

Mr. Kuykenpva. I think so, although I believe there is a sentence 
in that opinion somewhere that you did not quote to the effect that 
we were of course using an accepted method or standard which was 
well known in the utility regulatory business. There was an indica- 
tion im that opinion that that is what Congress assumed we would do 
despite all this language which indicates that the method is so clearly 
open for the choice of the Commission. It is for that reason that I 
suggest you do not use the word “rate.” 

Mr. Harris. Could you tell me whether or not the test that would 
have to be recognized and to which consideration would be given un- 
der the present language proposed in the bill of “reasonable market 
price thereof in the field” would have to include or would very likely 
include the quality of the natural gas which was being purchased ? 

Mr. Kuykenpau. Oh, I think that would certainly be relevant ; 
yes. 

Mr. Harris. The conditions of delivery ? 

Mr. KvykKenpa.i. Yes; that might have some bearing on it. 

Mr. Harris. The level of the prices established currently by gen- 
erally comparable contracts, wold that be a part of your considera- 
tion? 

Mr. KuyKkenpat. I think we would want that information. I 
would not think it would be binding on us absolutely, but it would 
be relevant and pertinent information. 

Mr. Harrts. Would prices in different fields and in producing areas 
be helpful to the Commission ? 

Mr. KuyKenpbatt. I think it might and I think it is something we 
would want to know. 

Mr. Harris. Would whether or not the contract price was estab- 
lished by arms-length bargaining have any effect ? 

61557—55—pt. 258 
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Mr. Kunykenpbauu. Oh, I think it would. 

Mr. Harris. That would be rather material, would it not? 

Mr. KuyKeNnDALu. Yes; it would. 

Mr. Harris. And the variations of the competitive market price 
would no doubt enter into it. Would you say that is true, or not? 

Mr. Kuyxenpauu. Yes; I think there would be no harm in having 
all that information before us, too. 

Mr. Harris. In other words, can you see any objection -whatso- 
ever to giving the Commission the authority to do what I think it 
should do under such new and renegotiated contracts, or any other 
extension of authority that the committee might recommend? Do 
you see any objection to using the language, “reasonable market price?” 

Mr. KuyKenpauu. Well, as I said before, Mr. Harris, I myself do 
not see any objection to it, but I have followed generally the hear- 
ings here and I know other people do, and I believe that other phrases 
such as the ones Mr. O’Hara and I were discussing would obviate any 
fear that these people have and might be more acceptable. 

Mr. Harris. Do you think that such language as you: and. Mr. 
O’Hara were discussing would bring the same results ? 

Mr. KuyKenpbA... I believe it would. 

Mr. Harris. That I have explained was intended by the language 
“reasonable market price”? 

Mr. KuykEnpDALL. I believe it would. It is my idea now, that it 
would, and I would not want any language used that did not give us 
the right to consider all these factors you have just mentioned and any 
others, too. 

Mr. Harris. There has been a good deal of questioning about these 
various clauses and I appreciate the concern of many members of the 
committee and many people in the industry as well as others, includ- 
ing some of the consuming areas. I personally feel that this whole ar- 
gument about certain clauses has been exaggerated both ways. I do 
not think that they mean nearly so much insofar as the producer is 
concerned as some tend to indicate. And on the other hand, I do not 
think they mean nearly so much insofar as the distributing companies 
are concerned, and the consuming public, as some people have tried 
to make it out. But I do realize that that is a problem that has been 
raised here regardless of its import. Do you think that it would be 
rather difficult to provide language should the committee decide that 
such clauses should be included, that would be within the new con- 
cept that we have referred to here of future prices? 

Mr. Kuykenpauu. Well, I would say I do think it would be diffi- 
cult because I think it is difficult to draft any kind of legislation and 
get all the possible bugs out of it. I would say I think it can be done. 

Mr. Harris. It is a highly technical problem, is it not? 

Mr. KuyKkenpatt, Yes. 

Mr. Harris. Would it not entail perhaps a consideration of a new 
paragraph to section 2 which would define such clauses as might come 
under the surveillance and authority of the Commission ? 

Mr. KuykenbALL. Well, you could either do it that way or else use 
the negative method. 

Mr. Harris. Well, we used the negative method in 1938 and you see 
what we got into; that is the difficulty about that. Furthermore, if 
we tried to reach this matter by using terms such as favored-nations 
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clauses and spiral escalation clauses and price redetermination, and 
so forth, is it not a fact that the ingenuity of the industry would bring 
about some other kind of clause and call it something else? 

Mr. KuyKenpatu. That would be one virtue of using the negative 
approach. You would catch everything but fixed escalations or tax 
increases, or whatever the committee wanted to provide for. 

Mr. O’Hara. Would the gentleman yield? 

Mr. Harris. Yes. 

Mr. O’Hara. Mr. Kuykendall, my thought of the language was to 
say in simple language that the Federal Power Commission had juris- 
diction over all contracts—future, present, existing—whatever they 
might be. That was my thought in my approach to the amendment of 
this subsection here. 

Mr. Harris. If you do that you might as well leave it as it is. 

Mr. Kuykenpbatu. No, I think there would still be a big difference. 
I think the producers would be not nearly as involved in regulatory 
detail, nor would we, under Mr. O’Hara’s plan as we are now under 
the existing law. 

Mr. Bennett. Would the gentleman yield? 

Mr. Harris. I yield. 

Mr. Bennett. What you would be doing under Mr. Harris’ bill is 
that you would start out until you got to section 2, in other words you 
would take his definition as to what the sale of gas in interstate com- 
merce means and after you got through with that then you would say, 
“The Commission, however, has the right to regulate the price paid 
by pipeline companies for that particular type of gas.” Is that not 
what you would work out? In other words, you would exempt the 
producers from public utilities status and you would only under some 
formula or other, regulate the price that they would get for their gas, 
but you would regulate it at the pipeline level, rather than the pro- 
ducers’ level, is that not about the way it would work out? 

Mr. KuyKkenpatu. Well, the Harris bill, of course, regulates at the 
oe level. 

Mr. Bennett. I understand, but if you eliminated or substituted 
for Mr. Harris’ provision a new provision of ratemaking, you would 
fix the prices, but you would not do it on the basis he suggested ? 

Mr. Kvykenpa.t. I would not want to try to tell you offhand how 
that should be drawn. I did indicate before, I thought it would have 
to be so drawn that the producers could have due process before us. 
Maybe it could be done under the method as now proposed in the 
Harris bill. 

Mr. Harris. Are you suggesting then that we approach this thing 
in a manner to not let the competitive system operate at all? 

Mr. KuyKenpnatt. I did not think I suggested that. I certainly 
did not intend to, Mr. Harris. 

Mr. Harrts. If you go into all contracts, existing and everything 
else, you just have an interminable amount of work and if nobody 
is objecting and everybody is happy with them, do you see why the 
Commission or any Federal agency ought to go into these things and 
determine whether or not they ought to be changed ? 

Mr. Kvcykenpatt. I will answer you this way: I do not believe any 
regulatory commission should get into fields of regulation where the 
public interest does not require it. 
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Mr. Harris. If everybody is satisfied with the present status, at 
least up to recently, that is an indication that everything is satisfac- 
tory, is it not? 

Mr. KuyKenDaA.. If the public is satisfied and if the public interest 
is taken care of, I do not think Federal regulation should be imposed. 

Mr. Harris. Should the committee adopt a principal that particu- 
lar types of clauses, favored nation and spiral and’ so forth, should 
cone under the jurisdiction of the Commission? Coutd you, because 
of the technicality of the problem and because of your knowledge of 
it over the years from the administration of it, if called upon by the 
committee, suggest language that would fit into this concept, into this 
bill that would extend such authority to you that would be workable 
and that you could administer ? 

Mr. Kuykenpa.y. We will certainly do all we can to assist this com- 
mittee, and T think that is our plain duty. We are an agency of this 
Congress. This particular committee has specific concern and juris- 
diction over us and obviously we should give this committee any assist- 
ance that it is possible for us to give it if we are requested to do so. 

Mr. Harris. Mr. Dolliver asked you about industrial sales a mo- 
ment ago, direct industrial sales by the companies. About half of the 
entire production of natural gas in this country goes into interstate 
commerce, does it not ? 

Mr. KuyKenpa.i. Yes; it isin that neighborhood. 

Mr. Harris. In other words, about 8.7 trillion cubic feet was pro- 
duced in 1954 and about. 50 or 51 percent of that went into interstate 
commerce ¢ 

Mr. Kvyxkenpaut. I would accept that on your statement. I could 
not verify it from memory. 

Mr. Harris. It is my understanding it is. Now, if that is true, 
could you estimate for this committee what percentage of that 52 or 
51 percent that went to interstate commerce went to direct sales to 
industries for industrial use ? 

Mr. Kvykenpatu. That information, of course, is readily available. 
Offhand, T would estimate that it is not over 20 percent. Mr. Chair- 
man, do you have a copy of our written report on Mr. Staggers’ and 
similar bills? we 

Mr. Harris. I have it before me. 

Mr. KvyKEenpAut. Does that give it ? 

Mr. Harris. I do not find it. You can supply that for the record, 
can you not ¢ 

Mr. Kuykenpaun. Yes; that could be supplied very readily. 

Mr. Harris. Then could you advise this committee, or do you have 
uny way of knowing, how much of this natural gas that goes into 
interstate commerce, goes into industrial uses through distributing 
companies who obtain it from the interstate lines for resale ? 

Mr. Kuykenpauu. I do not know whether we can give that to you 
or not. I think that a lot of the gas that goes into industrial use from 
a distributing company is not earmarked when it is sold by the 
‘pipeline. 

Mr. Harris. Can you tell the committee whether or not the gas that 
is sold for industrial use by direct sales is a higher cost than the gas 
that goes into the distributing company for resale, or would it be a 
lower cost ? 
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Mr. KuyKkenpatu. Well, that is difficult to answer “Yes” or “No.” 
Different sales will vary one way or another. I think, by and 4 
ly 


it is fair to say that those sales, industrial sales, are not materia 
lower than the other sales, sales for resale. 

Mr. Harris. On page 2 of your report on the Staggers and related 
bills, you say, “Insofar as these bills would amend the Natural Gas 
Act to give the Commission jurisdiction over direct industrial sales, 
the Commission does not favor their enactment. There has been no 
demand for such regulation by any industrial user,” and so forth. In 
the next paragraph you say, “However, the Commission does recom- 
mend, as it has previously, that it be given authority to suspend rate 
schedules covering resale of natural gas for industrial use only.” 

In view of the preceding paragraph, what was the meaning of that 
statement ? 

Mr. Kuykenpauu. Under the law as it is now, we can regulate ulti- 
mately the price of gas sold by a pipeline company for resale for in- 
dustrial use, but we cannot suspend that rate for up to 5 months, as 
we can suspend other increased rates that may be filed. We can still 
investigate the rate and perhaps in the end reduce it. We do not see 
why we should not have the right to suspend it at the outset just as 
we suspend all other increased rates for resale by pipeline companies. 

Mr. Harris. Thank you, Mr. Chairman. 

(The folowing information was later submitted :) 


FEDERAL POWER COMMISSION, 
Washington, D. C., May 10, 1955. 
Hon. J. PERCY PRIEsT, 
United States House of Representatives, 
Washington, D. C. 

Dear Mr. Priest: This is in reference to the inquiry of Congressman Harris 
respecting the relationship of the volume of direct industrial sales by natural- 
gas companies to the total volume of natural gas moving in interstate commerce. 

The attached tabulation shows the volume of direct pipeline industrial sales 
by natural-gas companies subject to the Commission’s jurisdiction, by States, 
during 1953. As may be noted, aggregate sales of this character amounted to 
1,412 billion cubic feet. However, some 842 billion cubic feet, or 60 percent of 
such sales, were delivered in States which are net exporters of natural gas. 
While it cannot be said that all deliveries in such States were locally produced, 
it may be presumed that at least a major portion of such deliveries were produced 
within the State in which delivery was made. Further, it is probable that 
some portion of the direct industrial sales in certain of the States included in 
the net importing group consisted of locally produced gas. This is true, for 
example, in the cases. of Pennsylvania, Colorado, Kentucky, California, and 
Montana. 

The Bureau of Mines reports that total marketed production of natural gas 
amounted to 8,397 billion cubic feet in 1953, and that of this amount 4,201 billion 
cubie feet, or approximately 50 percent, entered into interstate commerce. If 
it is assumed that approximately 40 percent of the direct industrial sales reported 
to the Commission represented gas produced outside of the States in which the 
sales were made, the volume of such sales, some 570 billion cubic feet, would 
represent approximately 14 percent of total interstate shipments as reported by 
ae Bureau of Mines. It would seem improbable that the proportion could exceed 
20 percent. 

It is hoped that the foregoing information will be sufficient for your purposes. 

Sincerely yours, 
JERoME K. KUYKENDALL, Chairman. 

Enclosure No. 41406. 
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Natural gas companies ‘—Main line industrial sales, 1958, by States 
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1 Natural-gas pipeline companies subject to the jurisdiction of the Federal Power Commission. 


Mr. Beamer. Mr. Chairman? 

The CHatrman. The chairman had agreed to recognize Mr. 
Staggers. 

Mr. Beamer. Would the gentleman yield? 

Mr. Sracorrs. Yes. 

Mr. Beamer. I would like to ask a question, Mr. Kuykendall. I 
think the statement has been made that four States have no regulatory 
body, such as a public service commission, within the State. I am 
wondering whether you have, or could furnish to this committee, the 
— of the gas in those States and how they compare with States that 
1ave regulatory authorities. 

Mr. Kuykenpatu. Well, I will try to. 

Mr, Beamer. I do not want to take too much time, but I thought you 
could provide it later, or at your leisure. 

Mr. Kuykenpauy. If we can supply it, we will. 
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Mr. Beamer. I think it might bear out the point whether or not 
Federal regulation, or shall we say, excessive regulation, might be 
expensive to the consumer. We would like to determine that: 

(The following information was later supplied :) 


FEDERAL POWER COMMISSION, 
Washington, D. C., May 9, 1955. 
Hon. J. PERCY PRIEST, 
United States House of Representatives, 
Washington, D. OC. 


DeaR Mr. Priest: The attached tabulation is supplied in response to Con- 
gressman Beamer’s request for information as to the cost of natural gas in 
States without regulatory commissions having jurisdiction over rates for gas 
service. 

The tabulation relates to residential use of natural gas and, as indicated,, 
was prepared from data appearing in the 1953 edition of Gas Facts, published 
by the American Gas Association. The tabulation shows for each State and 
for the United States, the average cost of natural gas used by residential con- 
sumers and average annual use by such consumers. The 1953 average cost and 
average consumption per customer in the four States without commission regu- 
lation of gas rates was as follows: 
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As may be noted by reference to the attached tabulation, average annuak 
residential use for the entire country in 1953 was 871 therms, and the aver- 
age cost was 7.7 cents. 

It is hoped that the foregoing information will be sufficient for your pur- 
pose. 

Sincerely yours, 
JEROME K, KUYKENDALL, 
Chairman. 


Enclosure No. 41405. 
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Natural-gas residential service by States, customers, sales, and revenues, 1953 
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Source of data on customers, sales, and revenues: American Gas Association, Gas Facts, 1953. 
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The Cuatrman. Mr. Staggers. 

Mr. Sraccers. Mr. Kuykendall, I was interested in your answer to 
Mr. Bennett’s question about direct sales; that if they were regulated 
and were made to.pay the preportionate costs, that it should bring 
down the cost of gas to the residential consumers ? 

Mr. Kuykenpauu. Did I say that? 

Mr. Straccers. Well, I interpreted it that way. 

Mr. Kuykenpati. Would you mind repeating that statement, Mr. 
Sta gers! 

Mr. Sraacrrs. Maybe it was phrased this way, that if the direct 
sales were before the ‘public commissions in each State that then they 
would have to pay a higher share and it probably should bring down 
the price to the oe consumer. 

Mr. Kuykenpa.t. I do not think I said that. If I did I did not 
mean to. What I do recall saying is that industrial sales can stand 
only so high a price being put on them. There is a limitation to the 
price at which industrial gas can be sold in almost all cases because 
of competing fuels. The big industrial users, particularly all those 
who use interruptible.gas, have facilities to change fuels. If natural 
gas is more expensive than the other fuels, why, generally speaking, 
they will switch. They may pay a little more for natural gas because 
of convenience, but if there is too wide a difference, they will simply 
change fuels. 

Mr. Sraccers. I was much interested too in Mr. O’Hara’s approach 
about having the public service, yes, the FPC, to bring up suggestions 
and to entirely go over the Natural Gas Act as to the things that needed 
to be done. 

Mr. KuyKenpatt. It seems to me, Mr. Staggers, you have expanded 
on Mr. O’Hara’s request a little bit; has he not, Mr. O'Hara? 

Mr. O’Hara. I am afraid he has. 

Mr. Sracoers. I would like to do it in that way. 

Mr. Kuykenpat, I would suggest we stick to Mr. O'Hara’s recom- 
mendation. 

Mr. Sraaeers. I would like to extend it myself. If you believe that 
one thing should be changed in the Natural Gas Act to make it more 
equitable, do you not believe it would only be fair since we have had 
a month and a half on this bill and we are going to spend a lot more 
time, that you bring up all suggestions that we need to consider it this 
session ¢ 

Mr. Kuykenpau. I believe we have, Mr. Staggers. We have sub- 
mitted our report on a number of proposed changes in the bill. 

Mr. Sraccers. The President appointed a committee composed of 
the Cabinet members of the Nation to study this whole thing. Do 
you believe that those should be taken into consideration after they 
have made a study and a recommendation then or not ? 

Mr. KvuykeEnDALL. I certainly would want to consider, and I have 
read that report. I do not think I should be presumptuous enough 
to tell this committee how to approach their work. 

Mr. Sraccers. I am sure you would not. They are honorable men 
and they are the administration that is now running the Nation, made 
up of the Cabinet. members and the President appointed them to 
make a study of the Natural Gas Act and all the fuels. They came 
up with certain recommendations. Do you believe they should be 
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taken into consideration by the Federal Power Commission in their 
recommendations or not? After all, the Federal Power Commission 
is a unit of the administration. 

Mr. Kuykenpau. Well, I can only speak for myself. I know I did 
consider them, and I am sure all members of the Commission have. 

Mr. Sraceers. Have studied those recommendations? 

Mr. KuyKenpba.u. Yes. 

Mr. Sraccers. I was interested in this question of Mr. O'Hara and 
your answer to some of the bills and I would like to read this again, 
the very question he read: 

Insofar as these bills would amend the Natural Gas Act to give the Commission 
jurisdiction over direct industrial sales, the Commission does not favor their 
enactment. There has been no demand for such regulation by any industrial 
user. 

Do you think an industrial user is going to come to the Federal 
Power Commission and ask you to regulate their sales? Do you think 
there would be one? I am talking for 22 million consumers and not 
for a few industrial users. It is the consumers that are wanting these 
sales regulated and I could not conceive of an industrial user coming 
to you and saying, “Mr. Chairman, or gentlemen of the Commission, 
will you regulate us and make us pay a fair cost of production and 
transportation?” I think that is very naive that we would answer 
a question in that way in saying that no industrial user has come to 
you or to the committee and asked you to regulate those sales. I am 
talking in the interests of the consumers of this Nation and others, and 
I want to be fair with the industrial users too, but I will say that there 
are millions that we should look out for as well. Did you mention 
the consumer or did you take into consideration that there are’ some 
who want these regulated ? 

Mr. Kuykenpatu. Well, the point is not who wants regulation, but 
is the regulation necessary in the public intrest. 

Mr. Sraaccrers. The President’s Cabinet Committee recommended 
that they do keep it under, men that I have respect for and I may say 
I have respect for your Commission. I think you are honorable men. 
I think the Federal Power Commission as it has been in the past has 
been composed of honorable men and they have time after time recom- 
mended to this Congress that they be put under regulation. 

Mr. KuyKenpauu. They did sivedel times ; I know that. 

Mr. Sraccers. Yes, sir. Now, I say that is a different approach en- 
tirely. This says that no industrial user has come to the Federal 
Power Commission and asked to be regulated, to regulate the gas that 
they buy. That certainly is a new approach to me. It reminds me of 
a boy who is getting candy and somebody says—well, I will not go 
on with it, the analogy is clear to me. I believe your Commission is 
appointed by the President in the interest of all the people of this 
Nation, am I right? 

Mr. Kuyxenpatt. I think that is right; yes. 

Mr. Sraacers. And I think, as I say, I am certain that he used due 
weight and judgment when you were appointed. I believe every Mem- 
ber of Congress was elected by his people to represent them and to 
represent the Nation. Because of that fact I believe that when we are 
considering this bill, and with all the time that we have spent on it, I 
just ask you whether you would agree with me that we should look at 
all aspects, the committee? If we find an inequity, and I do not say we 
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shall, do you believe it should be acted upon by us as representatives 
of the people? 

Mr. Kuykrenpaun. Mr. Staggers, I think I have answered you be- 
fore. I said we have made our legislative recommendations in our 
annual report. We have commented on the particular bills that have 
been introduced and I would not think that it would be proper for 
me now to advise this committee how many provisions they should 
enact or what should be put in in a particular bill. We will assist 
im any way we can. 

Mr. Straacers. And you believe that if the committee is elected to 
represent the interests of this Nation, and if you find something ter- 

ribly wrong with the Gas Act, that you should not tell this com- 
mittee ? 

Mr. Kuykenpaut. Oh, yes; we do tell you, but we are not telling you 
what to put into one particular bill or how many items to group in 
a particular bill. 

Mr. Sraccers. You feel that that other commission, in what you 
have recommended to this committee, you have recommended all the 
things that should be done to the Gas Act? 

Mr. KUYKENDALL. All the things that have come to our attention. 

Mr. Sraaccers. I feel that if there are things it would have come 
to your attention, being the regulating body. 

Mr. Kuyxenpatt. What do you have in mind? 

Mr. Sracerrs. All I am saying is: Do you think you have done 
your full job in recommending to the committee the changes? 

Mr. KuyKenpa.u. I think we have, but if we have overlooked some- 
thing, I would have no reluctance to call that to the attention of the 
committee. 

Mr. Sraccers. I am certain that you have not overlooked anything 
because it would be your responsibility, being the group which regu- 
lates. I am interested in one other thing and I probably should let 
my colleagues talk about it: These integrated companies and these 
independent companies. I believe it has a grave bearing on this whole 
affair. 

Mr. Chairman, that will be the end of my questioning at this time. 

The CHarrmMan. Very well. 

Mr. Kuykendall, would it be possible for you and the other mem- 
bers of the Commission to be back at 2? 

Mr. Kuykenpauu. Yes; it will. 

The Cuarrman. We had hoped that we might finish during the 
morning session, but there are other members who desire to ask some 
questions. 

The committee will adjourn at this time until 2. 

(Whereupon, at 12 noon, the committee recessed to reconvene at 2 
p. m. of the same day.) 


AFTER RECESS 


The Cuatrman. The committee will be in order. 


Mr. Hale? 
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STATEMENT OF JEROME K. KUYKENDALL, CHAIRMAN, FEDERAL 
POWER COMMISSION—Resumed 


Mr. Hats. Mr. Kuykendall, the problem which faces you is what 
the Commission is going to do provided the Congress leaves you in 
the position that you are in now with the Phillips case decided as it 
was, is that not right? 

Mr. KuyKenpatu. That is true. ‘ 

Mr. Hare. The question is how you are going to perform this job 
of regulation when you do not have a utility to regulate? 

Mr. Kuykenpa.. I think that is a good way to put it. 

Mr. Hate. Is it true that field prices vary substantially from area 
to area, producer to producer, and so on? 

Mr. Kuykenpatt. Yes. There is a wide variety of those prices. 

Mr. Hate. Can you give the committee something like the brackets 
in which these prices are found ? 

Mr. KuykKenpauu. Well, I believe there are some old prices that 
are still down around 5 cents. The highest I know of is about 20 
cents, 

Mr. Harris. Will the gentleman yield ? 

Mr. Hate. Yes. 

Mr. Harris. I received a letter today, this noon, from a substantial 
operator in the panhandle district advising me that his company ap- 
— is a partnership company with substantial reserves of pro- 
duction since 1934 in the panhandle area and are getting 314 cents 
today for the gas that they sell. 

Mr. Hate. That is very significant then. Then we have an authentic 
instance of a price as low as 314 cents and you say there are prices 
as high as 20 cents? 

Mr. KuyKenpati. Yes. I do not suppose there are any 3% cent 

rices in the same areas where the 20 cent prices are, but they are with- 
in the industry. 

Mr. Hate. It seems to me you have a very difficult and very unen- 
viable task if you are going to find a reasonable market price. You 
have to find a different market price in each area, have. you not ? 

Mr. KuyKkenpati. We ae certainly have to consider the price 
in each area. We could not make a nationwide price, I do not be- 
lieve. 

Mr. Hare. You could not go to work taking a rate base and put a 
return on it the same as you could on a utility, could you? 

Mr. Kuyxenpat. I do not think we ond, T do not think it would 
lead to sensible results at all. 

Mr. Hare. The thing that strikes me very forcibly is that if you 
are going to find market prices of the brackets to be reasonable, as 
you will in some instances, then the process of regulation instead of 
regulating prices down is going to have the practical effect of regu- 
lating prices up. Will you comment on that? At least, I could con- 
ceive that it might have that effect and I would further suppose that 
it would have that effect if the practical consequence of regulation 
were to diminish competition which I should think it would do. 

Mr. KuyKenpa. Well, certainly, if competition were diminished 
and ‘supplies became smaller, I think the price would tend to go-up 
because of the simple law of supply and demand. Everyone seems to 
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think, conceive, of this problem, as though prices were always going 
to keep going up. Now, I do not know whether they are or not, but 
I can imagine situations, and I frankly hope they will materialize, 
where prices may come down if enough supplies are found in sufficient 
quantities and the initial demand, or rather, the unusual increases in 
the demand, taper off. We might be fortunate enough to find our- 
selves in a position where there would be a tendency for prices to go 
down. 

Mr. Hate. It does not seem to me there is much chance of prices 
going down because you have a steadily increasing demand through 
more people bemg hooked up to natural*gas with longer pipelines and 
so on, unless you get some wholly unanticipated strikes in the way of 
new wells. I do not think the chances of decreasing prices are very 
good. 

Mr. Kuykenpatn. That may be true. Of course, that is only part 
of the cost to the consumer. The other part is the transportation cost. 
If we find that most of these pipelines are now adequate to transport 
the volumes of gas that they should transport and they do not keep 
building additional new facilities at current postwar high prices, we 
may find, in a few years that the depreciation which has been charged 
against those lines will reduce their rate base to the point where it 
will result in lower rates. 

Mr. Hater. At least the Harris bill does have the merit of telling you 
pretty well how to go to work to fifid out what a reasonable market 
price is? 

Mr. Kuyxenpatu. I think it does and I think it would leave us 
open, that is we would not be confined to any few particular consider- 
ations. We would be free to consider anything that was relevant. 

Mr. Hate. And at the same time, I can readily envisage great diffi- 
culties if you find that contract A which provides for, say, 12 cents 
offers'a.reasonable market price and then in some other area.you find 
that a price of 10 cents is unreasonably high. I can imagine that you 
are going to do exactly those things and will be compelled to do those 
things. 

Mr. KuyKkenpatu. Yes, I think the geographical location of the 
area would certainly have a bearing on what would be a reasonable 
market price, or the just and reasonable price. That is not unusual, 
as I said this morning. The prices are not uniform by any means 
now. 

Mr. Hats. I repeat, it seems-to me that one very possible result of 
regulation will be to have the precisely reverse effect from what many 
people anticipate and the tendency will be to diminish competition 
_and increase prices. Do you think that is fanciful? 

Mr. Kuyxenpatu. I really do not know, Mr. Hale. I would say 
we certainly would have to apply all our resources and all our know]l- 
edge to the problem to try to prevent that. You always have that 
problem in ratemaking of balancing the conflicting interests. 

Mr. Hate. Yes; except when you regulate a monopoly, you are 
regulating a monopoly and that problem does not arise, but here you 
are regulating, or are ordered to regulate, 8,000 competing people. 

Mr. KuyxKenpatu. Our goal would have to be to endeavor to keep 
the prices low enough so that no one was required to pay unreason- 
able rates, yet at the same time we would have to recognize that prices 
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would have to be high enough to keep the producers interested in 
staying in the business and trying to find more gas. 

Mr. Hae. The experience in price control of commodities was that 
when you fix the maximum price all the prices bumped right up 
against the maximum. It seems to me you could get into a not dis- 
similar situation here. 

Mr. Kuykenpatu. 1 am unable to predict whether that would 
happen or not. 

Mr. Hate. I am frankly trying to survey the difficulties of the 
field which beset you, and it seems to me they are almost unnumbered. 

Mr. KuyxKenpaut. They are perhaps not unnumbered, but they are: 
many and difficult. 

Mr. Hare. There are at least 8,000 difficulties ? 

Mr. KuyKkeEnpbALu. Yes. 

Mr. Hatz. Thank you. That is all, Mr. Chairman. 

The Cuarmman. Are there other questions? Mr. Rogers? 

Mr. Rocrrs. Mr. Kuykendall, I am a little bit confused from your 
former testimony and that of today. Now, is it your opinion that gas 
as a commodity—keep it in mind as a commodity—is or is not so 
closely tied to the public interest as to necessitate nationwide or 
Federal regulation ? 

Mr. Kuyxenpauu.. My own feeling is, of course, that we should not 
regulate the price of any commodity or any service unless we find 
that the public is not being treated fairly through lack of regula- 
tion. I testified before and I will reiterate that I think there is a great 
deal of competition in the gas-producing industry. Now, always in 
competitive Seesinaiets particular people at particular times through a 
chain of circumstances, get in favorable positions. Apparently many 
people think that that has happened in the gas industry, and that 
buyers wanted gas so badly they paid what many people considered 
to be an exhorbitant price. As I see it, the industry in the long run 
would probably provide gas at reasonable prices. It would definitely 
provide it at reasonable prices if competition were always adequate. 
As I see it—to review new and renegotiated prices, and perhaps re- 
view certain types of escalation clauses in old contracts—is not a com- 
plete control or complete price fixing, but it is a means of checking 
against that possibility that in certain instances, which can and do 
occur in any competitive industry, that there is no unfair advantage 
taken. 

Mr. Rocers. In other words, the very office that you now occupy 
has to do with the prevention more or less of interstate pipelines put- 
ting on what might be considered unconscionable charges? 

Mr. Kuykenpatu. That is right. 

Mr. Rogers. The result being that the man at the other end having 
to pay a price higher than he should have to pay ? 

Mr. KuyKkenpaun. Yes. 

Mr. Rocers. The point that I am making is simply this, Mr. Kuy- 
kendall. That the reference to public interest seems to. have. been 
directed all the way through these ‘hearings by so many people from 
the consumer standpoint as being only for consideration insofar as 
the fellow who is buying the product to use it for some purpose, in 
this particular instance for heating or for cooking. Now it seems to 
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in this operation too, namely, the people who own this property in the 
first instance. That is the reason I asked my question as I did in the 
first instance to find out whether or not it was the opinion of yourself 
or as chairman of the Commission that there was some tie-in, a strange 
situation here, that you felt that there ought to be some regulation of 
gas asacommodity. Tocarry it on further, if you are going to regu- 
late gas as a commodity at the wellhead when it 1s produced, you could 
only justify that on the basis that you were doing it for the protection 
of the mar who was to use it. in the final analysis, would you not? 

Mr. KuyKenpbau. That is right. 

Mr. Roerrs. By that same reasoning, Mr. Kuykendall, it would 
carry you on to the logical conclusion that if you did that it would 
then fall on you as a responsibility to also fix the rates that the end 
consumer paid, would it not? 

Mr. KuyKenpbatu. Well, I do not think we ever could do that, due 
to our form of Government. © I think it is clearly decided that the local, 
domestic rates, or the consumer rates are subject to State or local regu- 
lation, and not Federal regulation. 

Mr. Rogers. Well, Mr. Kuykendall, I want to say this in that regard. 
I did not think that according to our form of Government we would 
ever be in a situation where we are now, fighting against Federal con- 
trol of these problems.in Texas, New Mexico, Oklahoma, or some place, 
and in view of the strange situation that has developed, I confess to 
you that I do not know what comes next. But if one body fixed the 
price that the man who owned the property sold it for and in the 
end analysis that property went to a thousand different places, do 
you not think the same. people who fixed the price in the first place 
should be fixing the price at the other end of the line so that one of 
those groups might not have to pay an unconscionable price while the 
other might get it at a bargain-basement price ? 

Mr. Kuyxenpatu. If you are asking me if I think the Federal 
Power Commission should regulate the local rates of the gas distribut- 
ing companies, my answer is, “No.” I do not think we should. 

Mr. Rogers. Your answer is, “No,” Mr. Kuykendall, because it 
would be almost an impossibility to try to undertake it? 

-Mr. Kuykenpatu, Yes, that.is one reason. I think it would be. 

Mr. Rogers. The only reason that some people think it would not be 
impossible to fix the price at the wellhead now is because they seem 
to think there are only a few sources from which this gas flows, is that 
not more or less correct ? 

Mr. KvuyKEnDALL. I suppose the sources are fewer than the number 
of customers of the distributing companies. We just have a different 
legal situation. The law is as the Supreme Court has said, that these 
sales of gas by the producers in interstate commerce are subject to our 
regulation. I am convinced the law is the contrary, as it applies to 
the sales by the distributing companies to their customers. 

Mr..Rocers. But, as you testified before, you do feel that gas as a 
commodity, simply standing alone, is not so closely tied in with the 
situation that the Federal Government ought to move in and regulate 
it on a nationwide basis? 

Mr. Kuykenpauu. No, I certainly do not think the Government 
should attempt to regulate it.on a nationwide basis, nor do I think the 
Federal Government should try to have it regulated under the Natural 
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Gas Act, as the act is now written. This is a little different contept 
that has been developed here. 

Mr. Rocers. Mr. Kuykendall, does the present administration in 
charge of the executive branch of this Government concur with you 
in that opinion ? 

Mr. Kuyxenpau. I do not know. I am not speaking for the execu- 
tive branch, I am only speaking for the Federal Power Commission. 

Mr. Rogers. I appreciate that. I asked the question if you do or 
do not know. You say you do not know what their position is? 

Mr. KuyKenpau. That is right. 

Mr. Rocers. You made some statements this morning in regard-to 
these producers, that you did not think the producer should be required 
to be certificated ? 

Mr. KuyKenpatu. Yes. 

Mr. Rocers. That was of great interest to me for this reason: I 
notice most of the questioning, especially in most of the discussion, has 
been concerning sections 2 and 3 of the Harris bill in regard to price. 
Now, the first section of the Harris bill, whether that wording was 
used or not, do you not feel that the enactment of that type of legisla- 
tion would answer a tremendous number of problems that would be 
created in any instance? 

Mr. KuyKenpauu. Let me be sure that I know what paragraph you 
are referring to. I am quite sure my answer is yes, but I want to check. 

Mr. Rocers. I am talking about the additions.to sections 10 and 
11 to section 2 of the Gas Act. 

Mr. KuykenpnatL. Yes, those sections, as I understand them, pur- 
port to eliminate from Federal control this transportation by the 
producers prior to the time the gas gets to an interstate transmission 
pipeline company, and also eliminate the sales to these pipeline com- 
panies from being under Federal regulation. 

Mr. Rocers. And that is a vital necessity in correcting what, I feel 
like was an error that the Supreme: Court fell into, was-it not? 

Mr. KuyKenpnatu. Yes, this would correct that. 

Mr. Rogers. In other words, wording of if, as it is, does extend 
actually to the production and gathering, the right of sale into an 
interstate pipeline without subjecting the seller to becoming a public 
utility, does it not? 

Mr. Kuykenpatt. Yes, and to regulation under the Natural Gas 
Act as it now is. 

Mr. Rogers. That is all. Thank you. 

The Cuarrman. Mr. Schenck? 

Mr. Scuencx. Mr. Chairman, I would like to just pursue some 
questions along this line, if you do not mind. There seems to have 
been some indication that the price of gas at the city gate or the 
State has not been affected in the same amount as the increases in the 
field price of the gas. In other words, the price at the city gate or 
the State, as the case may be, has been increased considerably more 
than the increase in the field price of gas? 

Mr. KuyKkenpary. Oh, yes, that is true. 

Mr. Scuenck. Well, now, that leads me to ask these questions of 
you. Is that because of the tariff rates or transportation rates that 
the Commission has approved for the use by the pipelines? 

Mr. Kuyxenpatu. Yes;they cannot collect any rates without our— 
well, I am oversimplifying, but by and large we have always suspended 
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increased rates filed by a pipeline company and then investigated the 
rates, held hearings, and then determined how much revenue the com- 
pany needed and permitted them to file rates that would produce that 
amount of revenue. 

Mr. Scuencxk. Well, now, on what kind of criteria do you base your 
permission to increase the charges made by the pipeline companies for 
the transportation ? 

Mr. KuyKenpatu. We base it on their costs and we allow them a 
reasonable return on their depreciated net investment in their facili- 
ties that are used and useful for rendering the service they render ; 
namely, the transportation of gas in interstate commerce. 

Mr. Scuenck. Has that increased substantially in the last few 

years? 
‘ Mr. KuyKenpatu. Oh, yes; it has. I think this might be an appro- 
priate time to let you gentlemen take a look at this schedule that our 
staff has prepared. It will indicate to you pretty clearly that the cost 
of gas at the city gate has been effected both by the transportation 
expense and the producers’ prices—increases in the producers’ prices. 
here has been a tremendous expansion of the natural gas industry, 
pipeline indutry, since the end of the war. Of course you all know 
that prices have increased greatly during that time with the result 
that the investment that a new pipeline company must make to build 
its facilities, or that an old company must make to expand its facili- 
ties, either by eae its line or by adding additional compressor 
power, and so forth, is roughly perhaps double what it was before the 
war. When that investment has been made, we must allow rates that 
will permit the company to get a fair return on that investment. A 
great part of the increased cost of transportation has been caused by 
the high-priced plant that has been put in place by the pipeline com- 
panies with the result that we must allow them depreciation on that 
high investment and depreciation is one of the large expenses of such a 
company. Of course, their taxes have increased. They pay 52 per- 
cent Federal income tax and there are other taxes which are perhaps 
more than they ever were before. They have their operating expenses 
which have gone up too. A good part of that would be labor. We all 
know that wages of labor have increased substantially in virtually all 
industries since the war and those all add up. So that the price of 
gas, the increase in the field price, is not the only reason for the city 
gate rates being increased. 

Mr. Scuenck. Well, do the same factors that you just mentioned 
also apply to the interstate pipelines for the transmission of oil ? 

Mr. KuyKenpatu. I would think they would. I think that indus- 
try has not expanded like the natural gas industry has, but the same 
factors would apply to any new oil lines that have been built since 
the war, I am sure. 

Mr. Scuenck. Have the rates that your Federal Power Commission 
—— have they been similar to the rates granted for the use of 
oil lines ? 

Mr. Kuyxenpaut. I do not think so. Those oil lines are, I believe, 
common carriers and they must transport oil for anybody. They 
have their rates, but I believe I am correct in saying that those are 
unregulated rates. The Interstate Commerce Coninhinatiis I know 
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necessity before a new oil pipeline can be built, but I do not believe the 
Interstate Commerce Commission has any rate jurisdiction over them. 

Mr. Scuenck. Of course, the pipelines that transport oil are in 
competition with other forms of transportation, are they not? 

Mr. Kuyxkenpbau, Yes. 

Mr. Scuenck. Railroads, trucks, barges, and so on ? 

Mr. KuyKkenpai. That is true. 

Mr, Scuenck. Would that competitive system of transportation 
have anything to do with lower rates for transportation of oil ? 

Mr. KuyKenpauu. Well, I do not know whether that is a fact or 
not, but I can see how perhaps there might be enough competition 
from other modes of transportation, so that the Federal Government 
has not found it necessary to have the oil pipeline rates regulated. 

Mr. Scuenck. So in the absence of competition in methods of trans- 
porting gas, then the Federal Power Commission have adopted these 
criteria that you mentioned ? 

Mr. Kuyxenpatu. Yes; and they are typical, accepted methods of 
requleting utilities and transportation companies. 

{r. Scuenck. And you feel that the rates you have permitted the 
bipolmies to charge are perfectly justified in each instance ? 
fr. KuyKenpaLu. Iam. Iam confident of that, I am sure of this, 
that if you talked with the management of almost any pipeline com- 
pany, you will get confirmation of that. I hear quite a bit of com- 
laint that we are too rough on them. However, they seem to be a 
healthy industry and they have expanded. Our hearings are wide 
open, all the customer companies who wish to, can come in and inter- 
vene in the cases. All the facts are laid on the table and there is no 
possibility of the Commission just sluffing on the job and carelessly 
allowing these people excessive amounts of revenue. Conditions 
change, and one year a company may make a little more than the Com- 
mission contemplated it would. Perhaps the next year it might make 
a little less. This regulation is not perfect, but I am convinced, and 
I know that the pipeline companies are not making exorbitant 
rofits. 
Mr. Scuenck. Mr. Chairman, we who come from largely and com- 
pletely, consuming areas are, of course, deeply concerned, because if 
the price of natural gas for home heating and for industrial and 
commercial use is increased very much it creates a tremendous added 
expense on all the homeowners and in a significant amount of thous- 
ands of individual homeowners, and also, of course, adds to the ex- 
pense of manufacturing in a substantial way. Of course, manufac- 
turers do have an opportunity to go to some other type fuel because 
they can afford to change their equipment, but many homeowners can- 
not afford to do that and therefore they are at the searey of a pipeline 
to which they are connected because they either must. buy from that 
pipeline, or none, whereas if they had other types of heating equip- 
ment, they could choose their source of B. t. u.’s. We have also been 
told in these hearings that any loss of income resulting from can- 
cellations or changes by industrial users must be added to the costs 
borne by homeowners or the distributing companies will go broke. 
So those of us who come from that kind of area are also deeply con- 
cerned about this whole matter from the consumer’s point of view 
and we are just trying out best to find the proper answer. Thank 
you very much. 
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Mr. Kuyxenpauu. Mr. Chairman, before I forget it, in regard to 
the schedule that has just been passed around, I would like to make 
a comment or two about it so it will not be misunderstood. Do you 
want to put it in the record at this point! 

The Cuarmman. Yes; the Chair was going to ask unanimous consent 
to have it placed in the record. If you care to make some comments, 
we will put in the chart after the comment. 

Mr. KuyKxenpa... I believe that this schedule will be useful for one 
purpose at least, and that is to give the members of the committee some 
idea of how the transportation costs have increased, as well as how 
the price of gas in the field has increased, I want to point out that 
the transportation cost that is shown is a derived figure—derived by 
ascertaining as accurately as the staff could what the producers’ — 
were for the gas that went to these various cities enumerated and then 
subtracting that price from the city gate rate and calling the difference 
the transportation cost. It was impossible, in the time we had at least, 
to arrive at a transportation cost in any other way. I think this 
schedule is not perfect, but it gives a pretty good idea of the ieee’ 
tion of increases which have taken place since 1950 which is allocable 
to increased cost of gas and the portion which is allocable to increased 
cost of transportation. 

These prices of gas might not check with some other figures that 
you have because, in order to make a basis for comparison between 
1954 and 1950, the staff did its best to find out. what was the weighted- 
average field price in 1950 in those situations where a pipeline company 
or its affiliate was producing some of the gas, and they have attributed 
that weighted-average field price in 1950 as part of the gas cost here 
and they have treated the gas cost the same way in the 1954 figures. 

The CuairmMan. Mr. Harris? 

Mr. Harris. Does this include any 1955 figures ? 

Mr. Kuykenpatu. No; I do not believe it does. 

Mr. Harris. Does it include 1954 figures? 

Mr. KuyKenpati. Yes. It includes a lot of rates that are in effect 
now, which were suspended by the Commission. It is possible that 
those rates will be idee aa I would say that they probably will be 
reduced, when the Commission finishes the rate cases. 

Mr. Harris. Is it probable that they will be reduced to the extent 
indicated here? 

Mr. Kuykenpauu. No; we have not indicated the extent to which 
they will be reduced. Maybe some of them will not be. I mean I 
do not want to predict what we are going to do. In the past, history 
has shown that the Commission allows lesser prices than those asked 
by the pipeline company when they file rates. The main items of 
transportation expense consist of operating expenses of the company, 
depreciation, and taxes, both Federal and otherwise, and return on the 
investment. 

Mr. Douiiver. Mr. Chairman, I cannot refrain from making a 
comment that apparently there is not any long-short haul clause in 
the operations of the Federal Power Cominission. I know it costs 
more to get gas to Washington, D. C., by 10 cents per thousand cubic 
feet than it does New York City, which is farther away from the gas. 
_ Mr. Kuykenpau. These rates are based on allowing a return on the 
investment. The Columbia Gas System supplies Washington and 
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they have a lot of new and expensive facilities in the system. The 
get a lot of gas now from the Gulf Interstate Pipeline Co., whic 
hauls gas for them. That is a brandnew pipeline which went into 
operation last fall and is, of course, a very high-priced one compared 
to many others. There are all kinds of little points like that that 
are not readily understandable and I do not suppose I could explain 
every one, but I will comment on this: 

If you will notice Washington and Baltimore, gas is cheaper in 
Baltimore than it is in Washington, despite the fact that both are 
served by the same company and under the same rate schedule. The 
difference there is one of load factor. 

Mr. Dotiiver. Washington is a nonindustrial area ? 

Mr. KuyKenpbatt. Yes. 

The CHatrmMan. Does that complete your statement ¢ 

Mr. Kuykenpaui, Yes; that completes all I think I need to say on 
that. 

The Cuatrman. The Chair asks unanimous consent that the chart 
be entered in the record at this point. 

(The chart referred to follows :) 
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Mr. Dries. Mr. Chairman? 

The Cuarman. Mr. Dies. 

Mr. Dres. Mr. Kuykendall, I want to ask you a few questions to 
make sure that I understand the position of the majority of the Com- 
mission. In the first place, as I understand your presentation of the 
views of your colleagues on the Commission, you feel that it is not in 
the public interest to regulate the producers and gatherers of gas; 
that is No. 1, is it not? 

Mr. Kuyxenpa. At least that we do not feel it is in the public 
interest that they should be regulated under the Natural Gas Act as 
it is now drawn. . 

Mr. Dies. We will modify that. So far as the Natural Gas Act, 
you do not feel it is in the public interest to regulate the producers 
and gatherers; is that right ? 

Mr. KuyKkenpa.u. Correct. 

Mr. Dres. The second reason for it is that you do not believe pro- 
duction of gas, gathering of gas, is a utility business? 

Mr. KuyKenpaut. That is true. I do not think it is a utility busi- 
ness in any sense of the word. 

Mr. Dies. No. 3, you think there is competition in the production 
and gathering of gas? 

Mr. Kuykenpaui. Yes, I am convinced there is a great amount of 
competition. 

Mr. Dies. No. 4, you believe that the attempt to regulate the produc- 
tion and gathering of natural gas under the Natural Gas Act would 
be administratively very difficult, if not impossible ? 

Mr. KuyKenpauu. That is true and of course if our regulation bogs 
down it will be detrimental to the supply of gas. 

Mr. Dries. You believe there is no Ralfvay ground; you either reg- 
ulate them or do not regulate them; is that correct? I think you said 
you either wanted a fish or fowl ? 

Mr. Kuykenpatu. That was in answer to the question as to whether 
I thought we should regulate the big producers and the small ones 
should be exempt. 

Mr. Dies. Well, I will limit my question to that. As between the 
big producers and the little producers, you feel there is no halfway 
ground; you either regulate them or do not regulate them ? 

Mr. Kuykenpauu. Yes, and the majority of the Commission has 
submitted comments to that effect on Mr. Heselton’s bill, which would 
exempt the small producers. I think I explained this morning some 
of the reasons why we think it would not work. 

Mr. Dies. Yes. I just wanted to ask a few questions to get this 
down definitely so [ understand the position of your. Commission. 
Since the production and gathering of gas is not a utility, you cer- 
tainly would not advocate that we attempt to formulate any utility 
formula of any kind to apply to new and renegotiated contracts, or 
escalation clauses; would you ¢ 

Mr. KuyKenpauu. No, I would not. 

Mr. Dries. A utility formula that has been recognized for a long 
time, of course, is just and reasonable; is it not? 

Mr. KuyKenpatu. “Just and reasonable rates” is a well-known term 
in utility regulation. 
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Mr. Dres. The Harris bill, since it is formulated upon the assump- 
tions and the facts you have already stated, the opinions of your Com- 
mission, naturally the Harris bill did not apply a utility formula 
and therefore seeks to apply a formula that would be practical and 
workable in the gas and production business; is that not true? 

Mr. Kuyxkenpatt. I am sure that is what Mr. Harris was endeav- 
oring to do. 

Mr. Dies. Now, whatever formula is used, it is certainly highly 
important to everyone concerned that the producers and eaves of 
gas receive a reasonable market price for their product; is it not? 
However that price is arrived at, it is important that the producer 
and gatherer get it; is it not? 

Mr. KvyKenpatu. Yes; it is important that the producer and gath- 
erer get sufficient money to make him want to sell his gas and make 
him want to find some more. 

Mr. Dries. That would be a reasonable market price? 

Mr. Kuyxenpatu. I think so. Other people seem to be quibbling 
about what the term means. 

Mr. Dies. The term “reasonable market price” has been defined 
in so many cases over such a long period it is about as definite as 
any formula there can be. Of course, there is not any formula that 
spells out where you can use the formula and arrive at the results 
immediately ; is there? 

Mr. Kuykenpauu. No; there is not. 

Mr. Dries. But among all formulas that have been used, reasonable 
market price has been applied by the courts in innumerable cases. 
That is the standard measure applied by most of the courts throughout 
our land; is it not? 

Mr. KuyxKenpatt. I think so, and I think, being a lawyer, I under- 
stand what it means. There seem to be some here who do not under- 
stand or do not quite agree. 

Mr. Dies. Of course, we have to formulate our legislation not on 
what some people think, but upon what is best for our country. The 
Harris bill simply proposes to give to the producer and gatherer what 
you have already stated the producer and gatherer must have in order 
to make any sort of a bill workable, however you arrive at that? 

Mr. KuyKenpa.u. Yes; that is true. 

Mr. Dries. Now, I also understand the position of the Commission 
to be that under the Harris bill, which gives to your Commission 
some power in the case of new and renegotiated contracts, it is your 
opinion that it will prevent the use of the escalator clauses in many 
instances; is that true? Because your new contracts, your renego- 
tiated contracts, if I understand your testimony, are the trigger which 
sets off the spiral or favored-nation contracts? 

Mr. Kuyxenpauu. They have been the trigger, so far as I know, 
in the past. It has been the new and renegotiated contracts which 
have triggered the escalation clauses. 

Mr. Dies. That is what I understood you to testify. 

Mr. Kuykenpatt. Yes. 

Mr. Dms. However, as I understood your testimony, if there is any 
necessity for any additional language in the Harris bill no attempt 

should be made by that language to destroy the purpose of the Harris 
bill, which is to exclude the producer and gatherer from regulation. 
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Whatever additional language is put in, the Harris bill should not 
undo the very purpose of the Harris bill, should it 

Mr. Kuykenpaun. That is right. It should not make them any 
type ‘of public utility, nor require us to certificate them. I do not 
think it should require us to prescribe accounting rules and regula- 
tions and compel them to observe those. 

Mr. Dies. Whatever formula is used in the Harris bill in reference 
to new or renegotiated contract. ought also to be used in reference to 
favored nation or to a limited type of escalation clauses if the com- 
mittee deems that additional language is needed ? 

Mr. KuyKenpatt. Yes. 

Mr. Dies. You would have to have the same formula with respect 
to escalation clauses as you do with reference to new and renegotiated 
contracts ¢ 

Mr. KuyKenpau. It would seem to me that it would be simple and 
desirable to do that. 

Mr. Dres. And if the consumer and the distributor could be as- 
sured that all that the producer and gatherer in the future would get, 
either under new or renegotiated contracts, or under existing con- 
tracts, is a reasonable market price, then there could be no ground for 
complaint; could there ? 

Mr. KuyKenpat. I would not think so. 

Mr. Dres. That is all. 

The Cuarrman. Mr. Derounian? 

Mr. DerountAn. Mr. Chairman, there have been a lot of comments 
about competition in the gas industry, and I want to pose this to you 
accurately, so I have had it jotted down. 

Mr. Dies. What is that? 

Mr. Derountan. In the gas industry we have talked about compe- 
tition, and I just want to ask him these questions about it. For ex- 
ample, amongst the pipeline companies Texas-L]linois Pipeline Co. 
is 70 percent owned by Peoples Gas Light & Coke Co. of Chicago, 
which company also 100 percent controls Natural Gas Pipeline Co. 
of America. The latter company seemingly secures its gas from the 
Panhandle and Hugoton fields, but the Texas-Illinois Co. gets its 
gas from the Texas gulf coast. Transcontinental Gas Pipeline Co. 
which supplies Consolidated Edison also gets its gas from the Texas 
Gulf Coast, getting a large supply from the LaGloria field, but Texas- 
Illinois and Transcontinental have two directors in common, Clyde 
Alexander and Norman Kinsey. I wonder what position these two 
companies are in with bargaining with the suppliers of gas in the 
gulf coast area. Do you have a comment on that ? 

Mr. KuyKenpauu. I might say that we do not. have jurisdiction over 
interlocking directorates of pipeline companies, nor do we have juris- 
diction over issuance of their securities. We received a request from 
the chairman of this committee, and we have not yet answered it, but 
we are giving him all the information we have on this matter of inter- 
locking directorates. 

Mr. Derountan. And you would not feel that the Commission 
would have any jurisdiction over interlocking directorates? 

Mr. Kuykenpauu. Oh, yes, I think that would be very proper. 

Mr. DerountAn. Also, Texas Eastern and Trunkline Gas (a Pan- 
handle subsidiary) both get gas from the gulf coast. E. DeGolyer 
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is a director in Texas Eastern. Lewis MacNaughton, president of 
DeGolyer & MacNaughton, is a director of Trunkline Gas. Now, in 
these two examples I have indicated, Mr. Chairman, would you say 
that there would be healthy competition amongst the pipeline 
companies / 

Mr. Kuykenpatu. I just could not say. I would approve of the 
Commission having jurisdiction over that matter. 

Mr. Derountan. But it would seem to me that these boys would 

“wash each other’s hands,” so to speak, would they not ? 

Mr. KuyKenpati. Well, they may. I would not want to say that 
they do, because I do not know that they do. I have seen no evidence 
of it. I think it might be a worse situation if the producers in the 
field were also affiliated, interested, or had interlocking directors with 
the pipeline companies so that in the buyer and seller relationship 
there was common personnel on both sides of the fence. 

Mr. Drroun1An. Along the same lines, if the pipeline companies get 
a rate from the distributing company based upon the pipeline com- 
panies including as costs for their own produced price the field price, 
and not their actual costs, I assume that the FPC would make some 
sort of pro rate as between industrial sales of this extra amount and 
not place it all age mes: the distributing companies? 

Mr. Kuyxenpatt. I did not understand your question right at the 
first. 

Mr. Derountan. If the pipeline companies get a rate from the dis- 
tributing companies ? 

Mr. Kuykenpbatu. Pipeline companies do not get a rate from the 
distributing companies. 

Mr. Derountan. If they fix a rate? 

Mr. Kuyxenpati. To a distributing company, rather than from. 
If the pipeline companies have a rate to the distributing company, 
is that what you mean ? 

Mr. Derountan. Yes; including as cost for their own produced gas 
the field price, and not their actual costs, would your Commission 
make some sort of pro rate as between industrial sales of this extra 
amount and not place it all against the distributing companies for the 
consumer ? 

Mr. Kuykenpauu. Oh, yes; that would be allocated just like we do 
with purchased gas. 

Mr. Derountan. Now, on the Staggers bill, Mr. Kuykendall. You 
stated you were opposed to taking jurisdiction over industrial sales 
and thus opposed to setting minimum rates which the pipeline com- 
pany might charge industries; is that correct? 

Mr. KuyKenpatt. Direct industrial sales; yes. 

Mr. DerountrAn. Let us take the Columbian Gas system. On its 
board are William B. Anderson, of the Anderson-Newcomb Co.; Ray 
M. Evans, of the Evans Lead Co.; J. Harrison McNash, president, 
Hazel Atlas Glass Co.; Theodore F. Smith, president, Oliver Iron & 
Steel Co.; Leon F. Rains, president, A. M. Byers Co. and a director of 
Sharon Steel, Joy Manufacturing Co.; Charles R. Vandecarr, Mead 
Corp. and Scott Paper C o. Now, without making any comment about 
propriety or impropriety, and I make no such char ge, would you say 
that these people being in the Columbian Gas Co. and also being in 
these industries when they are bargaining for a price for these ie 
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tries, would you say that there is arms-length bargaining there where 
they have these mutual interests. 

Mr. Kuykenpaui. Mr. Derounian, I would not say whether there 
is or is not, but I repeat that 1 would favor the Commission having 
jurisdiction of this matter of interlocking directorates and I think 
when that situation exists that certainly it is something that war- 
rants investigation, but I would not make the charge that there is 
a lack of arms-lengh bargaining, because I do not know. There 
might be. 

Mr. Derountan. I just bring these facts out, Mr. Kuykendall, so 
that we all know about ikem, bani there has been so much said 
about how free and open competition is. 

Mr. Kuykenpaut. All that talk, I believe, was about competition 
among the producers. You have been talking, of course, about the 
pipeline companies. 

Mr. Derountan. Now, in Commissioner Draper’s dissenting opin- 
ion on the Panhandle case, on page 23 where he refers to the duties 
of the Commission to set the “lowest reasonable rates,” and then he 
made a comment about the majority decision. “If a lower rate for 
the consumer results from the rate-base method which has so often 
been upheld by the courts, how can the majority be complying with 
the congressional mandate that the ‘lowest reasonable rates’ be pre- 
scribed when they give Panhandle the right to charge a higher rate?” 

Do you have any comment on the decision of your colleague? 

Mr. Kuykenpaui. Well, this morning, with the consent of the 
committee, I placed in the record the majority opinion in the Pan- 
handle case and I, for one, am still ready to stand on it, and I think 
it answers very convincingly any criticism you can level against the 
decision. L 

Mr. DerountAn. One last question and then I will be through, Mr. 
Kuykendall. In your report on the Staggers bill which proposes to 
require you to fix rates on industrial sales based on cost plus a fair 
proportion of fixed charges, you oppose having that standard writ- 
ten into law, is that correct ? 

Mr. Kuykenpauu. Yes, we do not recommend that, and I will 
confess that I do not know how to draw such a standard. But we do 
say if it can be done, it is fine with us. We feel that legislation that 
would require those rates to be compensatory would be desirable. If 
the principle is carried farther by endeavoring to fix each and every 
rate so that it will yield to the pipeline company, say, 6 percent on 
the investment that is necessary for that sale and making all the 
necessary allocations, the ratemaking will bog down. Ratemaking 
cannot be refined to that extent. We are afraid that that formula 
would tie us up with an impossible task and get us into an awful 
lot i litigation by people who would be dissatisfied with any rate we 
fixed. 

Mr. Derounian. But would you agree, Mr. Kuykendall, that your 
attitude on Mr. Staggers’ bill and its interpretation and the Vanik 
bill is inconsistent with your view on the Harris bill where you limit 
your construction of just and reasonable market price? Are you not 
being inconsistent in these three separate bills as to your interpreta- 
tion? In one you do not want to limit it and then you limit it in 
the Harris bill. 
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Mr. Kuykenpatu. Well, I do not think we limit it. The purpose 
there, as I see it, was what Mr. Dies was talking to me about, to make 
sure that we did not get language that would compel utility-type 
regulation. 

Mr. Derountan. That is all, Mr. Chairman. 

Thank you very much, Mr. Kuykendall. 

The Cuarrman. Any further questions of Mr. Kuykendall? 

Mr. Haywortn. Mr, Chairman? 

The Cuarrman. Mr. Hayworth. 

Mr. Hayworrn. Does the Bureau of the Budget clear any of your 
positions or activities ¢ 

Mr. Kuyxenpauw. Yes, ordinarily when we comment on any bill 
that is introduced in Congress our comments are transmitted to the 
Bureau of the Budget and the Bureau is asked to state whether or 
not the opinions that we have expressed conform with the adminis- 
tration policies. We did not have time to clear our comments on this 
bill with the Bureau and that has happened before. We have the 

rivilege of sending comments on before they are cleared by the 
Pansen. As a matter of fact, I think the Bureau always clears them 
and sends them on anyway, even though the Bureau sends a letter 
saying our comments are not in accord with the administration’s poli- 
cies. Our comments on the Harris bill were not sent to the Bureau 
of the Budget in time to receive any word from them before these 
hearings started, and I have not received any word from them yet. 

Mr. Hayrworrn. Do you have any idea when that might be coming? 

Mr. KuyKenpatt. No, I do not. 

Mr. Haywortu. I wondered if it might be stated before we actually 
frame legislation or pass on the Harris bill to go to the floor? 

Mr. Kuykenpatu. Well, I could not tell you, or I could not speak 
for the Bureau of the Budget on that. 

Mr. Haywortu. You have spoken about the utility-type of regula- 
tion, do you mean by that guaranteeing a certain return / 

Mr. KuyKenpau. Yes, that is generally what I mean, allowing a 
rate of return on a rate base. 

Mr. Haywortn. What other types of regulation are there? When 
you say a utility-type of regulation, that assumes that there are other 
types, or at least one other type? 

Mr. Kuyxenpauu. No, that is all I think of. There are other 
methods, but I did not have them in mind particularly. Sometimes 
you can use an operating ratio—that is, the ratio of the income to 
en but by utility-type regulation I meant public-utility regu- 

ation. 

Mr. Hayworrn. You do not conceive any other type regulation that 
might be possible ? 

Mr. KuyKenpbau. Well, there is a modified type of regulation that 
is provided here in the Harris bill. I would contrast. utility-type 
regulation to what is provided for in the Harris bill, which is simply 
a check on these prices, in new and renegotiated contracts, as to 
whether they represent reasonable and market value. 

Mr. Hayworrn. A few minutes ago you said with some emphasis, 
and we heard many, many times earlier in the hearings, statements 
made by producers to the effect that there was competition. My im- 
pression 1s that the competition is among the buyers rather than 
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among the sellers which we also have heard in the hearings. How 
would you reconcile those two points of view ? 

Mr. Kuyxenpauw. Well, frankly, since we have been regulating 
the producers since Jast summer we have not had an opportunity to 
make all the studies, make all the analyses, of all the marketing con- 
ditions, and so forth, that I feel would be desirable. I think this 
committee must be the judge of that. I indicated that I thought there 
was a great deal of competition among the gas producers. I also 
recognize, in talking, I think, to Mr. Rogers, that in any competitive 
industry situations do arise where some members of an ry gets 
in a favorable position due to a chain of circumstances and I also 
recognize there has been largely a seller’s market because of the great 
demand for gas, postwar. I cannot predict, but I would hope that we 
may find some day that we are in a buyer’s market. If these pipelines 
are all built and exploration and development keep up we may find 
that for a time we have a considerable amount of gas and we are not 
in short supply. If that happens, why then, of course, that would 
tend to bring the price down. 

Mr. Hayworrn. What you have said does not yet reconcile those 
two different points of view; one, that there is competition which is 
very varerouily affirmed, and the other point of view that we have a 
buyer’s market. 

Mr. Kuyxkenpatu. Well, I would say, put it this way: The fact you 
have a buyer’s market does not mean there is no competition. It 
means that there are an awful lot of people at a given time who want 
a certain product. No industry has perfect competition in all areas of 
it at all times, I do not believe, even though they may be highly com- 
petitive overall. 

Mr. Hayworrn. Can you point out any instances in which one 
producer cut prices to sell to undercut some other producer ? 

Mr. KvyKenpati. You would have to call on the pipeline companies 
for an answer to that, but I am sure there must have been cases, numer- 
ous cases, where the pipeline company had more than one opportunitv 
to buy gas and took the lowest price it could get. 

Mr. Haywortn. That is all, Mr. Chairman. 

The Cuairman. Are there further qeustions? 

Mr. Dies. Mr. Chairman ? 

The Cuarrman. Mr. Dies. 

Mr. Dies. Just as an illustration, talking about a buyer’s market, 
all of us can remember that we had a seller’s market in many things 
for 4 or 5 years after the war; did we not? To buy an automobile, we 
had to pay a bonus to get the car? 

The Cuarrman. If there are no further questions, Mr. Kuykendall, 
we thank you very much for your appearance before the committee. 

Mr. Kuyxenpauy. Thank you, Mr. Chairman. 

The Cuarrman. May the Chair ask if any of the members of the 
Commission would like to speak ? 

Mr. Craupr L. Drarer, Commissioner. I have no desire to make a 
statement. I think my position is perfectly clear. — 

The Cuatrman, Is there any other member of the Commission ? 

Mr. Kuyxenpaw. I wanted to suggest that I may not have stated 
the viewpoints of the Commission correctly. 

The Cuatrman. Does any other member of the Commission desire 
to make a statement? 
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Mr. Seasorn L. Diepy, Commissioner. Mr. Chairman, I preted 
would not disavow anything that Chairman Kuykendall has said. 
As 1 of the 4 members of the Federal Power Commission joining in 
our original report on the Harris bill, in which we unequivocally ap- 
proved the bill, the purpose of it, and the principles of freeing the 
producers from regulation, I am sure the other members of the Com- 
mission who joined in that report have no reason now to change our 
original attitude on the Harris bill. The only matter which would 
cause any consideration on my part to modify our unconditional 
approval of the Harris bill vail be in case the committee of Con- 
gress felt that some additional modification was necessary in the 
public interest in connection with this particular legislation, for 
instance, the question of escalations. Otherwise, I, and I feel Chair- 
man Kuykendall, Commissioner Smith, and Commissioner Stueck 
are all as firmly in agreement on our original report today as we were 
the day it was filed and read to this committee, at least, that is cer- 
tainly my attitude and that is the position I understand my colleagues 
take. 

The Cuatrman. Thank you, Commissioner Digby. 

Commissioner Drarrer. Mr. Chairman, do I understand we are asked 
to submit to this committee a proposed bill in form? I thought that 
was what was asked this morning. 

The Cuarrman, A request was made this morning and as I under- 
stood the Chairman, he said that the Commission would do its best 
to comply with that request. Now, it would seem to the Chair that 
in carrying out that request or in attempting to respond to that request, 
and this is only a suggestion, that the Commission, both the majority 
and minority members might wish merely to suggest language for any 
amendments to the pending bill, rather than 

Commissioner Draper. Any bills? 

The CuHarrman. Any of the pending bills. 

Commissioner Draper. That is the way I understood it and that 
is the basis for my saying I did not care to make a statement. 

Mr. Dies, The committee is not calling on the Commission. 

The CHarrman. No; the request was made by Mr. O’Hara and after 
some discussion and a colloquy between Mr. O’Hara and Mr. Harris 
and Chairman Kuykendall and others, I think, as the Chair reealls, 
the whole matter was more or less disposed of by saying that the Com- 
mission would make an effort to recommend certain changes without 
attempting to draft new legislation. 

Commissioner Draper. Yes. 

Mr. Harris. Mr. Chairman? : 

The Cuarrman. Mr. Harris. 

Mr. Harris. In view of that, before I ask questions regarding some 
proposed amendments that are pending before this committee, I won- 
der if Mr. Nelson Lee Smith has a statement that he would like to 
make ek this? He has been with the Commission, as everyone 
knows, for very, very many years. I do not suppose there is anyone 
in the country more familiar with the Natural See Act than is Mr. 

Smith, and I wonder if he has a comment. 

The Cuarman. The Chair would be very happy to hear any com- 
ment from Mr. Smith or any other of the Commissioners. 

Mr. Netson Lee Smiru (Commissioner). Mr. Chairman, I had not 
expected to make any comment. I think the chairman’s remarks, as 
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supplemented a few moments ago by Judge Digby, pretty well express 
my views. I have been before the committee a good many times and 
I have consistently taken the view that our job is the regulation of the 
transportation segment of this industry and the thorough regulation 
of it, which is why I happen to be the one Commissioner who en- 
dorsed certain features of the Staggers bill. I have often expressed 
the view before the committee that producer regulation was not re- 
quired, in my judgment, unless there were convincing evidence that 
competition would not effectively do the job. Ihave never found such 
evidence and I do not see it now. As TI see it, your problem is that 
of formulating policy. And if you can determine what your policy 
is going to be and what kind of bill you want, I think perhaps we can 
draw one, or help you draw one, that will meet that bill of particu- 
lars; but I certainly hope, in view of the comments that we have been 
called upon to make on a Jot of bills that have been introduced, I cer- 
tainly hope we will not be expected to read your minds and pull 
something out of the hat that might be appealing. 

Thank you very much for your courtesy. 

The Cuarrman. May the Chair suggest also that in line with Mr. 
Harris’ statement concerning Mr. Smith’s long association with the 
Commission and also with this problem, I believe Mr. Smith you were 
a member of the Commission that came to me in 1947 and asked me 
if I would introduce what became the Priest bill that was offered at 
that time. 

Mr. Smirn. I was, sir. You were the father of that bill, and Mr. 
‘Hale—I am sorry he is not here now—was the grandfather, or step- 
father, because I very vividly recall his question of me prior to the 
Interstate decision in the Supreme Court. He asked whether in the 
event that the Supreme Court’s language deciding that case should 
carry a greater jurisdictional sweep than we anticipated, the Com- 
mission could possibly have any objection to a bill which would clarify 
what was then understood to be the clear congressional intent. T gave 
him what was the only honest answer, that we could not object to such 
a bill. Soon thereafter I think the then chairman of the committee, 
Congressman Wolverton, addressed a letter to the Commission and 
asked for our suggestions and you, Mr. Chairman, introduced the 
Priest bill. I, for one, am very sorry it was not adopted. 

Mr. Draper. I think we all were. 

The Cuarrman. It might have saved us a lot of problems. 

Are there any other members of the Commission who desire to make 
a statement ? 

Mr. Frepertck Stvurck (Commissioner). Mr. Chairman, I have no 
particular statement to make except to corroborate the testimony of 
our chairman and to state my position that I very keenly feel that we 
are your arm, and not the head. We are here ready and prepared to 
carry out your wishes, joining with my esteemed colleague, Mr. Smith, 
if the committee will indicate what principles they want incorporated 
into a bill. We will do our very best to put them into appropriate 
language. I am keenly opposed to Federal administrative agencies 
reaching out and getting more and more authority for themselves. 
We shall be very delighted to do the will of the Congress. 

The Cuatrman. Thank you very much, Commissioner. 

Mr. Harris. Mr. Chairman? 

The Cuarrman. Mr. Harris. 





NATURAL GAS 1881 


Mr. Harris. Before we leave this, I wonder if we could ask Mr. 
Kuykendall to take the stand for just a few minutes? 

The Cuarrman. Mr. Kuykendall, will you resume the stand? 

Mr. KvyKkenpatn. All right. 

Mr. Harris. In view of what has been said about suggested amend- 
ments, of course I understood perfectly well what you said you would 
endeavor to do as a Commission with reference to these special clauses 
in case such a request was made by the committee. The industry, 
when it presented its position to the committee, made certain recom- 
mendations which they thought should be included as amendments to 
the legislation in an effort to make it more workable insofar as the 
entire industry is concerned. The first amendment that was sug- 
gested, as I recall, was to section 2 of the bill in line 25, after the 
word “considering” to include the words “whether such price has been 
competitively arrived at.” 

Would you care to comment on that suggestion at this time? 

Mr. Kuyxenpatt. I will tell you what I interpret that to mean 
and if my interpretation is correct, I see no objection to its being in 
there. I think that that is another way of saying “to find out whether 
or not there has been true arms-length bargaining.” 

Mr. Harris. I understand also that one of the reasons for sug- 
gesting it was because that language was included in the cabinet 
report ‘ 

Mr. Kuykenpau. Yes, that is in the cabinet report, I am sure. 

Mr. Harris. Now, the other amendment, the next one that was sug- 
gested by the industry witness was a new subsection which would be 
subsection (c) and the language would be as follows: 

Subsection (c). The Commission shall determine upon the application made 
by a natural gas company whether the price or prices to be paid under such 
new or renegotiated contract meet the foregoing provision of subsection (b) 
of section 5. 

In other words, having in mind the criteria for a reasonable market 

rice. 
Mr. Kuykenpatt. I think the Commission could follow that man- 
date in determining the present reasonable market price. I have al- 
ways had difficulty in figuring out how we could determine what price 
would be reasonable throughout the length of the contract, which 
might be 20 years. I mean I do not think anyone is competent to 
say that a price in a contract today will be a reasonable price 10 years 
from now, 15 or 20 years from now. 

Mr. Harris. As I understood, as was explained by the industry wit- 
ness, the purpose of it was to obtain a prior determination of the 
Commission on any contract the effect of which would be to request 
an increase in the price of gas before that contract actually had come 
to pass. 

Mr. KvyYkENDALL. I believe that was it and I can see the pipelines’ 
position there. They did not want to get caught with a binding con- 
tract where they had to pay a stated amount, and yet find that the 
Commission would not an as an operating expense, all of it. I 


have great sympathy with their dilemma and I do not think they 

should be put in such a situation. oe 
Mr. Harris. Would you state whether or not you are in a position 

to advise the committee that this proposed language would be desir- 


able? 
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Mr. KuyKxenpDat.. I think it would be desirable except for the prob- 
lem I just raised. How can any person or any group say now that 
a given price will be a reasonable market price 10 years from now? 
I have that difficulty with it. 

Mr. Haywortru. Will the gentleman yield ? 

Mr. Harrts. Just one second, please. 

Of course, you would have the same difficulty in determining what 
would be a reasonable market price in the field or, as was discussed 
by some of our colleagues this morning, what would be a just and 
reasonable price in the field 10 years from now. You would have the 
same problem, would you not ? 

Mr. KuyKkenpauu. That is right. Did you not read some lan- 
guage—if we are only required to determine whether the price is just 
und reasonable or represents the just and reasonable value as of the 
time we are passing on it, I believe we can do it. 

Mr. Harris. As I understood, that was the purpose of this pro- 
posed section as to whether or not it meant the foregoing provision 
which you would determine under section 2, that is, the reasonable 
market price. 

Mr. Kuykenpauy. As of the time that we were passing on the 
contract ¢ 

Mr. Harris. Yes. 

Mr. Kuykenpa... I think we can do that. 

Mr. Harris. You think then such prior determination could be 
made? 

Mr. KuyKenpbatun. Yes. 

Mr. Harris. If it were to be made under such a proposed provision 
here, would it necessarily require notice to all parties that such a 
determination is under consideration ? 

Mr. Kuykenpatu. Well, I rather think it would, at least I think 
that as a matter of fair play, all parties should have notice. 

Mr. Harris. Do you think that the additional language should be 
included, should the committee consider this after notice or would that 
be automatic, would it be necessary to have that ? 

Mr. Kuykenba.. I think you might remove some apprehension if 
you included such requirement for notice. 

Mr. Harris. Now, Mr. Bennett asked you a number of questions 
about the language in section 2 on page 3 about charging as an operat- 
ing expense of the natural gas purchased under the contract only such 
market price ¢ 

Mr. Kuykenpatu. Yes; I recall that colloquy with Mr. Bennett. 

Mr. Harris. And I believe you finally concluded that such a result 
would be possible. 

Mr. KuyKenpaui. Yes; I think that the language there is very sus- 
ceptible of the construction that we might be required to approve the 
reasonable market price even though the contract price were lower. 
I think that should be corrected so that we could approve whichever 
of the two was the lower. 

Mr. Harris. Could you advise the committee—you may not want 
to do it at the moment, you might want to consider this, because I am 
sure it has not been presented to you and I know I have not presented 
it—that an amendment such as this language might be included to 
meet that problem? After the semicolon on page 3, add this language : 
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And if the price at which the natural-gas company has contracted to buy such 
natural gas is found to be in excess of such reasonable market price, then the 
Commission shall allow the natural-gas company— 


and I am reading language in the present bill now— 
to charge as an operating expense — 


and so forth? 

Mr. Kuykenpaut. Offhand that sounds to me as though that might 
suffice, but I agree with you, [ would probably do better to reserve my 
opinion on that. 

Mr. Harris. Would you take that language and consider it and 
advise the committee whether or not the Commission feels that that 
would meet the problem which Mr. Bennett raised ¢ 

Mr. Kuykenpa.u. All right, I will, sir. 

Mr. Harris. Are you familiar with the proposed amendment by 
the industry witness to section 3 of the act substituting for the 
language in section 3 the language presented by Mr. Searls? 

Mr. KuyKkenpa.t. I have read that, but I seem to be unable to put 
my finger on it. Is it short enough for you to read to me? 

Mr. Harris. Yes. The language to be substituted is as follows: 

Notwithstanding the foregoing provisions of this subsection, in passing upon an 
application for a certificate which is supported by a natural-gas purchase con- 
tract, the Commission shall consider whether the price to be paid for such 
natural gas is the reasonable market price thereof in the field where produced, 
considering whether the contract price has been competitively arrived at, the 
effect of the contract upon the assurance of supply, and the reasonableness of 
the provisions of the contract as they relate to existing or future market field 
prices. 

In other words, to conform to the language in the criteria of sub- 
paragraph (b) in section 2. 

Mr. Kuykenpa.u. Well, I would agree that the same criteria should 
be in both sections. 

Mr. Harris. Could you consider that language and give the com- 
mittee the benefit of any further suggestions the Commission may 
have on them ? 

Mr. KuyKenpatu. All right. 

Mr. Harris. Thank you very much, Mr. Chairman. 

Mr. Dres. Mr. Chairman ? 

The Cuarrman. Mr. Dies. 

Mr. Dies. I want to compliment your Commission upon an unprece- 
dented thing. I first came to this Congress with my father in 1908. 
He was a member of a committee that had jurisdiction of the railroads 
and canals and I have had an opportunity for a lifetime to watch 
Commissions. This is the first time I have ever seen a Commission 
come before Congress and ask that its power be restricted. Most of 
them are constantly trying to enlarge. 

Mr. KuyKenpauu. Thank you, Mr. Dies. 

The Cuarrman. Are there any further questions? 

The Phillips Petroleum Co. presents a letter to the chairman and 
asks that it be included in the record to clear the record on certain 
figures given in testimony. Without objection, it will be included at 
this point. 
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(The letter referred to follows :) 


PHILLIPS PETROLEUM Co., 
Bartlesville, Okla., April 29, 1955. 
Hon. J. Percy PRIEST, 
Chairman, Interstate and Foreign Commerce Committee, 
House of Representatives, Washington 25, D. C. 

Dear Mr. Priest: My attention has been called to the statements by certain 
officials of Wisconsin in opposition to H. R. 4560 which stress the position of 
Phillips Petroleum Co. in respect to the supply of gas to Wisconsin communities 
via Michigan-Wisconsin Pipe Line Co. I refer to the statements of Mr. Frank P. 
Zeidler, mayor of Milwaukee; Mr. Harry G. Slater, first assistant city attorney 
of Milwaukee; Mr. Vernon Thompson, attorney general of Wisconsin; and Mr. 
James R. Durfee, chairman of the Wisconsin Public Service Commission. 

Although it seems farfetched that the Congress would consider an individual 
contract or an individual company in connection with legislation of this general 
type, I feel that the facts is regard to the Phillips contract and the Phillips 
position in the Wisconsin gas supply should not be left in the confused and 
misleading state which the record presently reflects. I therefore request that this 
letter be placed in the record. 

Great stress has been laid by the Wisconsin representatives upon the monopo- 
listie position of Phillips Petroleum Co. in that it supplies 95 percent of the gas 
distributed in that State. This sounds odious. It sounds like Phillips had such a 
monopoly in the gas business that it could force the Wisconsin people to get 
substantially all of their gas from it. The facts are quite different. The facts 
are that Phillips supplies Michigan-Wisconsin Pipe Line Co. with all the gas 
which it transports from the Panhandle Hugoton field in Texas to Wisconsin 
because the pipeline wanted to get its supply at one central point after all gather- 
ing and processing had been completed. It desired to engage in transmission 
of gas but not in producing, gathering, and processing. 

At the time the Michigan-Wisconsin pipeline was conceived and negotiations 
opened by the parent company, American Light & Traction Co., with Phillips 
to supply the gas, the entire gas-producing areas of the United States were 
available. No pipeline had been built; no expense had been incurred to reach 
the Panhandle-Hugoton field of Texas and Oklahoma. That field was chosen 
and Phillips was chosen to supply the gas, because it appeared that thereby the 
greatest assured supply of gas could be obtained at the cheapest price. Although 
Phillips probably owned enough gas reserves to supply the entire requirements 
of the Michigan-Wisconsin Pipe Line Co., it did not desire to dedicate all or 
substantially all of its reserves to that project, and did not originally intend to 
do so. American knew that there were other producers of gas in those fields 
with whom it could have dealt, but chose to have Phillips buy their gas, gather 
it. process it, and deliver the residue. 

The first contract made by Phillips concerning gas supply for the Michigan- 
Wisconsin pipeline was with American Light & Traction Co. It was in the 
form of a letter from American, accepted by Phillips, and contained this significant 
recital: 

“To enable you (Phillips) at this time to undertake the work of acquiring the 
necessary gas reserves to supply gas under the proposed contract, you desire a 
commitment on our part with respect to certain matters set forth below.” 

There was attached to the letter a form of gas contract which American agreed 
it would cause to be executed by its subsidiary. The agreement provided that 
Phillips would dedicate three-fourths of a trillian cubic feet of gas reserves and 
would try to buy 24% trillion cubic feet from others within 60 days so that a 
total of 3 trillion cubic feet of gas reserves could be dedicated to the pipeline. 

Phillips was unsuccessful in purchasing the contemplated 2% trillion cubic 
feet of gas reserves within the time provided. This preliminary contract termi- 
nated. Negotiations continued, and approximately 1 year later, on December 12, 
1945, Phillips and Michigan-Wisconsin executed a contract whereby Phillips 
dedicated 4 trillion cubie feet of gas reserves to the pipeline. Of these reserves, 
Phillips contracted on December 5, 1945, to buy 1 trillion cubic feet from 4 large 
producers. 

When this contract was made there was a great deal of uncommitted gas in 
the Panhandle-Hugoton field available for sale. Much of it was later contracted 
to other pipelines. 

The obligation of the pipeline company to purchase from Phillips its require- 
ments of gas up to 343,000 cubic feet per day is supported by the reciprocal 
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obligation of Phillips to dedicate to the pipeline and to sell to no one else the 
gas produced from acreage estimated to contain approximately 4 trillion cubic 
feet. Producers can hardly be expected to dedicate their gas reserves to a 
pipeline company without a reciprocal obligation of the pipeline to take and 
pay for the gas. If this transaction constitutes a monopoly, then every contract 
for the sale of a buyer’s requirements of a commodity, whether it be gas, coal, 
oil, electricity, milk, cheese, newsprint, or what not, constitutes a monopoly, 
and under the Wisconsin representatives’ logic should be regulated by some 
governmental bureau. ; 

Having built up a fictitious monoply upon which to operate, the Wisconsin 
representatives claim that Phillips took advantage of its monopoly to force 
higher gas prices and obnoxious escalation provisions upon Michigan-Wisconsin 
while the pipeline was being constructed. There appears to be no claim that 
there was anything illegal about Phillips’ conduct when measured by ordinary 
standards applied to contracting parties and hence no occasion for court action, 
but it seems to be suggested that Phillips’ conduct warrants action by Congress. 

Since the implication is that Phillips was guilty of something akin to extortion 
in its dealings with Michigan-Wisconsin, the committee should be informed of 
the real facts, the Jegal and econome justification for what was done. 

Those persons who are not parties to a contract but are affected by it (such 
as Wisconsin gas consumers) should not be concerned with the mechanics by 
which an agreement upon prices for gas is reached, but they do have a legitimate 
interest in the reasonableness of the prices agreed upon. I shall discuss the 
reasonableness of Phillips’ prices later. But first, let’s look into the way these 
prices came into being. 

At the outset it should be understood that there never was a contract for a 
5-cent price for gas between Michigan-Wisconsin and Phillips Petroleum Co. 
There was a base price of 5 cents in the contract of December 11, 1945, but 
provision was made in that contract for adjustment upward in the event of 
inflation, which was believed to be imminent at that time and which occurred 
right off. Moreover, the contract contained so many conditions whereby each 
party could terminate it that it amounted to little more than a declaration of 
intention. It could be carried out and its purpose accomplished only by cooper- 
ation of the two parties in an effort to obtain a certificate from the Federal 
Power Commission and the necessary steel to construct the pipeline. Numerous 
extensions of time were granted by Phillips without consideration in order to 
keep the contract alive. Delays were encountered far beyond the anticipation 
of the parties at the time the contract was made. This was a period of short 
supplies of steel and other basic commodities and sharply rising prices. Prices 
had been held in check during the war by Federal controls. When controls were 
lifted prices of most commodities and services skyrocketed. 

At that time, Michigan-Wisconsin contemplated the sale of gas to Milwaukee 
Gas Light Co. and others at a rate averaging approximately 18 cents per thousand 
cubie feet. It was not until November 30, 1946, that Michigan-Wisconsin re- 
ceived a certificate from the Federal Power Commission (qualified by numerous 
conditions, and subject to acceptance by Michigan-Wisconsin). Construction of 
the line was not commenced until December 12, 1947. This was almost exactly 
2 years after the date of the original contract with Michigan-Wisconsin and 3 
vears after the date of the contract with American Light & Traction Co. During 
all of that time Phillips held its acreage in readiness, with no income and at 
aw tremendous cost for annual delay rentals and interests on its investment in 
the acreage. By the time construction of the line started, on December ! 12, 
1947, the parties knew that the pipeline would cost at least 1% times the orig- 
inal estimate, and, instead of an average rate of approximately 18 cents per 
thousand cubic feet, Michigan-Wisconsin’s average resale rate would have to 
be as much as 25 cents per thousand cubic feet. Phillips’ costs of development 
of the acreage had increased proportionately. 

Under the terms of the contract, Michigan-Wisconsin could have abandoned 
the project without liability to Phillips. On the contrary, it elected to go for- 
ward, knowing that the price to Phillips, based upon conditions then existing, 
would be at least 7 cents per thousand cubic feet, and that there would likely 
be further inflation and the necessity for further increase in Michigan-Wiscon- 
sin’s rates and Phillips’ price by the time the line was completed. 

By the amendment of August 9, 1948, Michigan-Wisconsin was granted an 
extension of 6 months to January 1, 1949, to commence taking gas into the 
pipeline, and. was granted an extension of 1 year from January 1, 1949, to take 
the minimum contract quantities of 132 million cubic feet of gas per day, and 
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was granted the option to require Phillips to deliver a maximum of 343 million 
cubic feet of gas per day as against the previous maxima during the first 5 years, 
ranging from 158 to 208 million cubic feet per day. In addition, the obligation 
to take or pay for the minimum quantities of gas was extended from July 1, 
1949, to January 1, 1950, and Phillips dedicated an additional 50,000 acres of 
gas lands to the project. 

All of these things were for Michigan-Wisconsin’s advantage. On the Phillips 
side, its base price was increased from 5 to 7% cents per thousand cubic feet, 
and the inflation-adjustment clause was revised fo conform to the new base 
price and to remedy technical defects so as to make the contract more clearly 
speak the intention of the parties. At that time the commodity index and the 
cost of supplies had risen further and Michigan-Wisconsin was contemplating 
an average resale rate of 28 cents per thousand cubic feet. If Phillips’ prices 
should be increased in the same proportion as Michigan-Wisconsin’s as the 
contract of December 11, 1954, contemplated, this would have given Phillips 
a price of 7.91 cents per thousand cubic feet. Under the amendment, the price 
at that time would have been 8.33 cents per thousand cubie feet. In other 
words, for all the benefits granted to Michigan-Wisconsin by that amendment 
as above stated (including Phillips’ agreement to hold the acreage for a later 
commencement of deliveries and its dedication of additional reserves), Phillips 
agreed to accept an increase of about four-tenths of 1 cent per thousand cubic 
feet over what was contemplated by the original contract in the light of the 
inflationary conditions then existing. 

As stated earlier, the concern of Wisconsin gas consumers, and their repre- 
sentatives, should be in the price paid for gas and not how the price was arrived 
at. No one has said that gas could have been purchased from others cheaper 
at the time the contract was made in 1945, or at the time it was amended in 
1948, or that it could be purchased cheaper now. 

I have also pointed out that there were many opportunities during the 5-year 
period that the pipeline was getting underway for either party to terminate 
the contract. Phillips would have been justified therefore, even in the absence 
of escalation provisions in the contract, in demanding prices equal to the current 
market value of the gas as a condition to renewing the contract from time to 
time. Phillips did nothing that it was not entitled to do legally or morally. 

The period between 1945 and 1950 witnessed a dynamic surge in production 
and prices. You already have the basic figures in the record. Steel pipe, one 
of the principal items of Phillips’ expense in producing and gathering gas, 
increased 72 percent (made by a Wisconsin manufacturer). 

As might be expected from the tremendous increase in marketed production 
of natural gas between 1945 and 1950* natural gas prices firmed. A few examples 
of contract prices for gas in the Panhandle-Hugoton Field are: Sale by Plains 
Natural Gas Co. to Northern Natural Gas Co. dated September 15, 1949, at 10.5 
cents per thousand cubic feet for a 10-year period; sale by Shamrock Oil & Gas 
Corp. and Continental Carbon Co. to Northern Natural Gas Co. dated September 
26, 1949, at 8.5 cents, 9.5 cents, 10.5 cents by 5-year periods; sale by Cities Service 
Oil Co. to Northern Natural Gas Co. dated September 9, 1949, for sale of gas at the 
well at 9 cents per thousand cubic feet, increasing 1 cent per thousand cubic feet 
plus 1 cent per thousand cubic feet during each 5-year period; sale by Hugoton 
Production Co. to Kansas Power & Light Co. dated October 18, 1948, at 12 cents 
per thousand cubic feet. 

Despite these increased costs of virtually everything which Phillips buys, or, 
stated another way, despite the decline in the value of the dollar between the 
time the base price of 5 cents was established and the time gas commenced to 
flow through the pipeline, the Wisconsin representatives would have it believed 
that there should have been no increase in Phillips’ gas price. 

The clinching proof that 814 cents for Phillips’ gas is a bargain for Wisconsin 
citizens is found in the proceedings before the Federal Power Commission in 
Docket No. G-6067—G—6077, the application of American Louisiana Pipe Lines Co., 
another subsidiary of American Light & Traction Co. which has already been 
discussed in the record. The pipeline proposed to transport 400 million cubie feet 
of gas per day. The project was supported by gas producers under contracts 
calling for a minimum of 20 cents per thousand cubic feet. One hundred million 
cubie feet per day of this gas was destined for points in Wisconsin. Apparently 
everything was going well until the Supreme Court’s decision in the Phillips ease. 


1Interstate movement of natural gas increased from 1.1 trillion cubic feet in 1946 to 
4.1 trillion eubie feet in 1952—Bureau of Mines, Mineral Market Report. 
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Shortly thereafter the Federal Power Commission ruled that it would be neces- 
sary for the producers who had contracted to supply the gas to file applications 
with the Federal Power Commission for certificates as natural gas companies 
under the Natural Gas Act. (Phillips was not one of the contracting producers. ) 
The producers were reluctant. Some of them refused. Most of them filed appli- 
cations with qualifications and conditions. 

Mr. Durfee appeared before the Federal Power Commission on September 8, 
1954, and personally appealed for the granting to American-Louisiana of a con- 
ditional certificate to construct and operate the pipeline—conditioned upon the 
producer-suppliers’ filing applications with the Federal Power Commission for 
certificates at a later date. He said that the additional supplies of natural gas 
were badly needed in Wisconsin and were required by public convenience and 
necessity. If the producer prices in the American-Louisiana project were applied 
to the remaining quantity of gas deliverable under Phillips’ contract with Mich- 
igan-Wisconsin, Phillips would receive $10 million annually more than it will 
receive from Michigan-Wisconsin. 

Belatedly on April 19, 1955, Mr. Stewart G. Honeck, assistant attorney general 
of Wisconsin, moved to dismiss the applications of the producers. (Vol. 2, 
Transcript of Record, In the Matter of Superior Oil Company et al., Docket No. 
60067 et seq., p. 34.) The Public Service Commission of Wisconsin appeared 
through its general counsel, Mr. William Torkelson, and asked that FPC issue 
“what certificate it deems best” (id., p. 334). 

Further evidence that Phillips’ prices to Michigan-Wisconsin are a bargain ts 
found in recent press items from Wisconsin. Recently certain industrial sales 
by Michigan-Wisconsin on an interruptable basis have been discontinued. There 
has been discussion in the press concerning them. One industrial consumer was 
quoted in the Milwaukee Journal under date of January 23, 1955, as saying that 
his fuel bill saving with natural gas was 30 percent under oil. Gas is, of course, 
a preferable fuel to oil on an equal price basis. 

It is with some hesitancy that I reply to some of the obviously irrelevant side 
issues resorted to by Mr. Durfee and Mr. Thompson, shrewdly designed to eatch 
headlines and arouse emotions. I refer to Mr. Durfee’s claim that an unnamed 
official of Phillips Petroleum Co., at an unnamed time and place threatened 
that “the people of Wisconsin could freeze, that they would never get another 
foot of gas” if Wisconsin representatives persisted in seeking Federal regulation 
of Phillips’ gas sales. 

Instead of shutting off the gas as the quoted statement implies would be done, 
Phillips has delivered gas to Michigan-Wisconsin in excess of its contractual 
requirements. 

I refer also to certain statements made by Attorney General Thompson such as 
his reference to a memorandum by Allen Hiatt, a subordinate employee, con- 
cerning proposed increase in prices in the Michigan-Wisconsin contract and a 
proposal to contract for the sale of the gas to another pipeline “in the event the 
Michigan-Wisconsin project fails to materialize,” without any explanation of the 
time or circumstances under which the memo was written; and to his reference 
to certain alleged earnings of Phillips from its gas business “fas reflected in the 
financial statement by the Phillips Petroleum Co” which in fact was a statement 
prepared by an investigator of the FPC wherein no substantial part of the costs 
was allocated to the residue gas, and which statement was excluded from the 
evidence, and was not a statement “by the Phillips Petroleum Co.” I refer addi- 
tionally to his statement concerning the Tascosa transaction, a very involved 
and complicated farm-out of gas properties, in which the responsibility for drill- 
ing a large number of wells was assigned to Tascosa with an overriding royalty 
reserved free of cost to Phillips. This transaction had nothing whatever to do 
with the supply or the cost of gas moving to Wisconsin. 

I wish to refer the committee to an article published in Public Utilities Fort- 
nightly, issue of April 14, 1955, entitled “Out of the Mail Bag,” by Ralph E. Davis, 
who was consultant engineer for Michigan-Wisconsin Pipeline Co when the pipe- 
line was being certificated and constructed. Mr. Davis corroborates some of the 
principal facts which I have related. A copy of the article is attached. 

Respectfully submitted. 
RAYBURN L. FOSTER. 


The Cuamman. On behalf of the gentleman from Minnesota, Mr. 
O'Hara, the Chair presents a resolution of the City Council of the 
City of Windom, Minn., for inclusion in the record. 
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(The resolution is as follows:) 


RESOLUTION RESPECTING FEDERAL CONTROL OF GAS PIPELINES 


Whereas the City Council of the City of Windom, Minn., is advised that there 
is pending Federal legislation exempting gasline companies from Federal regu- 
lation; and 

Whereas the city council believes that such legislation, if enacted, would be 
detrimental to the interest of the city : Now, therefore, be it 

Resolved by the City Council of the City of Windom, Minn., as follows, to wit: 

1. That it is opposed to such legislation as would eliminate regulation of com- 
panies carrying natural gas to Minnesota by the gas pipeline companies. 

2. That it is recommended that our representatives in Congress vote against 
such legislation. 

3. That copies hereof be sent to the Senator and Representative from Minne- 
sota which represents our city and to Eric G. Hoyer, mayor of the city of Minne 
apolis. 

Passed: April 18, 1955. 

Oscak A, OLSON, Mayor. 


Attest: 
[SEAL] BEssigc L. Morean, City Clerk. 


The Cuairman. Mid-Continent Oil & Gas Association presents a 
letter with reference to certain figures included in the record and 
the Chair presents this letter for inclusion in the record. 

(The letter referred to follows :) 


Mip-CONTINENT OIL & GAS ASSOCIATION, 
Tulsa 3, Okla., April 29, 1955. 
Hon, J. Percy PRIEsT, 
Chairman, House Interstate and Foreign Commerce Committee, 
New House Office Building, Washington 25, D. C. 


Dear CHAIRMAN Priest: During the current hearings on H. R. 4560, a number 
of witnesses have made statements to the effect that if this bill is passed, 
America’s producers of natural gas plan to get the field price of their product up 
to 25 cents per thousand cubic feet. 

These and several other reckless statements being bandied about by opponents 
of the Harris bill seem to have emanated from a pamphlet prepared by Leland 
Olds and published under the auspices of an organization called Energy Research 
Associates. Mr. Olds, you will recall, is the former Chairman of the Federal! 
Lower Commission whom Congress refused to confirm on his renomination to 
the Commission. 

As an example of what I take to be Olds-inspired charges, I quote from the 
testimony of James H. Lee, Assistant Corporation Counsel of Detroit, who said 
on pages 17 and 18 of his prepared statement : 

“The Harris bill removes prices to be paid producers from effective regula- 
tion. * * * And current industry talk indicates an expectation of an eventual 
25 cents per M. ec. f. field price if the Harris bill passes. This $800 million 
estimated annual rise may eventually be far too conservative.” 

As president of the Mid-Continent Oil & Gas Association, with 7,500 members 
who collectively produce about 70 percent of the Nation’s oil and gas, I wish to 
point out that such hysterical charges are not only completely unfounded, but 
they also show little understanding of the provisions of the Harris bill. 

In the first place, any change in the field price of natural gas must take place 
either under the terms of existing contracts or under the terms of new contracts 
yet to be made. 

Let’s look at the record of the field price of natural gas as it has been deter- 
mined in the past under existing contracts. Let’s bear in mind, too, that until 
June 7, 1954, these contracts were never subject to the jurisdiction of the Federal 
Power Commission but were arrived at when the producer was operating in a 
free competitive economy, and that many of them included the escalation and 
favored-nations clauses about which so much has been said. 

What does the trend in the field prices of gas under existing contracts reveal ? 
According to the Bureau of Mines, the average value of gas in 1953 at the wellhead 
was 9.2 cents per M. c. f., which was about 20 percent below the 1922 price of 
11.1 cents. In the intervening 30 years, average wellhead prices dropped grad- 
ually to 6 cents in 1934 and on down to a low 4.5 cents in 1940. 
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This in itself eloquently attests that a free competitive economy provides its 
own regulation and consumer protection. It likewise proves that the field price 
of gas in going from 4.5 cents in 1940 to 9.2 cents in 1953 has barely kept pace 
with the shrinkage in the value of the dollar in this 14-year period. 

The Harris bill, however, offers even further protection against runaway 
prices. It does this by placing strict curbs on the second method by which there 
ean be any change in the field price of gas—that is, under the terms of new 
contracts. 

Where new and renegotiated contracts are concerned, the Harris bill requires 
the Federal Power Commission to allow natural-gas companies as charges and 
operating expenses only the reasonable market field price of gas purchased 
under those contracts. This means that new and renegotiated contracts will not 
increase prices under escalator clauses in old contracts above a reasonable market 
field price. 

These facts show that competition has been effective as a regulatory factor in 
keeping the field price of gas under existing contracts relatively cheap. 


Sincerely yours, 
R. F. WINpFOHR. 


The CuHatrman. We also have the report of the Federal Power 
Commission on the bills under consideration and that will be made a 
part of the record. 

(The report referred to follows :) 


FEDERAL PowER COMMISSION, 
Washington, D. C., April 12, 19595. 
Hon. J. Percy Priest, 
Chairman, House Committee on Interstate and Foreign Commerce, 
United States House of Representatives, 
House Office Building, Washington, D. C. 

Dear Mr. CHAIRMAN: In response to your request there are enclosed 3 copies 
of the report of the Federal Power Commission on H. R. 3490, 84th Congress, a 
bill to amend section 6 (a) of the Natural Gas Act in order to establish a rule 
with respect to the valuation of gas reserves for the purpose of rate-making 
under the act. 

We have just been advised that there is no objection by the Bureau of the 
Budget to the presentation of this report to the Committee on Interstate and 
Foreign Commerce. 


Sincerely yours, 
S. L. Diery, 


Acing Chairman. 


FEDERAL POWER COMMISSION ReEporT ON H. R. 3490, 84rH CoNnGREssS, A BILL TO 
AMEND SECTION 6 (A) OF THE NATURAL GAS ACT IN ORDER TO ESTABLISH A RULE 
WITH RESPECT TO THE VALUATION OF GAS RESERVES FOR THE PURPOSE OF RATE- 
MAKING UNDER THE PROVISIONS OF SucH AcT 


This bill would amend section 6 (a) of the Natural Gas Act (52 Stat. 821, 
824 (1988): 15 U. S. C. 717 (e)) by adding thereto a proviso requiring gas 
reserves to be valued at their actual original cost for ratemaking purposes. 
Section 6 (a) as amended would read in its entirety as follows, with the new 
proviso being italicized : 

“Sec. 6. (a) The Commission may investigate and ascertain the actual legiti- 
mate cost of the property of every natural-gas company, the depreciation therein, 
and, when found necessary for ratemaking purposes, other facts which bear on 
the determination of such cost or depreciation and the fair value of such prop- 
erty: Provided, That the value for ratemaking purposes of gas reserves held by 
any natural-gas company shall in no case be deemed to exceed the actual original 
cost of such reserves to such company.” 

There is at present no formula prescribed by Congress in the Natural Gas Act 
upon the basis of which the Commission must fix the rates charged by companies 
subject to Commission jurisdiction under that statute. Under the rate pro- 
visions of the act, the statutory guide to the Commission in exercising its rate- 
making powers is the requirement that rates shall be “just and reasonable.” 
Thus section 4 (a) of the act provides that “All rates * * * shall be just and 
reasonable, and any such rate * * * that is not just and reasonable is hereby 
declared to be unlawful.” And section 5 (a) provides that the Commission shall 
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determine and fix “the just and reasonable rate” to be thereafter observed. But 
by neither section has Congress prescribed any formula by which the “just and 
reasonable rate’ is to be determined. Instead, as the Supreme Court of the 
United States has more than once held, by these provisions Congress has en- 
trusted the Commission with discretionary authority to select that formula or 
combination of formulas which will best serve the various interests committeed 
to its keeping in carrying out the provisions of the act, while insuring that the 
rates fixed thereunder will not be confiscatory. (Federal Power Commission v. 
Natural Gas Pipeline Co., 315 U. 8S. 575, 584-586; Federal Power Commission vy. 
Hope Natural Gas Co., 320 U. S. 591, 600-601; Colorado Interstate Gas Co. ¥. 
Federal Power Commission, 324 U. S. 581, 601, 603-604. ) 

For the purpose of giving the Commission the information required for rate 
determinations, Congress provided in section 6 (a) that the Commission could 
ascertain the actual cost of properties of natural-gas companies “and other 
facts” which bear upon the cost and fair value of such property. But even this 
section, which comes the closest of any to supplying a definite criterion for fixing 
rates, does not bind the Commission to the use of any single formula, as the 
Supreme Court held in the Hope Natural Gas Co. case, supra, pages 601-602. 

The language in section 6 (a) of the Natural Gas Act follows the language 
which had been used in corresponding section 208 of the Federal Power Act. 
The purpose of section 208 of the Federal Power Act, therefore, has a bearing 
upon the present proposal. When the bill which became the Federal Power 
Act (S. 2696, 74th Cong.) was passed by the Senate in 1935, it contained in sub- 
section 208 (c) a provision limiting the Commission to the actual legitimate 
cost, less depreciation, in determining the rate base of electric public-utility 
properties. This subsection (c) was stricken from the bill in the House Com- 
mittee on Interstate and Foreign Commerce (H. Rept. 1318, p. 30). Chairman 
Lea of that committee, on June 28, 1935, made the following statement during 
the debate on the bill (79th Congressional Record 10,378) : 

“This bill also involves the question as to the rate base that should apply in 
governing the rates for public utilities. The bill contains the general rule that 
rates be just and reasonable. The committee would like to have been able to 
provide a better standard of valuation as a ratemaking base, but after con- 
sidering the question fully we determined it would be a futile thing, to do. 
* * * it is practically a futile thing, in my judgment, for any legislative body 
to try to write a ratemaking base.” 

It is the Commission’s view that, now as then, it is impractical and undesir- 
able, from the standpoint of a proper execution of the ratemaking function, for 
the legislative body to determine in advance any fixed standard of valuation to 
be used in all cases as a basis in fixing rates. For many years regulatory agen- 
cies were considered as being bound by the “fair value” formula laid down by 
the Supreme Court in 1898 in Smyth v. Ames (169 U. S. 466), and it was not 
until recent years that the true objective of rate fixing, the award of just com- 
pensation in accord with due process of law, was given its proper emphasis un- 
encumbered by the particular formula in any individual case. Thus, in 1942 
in the Natural Gas Pipeline Co. case, supra, the Supreme Court said that 
(p. 586) “the Constitution does not bind ratemaking bodies to the service of any 
single formula or combination of formulas” and that Congress had left the 
Commission free, for ratemaking purposes, “to make the pragmatic adjustments 
which may be called for by particular circumstances.” Following, in 1949, in 
the Hope Natural Gas Co. case, supra, the Supreme Court substantially repeated 
this language, saying (p. 600) : 

Congress, however, has provided no formula by which the just and reasonable 
rate is to be determined. It has not expressed in a specific rule the fixed principle 
of “just and reasonable,” and that “the Commission was not bound to the use of 
any single formula or combination of formulas in determining rates,” but that 
its ratemaking functions “involve the making of ‘pragmatic adjustments.’ ”* 

Congress has heretofore recognized the necessity for consideration of the cir- 
cumstances presented in each case in fixing rates. It is the Commission's view 
that varying circumstances may still call for the application of varying principles 


1It said also, on the facts there presented, that the ratemaking process under the act 
(p. 66) “involves a balancing of the investor and the consumer interests” and held that 
the standard of “just and reasonable rates” required that (p. 603): “* * * the return to 
the equity owner should be commensurate with returns on investments in other enterprises 
having corresponding risks. That return, moreover, should be sufficient to assure con- 
ros in the financial integrity of the enterprise, so as to maintain its credit and to attract 
capital.” 
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or formulas. Existing provisions of the act and judicial decisions thereunder 
recognize and make provision for this necessary degree of administrative flexi- 
bility. It is the Commission’s belief that the change proposed by the bill under 
consideration would be a step backward in the development of principles of 
publie utility regulation and would tend to defeat the true objectives of rate- 
making. It is the Commission’s view that no rigid formula should be prescribed 
by Congress, but that the Commission should be left free to determine those rates 
which are fair both to consumers and investors, in accordance with existing 
provisions of the act and decisions of the Supreme Court. 

Although a matter of lesser importance, it is worth mentioning that the bill 
presently before the committee would apply a rigid formula to the rate base for 
only a portion (the natural-gas reserves) of the property of natural-gas com- 
panies subject to the act, but would not apply this formula to the other property 
of those companies for ratemaking purposes. The imposition of such a cost 
formula for the portion of the rate base representing the reserves might be 
considered to mean that other portions of the rate base should not be determined 
upon the same basis. 

For these reasons the Commission recommends against enactment of the bill. 

FEDERAL POWER COMMISSION, 
By S. L. Diesy, Acting Chairman. 
FEDERAL POWER COMMISSION, 
Washington, April 28, 1955. 
Hon. J. PERCY PRIEST, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington 25, D.C. 


DEAR Mr. CHAIRMAN: Pursuant to your several requests there are enclosed 
four copies of the Commission's report on the bill H. R. 4943, H. R. 4959, H. R. 
4981, H. R. 5034, H. R. 5035, H. R. 5059, H. R. 5068, H. R. 5086, H. R. 5097, 
H. R. 5102, H. R. 5138, H. R. 5276, and H. R. 5735. 

Due to the shortness of time this report has not been submitted to the Bureau 
of the Budget. 

Sincerely yours, 
JEROME K. KUYKENDALL, Chairman. 

Inclosure No. 74469. 


FEDERAL POWER COMMISSION Report oF H. R. 4943, H. R. 4959, H. R. 4981, H. R. 
5084, H. R. 5035, H. R. 5059, H. R. 5068, H. R. 5086, H. R. 5097, H. R. 5102, 
H. R. 5138, H. R. 5276, anp H. R. 5735—S84rH Coneress,’ Birts To AMEND 
THE NATURAL GAs ACT 


These bills set out the declaration of legislative policy that the Commission, 
in the administration of the Natural Gas Act, shall be required to give con- 
sideration to the productive capacity of other domestic fuels in relation to current 
and long-range effects on national defense and the domestic economy, and also 
to give consideration to the conservation of natural-gas resources, including 
conservation policies and regulations of the gas-producing States. In order to 
implement such a policy, the bills propose to amend section 1 of the act and 
to incorporate appropriate language by reference in the various certificate and 
ratemaking provisions. The bills would amend the Natural Gas Act in the 
following specific respects: 

1. Modify section 1 (b) by striking out the word “resale” and redefine “natural- 
gas company” in section 2 (6) to give the Commission jurisdiction over direct 
industrial sales of natural gas. 

2. Strike out the proviso in section 4 (e) which presently denies the authority 
of the Commission to suspend rate schedules covering resales of natural gas for 
industrial use only. 

3. Amend section 3 to make the certificate requirements and standard of 
section 7 of the act, including the above discussed policy considerations, applicable 
to persons seeking authorization to import or export natural gas. (Sec. 2 (7) 
would be amended to include foreign commerce within the coverage of the act.) 

4. Amend section 4 (a) to prescribe a ratemaking formula which requires 
natural-gas rates, whether for resale or for direct consumption, to be at not less 





1H. R. 5086 and H. R. 5138 also include the provisions of the pending bills H. R. 4560 
and H. R. 4675 to amend the Natural Gas Act, upon which the Commission reported favor- 
ably by its letter of March 21, 1955, to the chairman of the House Committee on Interstate 
and Foreign Commerce. 
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than cost, including the “cost of transportation and sale, and a fair proportion 
of the fixed charges.” 

5. Amend section 4 (e) and 5 (a) to permit the suspension of any new rate 
schedule or the investigation of rates upon complaint of a “fuel competitor or 
fuel transporter.” 

6. Strike out the proviso in section 5 (a) which at present denies the Commis- 
sion the power to order a rate increase without regard to the currently effective 
or filed rate schedule. 

Insofar as these bills would amend the Natural Gas Act to give the Commission 
jurisdiction over direct industrial sales, the Commission does not favor their 
enactment. There has been no demand for such regulation by any industrial 
user, and as far as the Commission can determine the interests of such users 
appear to be adequately safeguarded consistently with the public interest under 
the present system of independently negotiated sales. 

However, the Commission does recommend, as it has previously, that it be given 
authority to suspend rate schedules covering resales of natural gas for indus- 
trial use only. 

Competitive relationships between fuels depend largely upon price and other 
conditions in particular localities, and in the national picture the variations are 
numerous and complex. In many vital aspects the competitive relationships of 
the fuels are basically influenced by geophysical considerations as reflected in 
their comparative prices in different consuming markets. 

Interfuel competition is keener on the industrial level than in either the resi- 
dential or commercial bracket. Where the form of the fuel is relatively unim- 
portant, small differences in price per unit of available heat energy may decide 
the selection of one fuel rather than another. ‘Thus, in open competition for the 
industrial market one can reasonably expect to find the competitive positions of 
the various fuels determined by a free operating economic law of supply and 
demand. In such a situation, the most efficient and convenient fuel would be 
selling for the highest price, and those of lower quality for a lower price. In 
1053 there were approximately 2,000 direct industrial sales by pipeline com- 
panies. The fixing of rates for this large number of individual sales would be 
a burdensome administrative task, for the Commission would be charged with 
responsibilities of fixing industrial rates that would not be unduly discriminatory. 
Moreover, the Commission would be disrupting a successful pattern where now 
neither of the two parties is able to take undue advantage of the other. Conse- 
quently, it is a matter where regulation does not seem to be required, and the 
economy of the country would be better served by permitting companies to 
continue to negotiate their own price. We believe that the free play of com- 
petitive forces within this area adequately safeguards the public interest. 

The Commission is opposed to the proposed amendment which would enable 
fuel competitors or fuel transporters to intervene in rate cases. The Commission 
does not believe that such fuel competitors or fuel transporters who are operat- 
ing essentially in other industries should be allowed to come in as a matter of 
right and make rate cases and seek to influence the rates of their competitors. 
The Commission would favor any measure which specifically prescribes that 
any rate must be compensatory, although the new standard prescribed in 
these bills as pointed out below offers considerable difficulty. In effect the 
Commission would be required to undertake to provide a fixed return to all 
segments of the fuel industry. The Natural Gas Act directs the Commission 
to determine and establish just and reasonable rates. It has been held that 
in so doing the effect of rates on competing fuel is not controlling. Alston Coal 
Co. v. Federal Power Commission (137 F. 2d 740 (1948. C. A. 10)). In that 
case the Court, in upholding an order of the Commission denying the petition 
to intervene, said (p. 742) : 

“* * * Nowhere in the act is there a suggestion which would justify the 
Commission in fixing higher rates in order to prevent economic injury to 
competing fuel. The effect of a gas rate upon a competing fuel industry is not 
a factor which under the act the Commission may consider in a proceeding for 
the establishment of a gas rate. It follows that the petitioners did not have the 
right under the act to intervene for the purpose of establishing the economic effect 
a reduction in gas rates would have upon the coal industry. 

“The intervention section of the act, section 717n, has not been amended since 
its original enactment. It provides that ‘in any proceeding before it, the 
Commission, in accordance with such rules and regulations as it may pre- 
scribe, may admit as a party any interested State, State commission, munic- 
ipality, or any representative of interested consumers or security holders, or 
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any competitor of a party to such proceeding, or any other person whose partici- 
pation in the proceedings may be in the public interest.’ Intervention under 
this section is permissive and rests in the sound discretion of the Commission.” 

The Commission is in agreement with the proposal that it be given authority 
to increase rates where necessary to correct undue discrimination, although it 
should be emphasized that the purpose of such suggestion is not to be to raise 
industrial rates to deprive pipelines of business, but rather to implement the 
Commission’s present ratemaking authority. The Commission’s recommenda- 
tion that it be given authority to raise rates to remove discrimination is 
necessary if the Commission is to effectively zone a system as to rates and other- 
wise to remove inequities. 

As to the proposal in section 6 (a) of the bill that the Commisison fix rates at 
not less than the cost of gas plus the cost of transportation and sale, the 
Commission is of the opinion that this would be administratively and unneces- 
sarily difficult of application. Rates are fixed upon the operations of a com- 
pany as a whole, with the “end result” giving the company the fair return to 
which it is entitled. To attempt to single out one rate out of a rate schedule 
for the purpose of determining that it was equal to or greater than the cost 
of the applicable service would impose almost insuperable difficulties. 

Moreover, the Supreme Court has more than once held that in regulatory 
statutes Congress has entrusted the Commission with discretionary authority 
to select that formula or combination of formulas which will best serve the vari- 
ous interests committed to its keeping in carrying out the provisions of the 
statutes, while insuring that the rates thereunder will be just and reasonable and 
not confiscatory. Federal Power Commission v. Natural Gas Pipeline Co. (315 
U. S. 575, 584-586) ; Federal Power Commission v. Hope Natural Gas Co. (320 
U. S. 591, 600-601) ; Colorado Interstate Gas Co. V. Federal Power Commission 
(324 U. S. 581, 601, 608-604). Furthermore, a regulated company is entitled 
to rates which are not confiscatory, and judicial review of rate regulation is al- 
ways available where confiscation is alleged. Los Angeles Gas Co. v. Railroad 
Commission (289 U. S. 287, 305-306 (1931)). Therefore, costs or value must 
be considered in addition to other elements. 

It is the Commission’s view, therefore, that it is neither necessary or desirable, 
from the standpoint of proper execution of the ratemaking function, for the legis- 
lative body to determine in advance a formula or criterion to be used for rate- 
making such as that proposed by these bills. 

Commissioner Smith is of the opinion that, in addition to the foregoing, the 
Commission should endorse the proposed amendment of section 1 (b) of the 
act to extend the Commission’s rate regulatory jurisdiction so as to include direct 
sales made in interstate commerce by pipelines to industrial customers. He 
points out that this provision of the Staggers and related bills has heretofore 
been included in the Commission’s legislative recommendations (1952 annual 
report, p. 152, and 1953 report, p. 154) and is also consistent with recommenda- 
tion No. 2 of the President’s Advisory Committee on Energy Supplies and Re- 
sources Policy. 

In the view of Commissioner Smith, such extension of the Commission’s rate 
authority is desirable: (1) to fully implement its ability to prevent undue dis- 
crimination, prejudice and preference; (2) to simplify ratemaking procedures 
generally by avoiding the necessity of allocating costs of service between juris- 
dictional and nonjurisdictional sales; and (3) to eliminate any incentive now 
offered pipelines to raid the markets of their local distributors by reason of the 
opportunity to thereby make more profitable, unregulated direct sales. 

Commissioner Smith wishes it to be clear that he would not regard the pro- 
posed rate regulatory jurisdiction over direct sales as a device to afford artificial 
protection, either to coal markets against natural gas or to gas markets against 
coal and other competitive fuels. On the contrary, he holds, with the President’s 
Advisory Committee, that “the use of alternative energy sources should be as 
far as possible [a matter] of free choice by the consumer and free and fair com- 
petition among suppliers. This, it is confidently thought, will provide most 
effectively for the assurance and flexibility of energy supply, both for economic 
zrowth and strong security readiness.”” He would not, however, endorse enact- 
ment of the proposed ratemaking formula, believing that it would be sufficient to 
provide that all rates and charges should be “compensatory.” This could serve 
as a more flexible yard stick, since it would avoid any implication that all sales 
must yield the same proportionate contribution to overhead, over and above 
their direct costs. 
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Commissioner Smith wonders why, if, as has been asserted, dump sales of 
natural gas at depressed prices are few and far between and direct sales are 
generally made at prices which compare favorably with the rates for resale in- 
dustrial gas, the pipelines should greatly fear, or their competitors expect great- 
ly to benefit, from what would appear to be a rational completion of regulatory 
authority to prevent or correct discrimination. 

The Gommission recommends that sections 1 (b) and 2 of the Natural Gas 
Act be amended so as to include foreign commerce within the coverage of the 
act and to define persons engaged in the importation and exportation of natural 
gas as “natural-gas companies’ so far as their operations in the United States 
are concerned. Chairman Kuykendall would limit this proposal to companies 
engaged in the importation of natural gas. 

Commissioner Draper is not in accord with the foregoing report. 

FEDERAL POWER COMMISSION, 
By JeroME K, KUYKENDALL, 
Chairman, 


The CuarrMan. Since there are no further questions and no fur- 
ther witnesses to be heard, the Chair declares the open hearing on 
H. R. 4560 and other related bills proposing to amend the Natural 
tas Act of 1938 to be hereby closed and the committee stands ad- 


journed. 
(The following material was submitted for the record: ) 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington 25, D. C., February 18, 1955. 
Hon. J. Percy PRIEst, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, 
Washington 25, D.C. 

My Dear Mr. CHarRMAN: This will acknowledge your letters of February 5 
and 8, 1955, requesting the views of the Bureau of the Budget on H. R. 3490, 
“To amend section 6 (a) of the Natural Gas Act in order to establish a rule 
with respect to the valuation of gas reserves for the purpose of ratemaking 
under the provisions of such act’, and on H. R. 3616, “To amend the Natural Gas 
Act to require that the rates and charges of natural gas companies be deter- 
mined on the basis of the actual legitimate cost of the companies’ property, less 
depreciation.” 

It is understood that the purpose of this legislation is to require natural 
gas companies to value their natural gas reserves on the basis of original cost 
for ratemaking purposes. Such a method of valuation of natural gas pro- 
duced by companies engaged in the transportation or sale for resale of natural 
gas in interstate commerce has been required by the Federal Power Commis- 
sion in past years, although, in a recent decision, the Commission allowed the 
Panhandle Eastern Pipe Line Co. to use an average weighted field price for 
gas produced from its own reserves. 

Federal regulation of interstate transportation and sale of natural gas re- 
quires that the Federal Power Commission consider many complex questions 
involving the interests of both producers and consumers. These bills would es- 
tablish a specific rule and would prevent the exercise of independent judgment 
by the Commission with respect to one factor of gas rate regulation. We be- 
lieve that the Cominission should retain the administrative flexibility which it 
now has under the Natural Gas Act so that it can evaluate all aspects of each 
case brought before it for consideration, taking account of the constant changes 
which are an expression of the dynamic nature of our economy. 

Accordingly, the Bureau of the Budget would not recommend enactment of 
this legislation. 

Sincerely yours, 


Donatp R. BELCHER, Assistant Director. 
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UNITED STATES DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington 25, D. C., May 2, 1955. 
Hon. J. PERcy PRIEST, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington 25, D. C. 


My Dear Mr. Priest: Your committee has requested a report on H. R. 4560 
and H. R. 4675, identical bills, to amend the Natural Gas Act, as amended. 
The following comments on those two bills will also indicate our general atti- 
tude regarding H. R. 3490, H. R. 3708, H. R. 3902, H. R. 3940, H. R. 3941, H. R. 
4168, H. R. 4427, H. R. 4923, H. R. 4924, and H. R. 5339, which relate to the same 
general subject, and upon which reports have also been requested. 

The Advisory Committee on Energy Supplies and Resources Policy that was 
appointed by the President has recommended that the Federal Government should 
not control the production, gathering, processing, or sale of natural gas prior to 
its entry into an interstate transmission line. We concur in that recemmenda- 
tion and believe that the enactment of legislation along the general lines of 
H. R. 4560 ad H. R. 4675 will accomplish the purpose of the recommendation. 

Inasmuch as the bills involve technical amendments to a complicated regula- 
tory statute that is administered by another agency, and as we have no special 
knowledge regarding the techniques of rate regulation, we shall refrain from 
commenting upon the details of the bills and the variations between them. Our 
comments will be restricted to the general purpose of the bills. 

This Department is directly concerned with the conservation of oil and gas 
resources of the country, with defense mobilization of oil and gas supplies, and 
with the administration of oil and gas resources on lands under the jurisdiction 
of the Department. The Department long ago recognized the need for conserva- 
tion, and it has led the way in research for methods to recover marginal-oil sup- 
plies and to effect the maximum recovery of both oil and gas that is contained in 
a single reservoir. 

When oil and gas are found together—and about one-third of the natural gas 
now moving in interstate commerce is produced in fields that also yield oil—the 
production of gas must be carefully regulated to prevent its premature release 
before it has made its full contribution to the recovery of the oil. This regu- 
lation of gas production must be integrated with the regulation of oil production. 
Both kinds of regulation are now being performed effectively under the various 
State conservation laws. 

As the Natural Gas Act applies only to gas, the application of its regulatory 
provisions to production activities would result in Federal regulation of gas pro- 
duction in a combined oil and gas field from the standpoint of gas alone, without 
regard to the conservation of oil. Such division of regulatory responsibility 
would impede State conservation efforts and result in significant underground 
waste of oil. 

If, however, Congress makes it clear that Federal regulation is not to extend 
to the producer, the States will be able to carry forward the good work they 
have been doing in the way of integrated conservation of both oil and gas. 

Defense mobilization responsibilities with respect to oil and gas are vested in 
this Department under the Defense Production Act of 1950, as amended. Oil is 
now perhaps the most important munition of war, and gas is growing in impor- 
tance as an energy supply for our war effort. Production capacity of both fuels 
must be supported by continuing exploration for, and development of, new  re- 
sources. Federal regulation of gas producers, or of both gas and oil producers, 
under the utility-type regulation that applies to interstate gas transmission com- 
panies, would eliminate the normal free play of competition that exists between 
the producers of gas and the companies that move gas in interstate commerce. 
This would destroy the incentive that has encouraged the industry to build up and 
to maintain the reserves and productive capacities that are essential to the 
country’s safety. 

There are thousands of oil and gas producers, large and small. If they should 
be subjected to Federal utility-type regulation when they sell to an interstate 
carrier, they would probably be reluctant to enter into contracts that allow the gas 
to cross State lines, to the serious detriment of consumers in nonproducing States. 
Under free competitive conditions the producers would be willing to sell to 
interstate carriers at the fair field price, which would, under the two bills coy- 
ered by this report, be subject to review by the Federal Power Commission. 

In connection with the administration of oil and gas resources on lands under 
the jurisdiction of this Department, we are responsible for obtaining for oil and 
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gas royalties due the United States the highest price offered in the fair and open 
market. for a major part of the production from the field in which the leased 
lands are located. Oil and gas royalties from public domain lands are distrib- 
uted as follows under the Mineral Leasing Act of 1920: 10 percent is retained 
by the Federal Government; 37% percent is returned to the State for use in 
maintaining schools or public roads ; 52% percent goes into the reclamation fund 
for the benefit of States that are under the Reclamation Act. Oil and gas roy- 
alties from lands that are subject to the Outer Continental Shelf Lands Act of 
1953 are all retained by the Federal Government. Oil and gas royalties from 
trust or restricted Indian lands go to the Indians, 

For the foregoing reasons we recommend that the production, gathering, proc- 
essing, and sale of natural gas prior to its entry into an interstate transmission 
line should be exempt from Federal control and regulation under the Waturat 
Gas Act. 

Since I am informed that there is a particular urgency for the submission of 
the views of the Department, this report has not been cleared through the Bureau 
of the Budget, and, therefore, no commitment can be made concerning the rela- 
tionship of the views expressed herein to the program of the President. 

Sincerely yours, 
Feirx E. WorMSER, 
Assistant Secretary of the Interior. 


RESOLUTION—CITY OF ALBION, STATE OF MICHIGAN 


Whereas the Congress of the United States is considering proposed legislation 
to amend the Natural Gas Act of 1938, by removing from the jurisdiction of the 
Federal Power Commission regulatory powers over producers of natural gas; 
and 

Whereas the construction of the existing Natural Gas Act of 1938, by the 
Supreme Court of the United States, in June of 1954, granting the Federal Power 
Commission extensive regulatory powers over intrastate producers of natural gas 
supplying interstate pipelines, has tended to result in a shortage of the supply 
of this commodity in industrial States such as Michigan, and has gravely impeded 
the operations of the free-enterprise system which would otherwise rectify such 
shortage; and 

Whereas industry in the-city of Albion has great need for natural gas, and 
the availability of the same would enhance the industrial and residential devel- 
opment of the area: Now, therefore, be it 

Resolved, That the city council of the city of Albion go on record as recom- 
mending the proposed amendatory legislation to the above effect, and as urging 
the Members of the Senate and the House of Representatives of the United States 
to give serious and careful consideration to the same and support the prompt 
enactment thereof into law ; and be it further 

Resolwed, That a copy of this resolution be forwarded to United States Sena- 
tors, Charles E. Potter and Patrick V. McNamara, and United States Represent- 
ative, August E. Johansen. 

I, John P. Bentley, the duly appointed, qualified and acting city clerk of the 
city of Albion, county of Calhoun, State of Michigan, do hereby certify that the 
foregoing is a true and exact copy of a resolution adopted by the common council 
of said city of Albion at a regular meeting held in council chambers on the 28th 
day of March 1955. 

In witness whereof I have hereunto set my hand and affixed the corporate seal 
of the said city of Albion, this 29th day of March 1955. 

JoHN P. BentTLEy, City Clerk. 





RESOLUTION 


Whereas the members of the American Rice Growers Association, as land- 
owners, are vitally interested in the oil and gas business and the competitive 
price paid to the landowner and the producer for natural gas; a product of the 
land; and 

Whereas the finding and producing of natural gas is not a public utility opera- 
tion but is a highly risk-taking venture and price fixing would in time dry up 
the supply of this high-grade fuel to the consumers of America; and 
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Whereas price fixing in the American free competitive system is unworkable 
and unrealistic : Now, therefore, be it 

Resolved by the American Rice Growers Association (or by the board of 
directors of the American Rice Growers Association as the case may be), That 
we go on record as favoring an amendment to the Natural Gas Act which would 
make clear that neither the Federal Power Commission nor any other commission 
or bureau in Washington shall have the power to fix the producers’ field price 
of natural gas, whether moving in interstate commerce or otherwise ; be it further 

Resolved, That the officers of this association mail a copy hereof to the Inter- 
state and Foreign Commerce Committee of the House of Representatives and to 
the Interstate and Foreign Commerce Committee of the Senate of the United 
States, and that a copy hereof be forwarded to each of the Senators and Repre- 
sentatives of the Congress. 

Dated this the 14th day of January A. D. 1955. 

Passed at Beaumont, Tex., January 14, 1955. 


RESOLUTION *—PRICE FIXING 


The Supreme Court of the United States has held the Federal Power Com- 
mission has the power and duty to fix the price of natural gas sold by producers 
and landowners to an interstate gas pipeline. We are opposed to Government 
price fixing on any commodity produced on or taken from the farms of this 
Nation by the Federal Power Commission or any other commission. We believe 
the action of the Supreme Court will discourage the drilling of exploratory wells 
and will deprive landowners of substantial income from lease bonuses, rentals, 
and royalties. We request the American Farm Bureau Federation to support 
legislation in the next session of Congress to amend the Natural Gas Act of 1938 
so as to eliminate from the Federal Power Commission’s jurisdiction the authority 
to fix the field price paid to landowners, producers, and gatherers of natural gas. 


RESOLUTION 


Whereas the Federal Power Commission has the authority to regulate the 
prices of natural gas in its gathering and production, and since it is often pro- 
duced in conjunction with crude oil is bound to affect the production and market- 
ing of other petroleum products, including gasoline and heating oil; and 

Whereas such Federal regulation is another step toward Government control 
of private industry, clearly jeopardizing the inherited principle of free and pri- 
vate enterprise so essential to continuing good government: Now, therefore, be it 

Resolved, That we, the members of the Arkansas Independent Oil Marketers 
Association, at our annual State convention held in Little Rock, Ark., on Thurs- 
day, October 28, 1954, go on record urging our 2 Senators and 6 Congressmen to 
support corrective legislation to return the field prices of natural gas to the 
independent producers thereof; and be it further 

Resolved, That copies of this resolution be sent direct or delivered personally 
to Senators McClellan and Fulbright, and Congressmen Norrell, Mills, Hays, 
Gathings, Harris, and Trimble, 

Passed and approved this 28th day of October 1954, 

ARKANSAS INDEPENDENT MARKETERS ASSOCIATION, 
By Jesse Cox, Chairman. 

Attest : 

JOHNNIE Porter, Secretary. 


RESOLUTION 


Whereas the United States Supreme Court has recently authorized the Federal 
Power Commission to regulate the price at which independent natural-gas pro- 
ducers sell natural gas; and 

Whereas regulation of the price of natural gas could lead to regulation of the 
price of crude oil, coal, lead, zine, copper, or any other commodity during or at 
the conclusion of its production; and 





1 Adopted by Arkansas Farm Bureau Federation at 20th annual convention at Little 
Rock, Ark., on November 23, 1954 
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Whereas the production of any basic commodity is esentially a local activity 
reserved for State regulatory authority; and 

Whereas any violation of this traditional American principle constitutes a 
serious invasion of established States rights too ominous to disregard even by 
any business or industry not affected in the first instance; and 

Whereas the Supreme Court’s decision is apparently contrary to the original 
intention of the Congress, the understanding of the States, and that of the Fed- 
eral Power Commission: Now, therefore, be it 

Resolved, That the Associated Industries of Kentucky go on record as ealling 
upon their State’s Representatives in both Houses of the United States Congress 
to support corrective legislation which will relieve field prices of natural gas of 
unnecessary and dangerous Federal regulation ; and be it further 

Resolved, That copies of this resolution be sent to all Kentucky Members of 
both Houses of Congress with the respectful request that they declare their 
allegiance to the principle of free enterprise by firm support of such corrective 
legislation. 

Passed, November 11, 1954. 





RESOLUTION UNANIMOUSLY ADOPTED BY THE BOARD OF MANAGERS OF ASSOCIATED 
INDUSTRIES OF RHODE ISLAND, Marcu 8, 1955 


Whereas the Supreme Court of the United States has ruled, in what is known 
as the Phillips case, that the Federal Power Commission has the power to regu- 
late the price of natural gas at the well, even though such gas is produced by an 
independent producer who is not engaged in the transportation of said gas in 
interstate commerce ; and 

Whereas this ruling by the Court in our opinion is contrary to the principles 
of our private economy and the best interests of our country and further tends 
to violate the basic concepts of private contract ; and 

Whereas it is our belief that this ruling is socialistic in effect, if not intent, 
and should be abrogated by the Congress: Now, therefore, be it 

Resolved, That the Rhode Island delegation in the National Congress be 
respectfully requested to aid in every way possible to bring about the enactment 
of legislation that will nullify this decision of the Supreme Court; and be it 
further 

Resolved, That a copy of this resolution be forwarded to each member of the 
Rhode Island delegation in the Congress and that the individual members of this 
association be advised of the recommendation of this board. 

FRANK D. Suy, President. 

Attest: 

F. A. Carter, Secretary. 


RESOLUTION 


Whereas the Congress of the United States is considering proposed legislation 
to amend the Natural Gas Act of 1938, by removing from the jurisdiction of the 
Federal Power Commission regulatory powers over producers of natural gas; and 

Whereas the construction of the existing Natural Gas Act of 1938, by the 
Supreme Court of the United States, in June of 1954, granting the Federal Power 
Commission extensive regulatory powers over intrastate producers of natural gas 
supplying interstate pipelines, has tended to result in a shortage of the supply 
of this commodity in industrial States such as Michigan, and has gravely impeded 
the operations of the free enterprise system which would otherwise rectify such 
shortage; and 

Whereas industry in the village of Bangor has great need for natural gas, 
and the availability of the same would enhance the industrial and residential 
development of the area: Now, therefore, be it 

Resolved, That the village council of the village of Bangor go on record as 
recommending the proposed amendatory legislation to the above effect, and as 
urging the Members of the Senate and the House of Representatives of the 
United States to give serious and careful consideration to the same and support 
the prompt enactment thereof into law; be it further 

Resolved, That a copy of this resolution be forwarded to United States 
Senators Charles E. Potter and Patrick V. McNamara and United States Repre- 
sentative Clare E. Hoffman. 
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I hereby certify that the above resolution was adopted at a regular meeting 
of the village council of the village of Bangor, Mich., held Monday, April 11, 


1955, at 7:30 p. m. 
ARLO H. DUNKELBERGER, Village Clerk. 


RESOLUTION 


Whereas the Congress of the United States is considering proposed legisla- 
tion to amend the Natural Gas Act of 1938, by removing from the jurisdic- 
tion of the Federal Power Commission regulatory powers over producers of nat- 
ural gas; and 

Whereas the construction of the existing Natural Gas Act of 1938, by the 
Supreme Court of the United States, in June of 1954, granting the Federal 
Power Commission extensive regulatory powers over intrastate producers of nat- 
ural gas supplying interstate pipelines, has tended to result in a shortage of the 
supply of this commodity in industrial States such as Michigan, and has gravely 
impeded the operations of the free enterprise system which would otherwise rec- 
tify such shortage: Now, therefore, be it 

Resolved, That the city council of the city of Charlotte, Mich., go on record 
as recommending the proposed amendatory legislation to the above effect, and as 
urging the Members of the Senate and the House of Representatives of the 
United States to give serious and careful consideration to the same and support 
the prompt enactment thereof into law ; be it further 

Resolved, That a copy of the resolution be forwarded to United States Sena- 
tors Charles E. Potter and Patrick V. McNamara and United States Representa- 
tive August BE. Johansen. 

Supported. Carried. 

I, Bernadine Vaughn, clerk of the city of Charlotte, hereby certify that the 
foregoing is a true and correct copy of a resolution offered and passed at a 
regular meeting of the common council held on the 28th day of March 1955. 

BERNADINE VAUGHN, City Clerk. 

Dated March 29, 1955. 


RESOLUTION—CITY oF DeELAVAN, ILL, 


Whereas the Congress of the United States is considering proposed legislation 
to amend the Natural Gas Act of 1938 by removing from the jurisdiction of the 
Federal Power Commission regulatory powers over the producers of natual gas; 
and 

Whereas the construction of the existing Natural Gas Act of 1938 by the Su- 
preme Court of the United States in June of 1954, granting the Federal Power 
Commission extensive regulatory powers over intrastate producers of natural gas 
supplying interstate pipelines, has tended to result in an impending shortage 
of the supply of this commodity for domestic and industrial development in 
Illinois, and has greatly impeded the operations of the free enterprise system 
which would otherwise rectify such shortage ; and 

Whereas the city of Delavan, Ill., has arranged for the introduction of nat- 
ural-gas service for the welfare of its citizens and to promote the cleanliness of 
the city, and the interests of the city and of its inhabitants will be best served 
hy the prompt inauguration of such service and by a future increasing supply 
of natural gas, which supply is seriously threatened by the circumstances above 
recited : Now, therefore, be it 

Resolved, That the city council of the city of Delavan, Ill., go on record as 
recommending the proposed legislation to the above effect, and as urging the 
Members of the Senate and of the House of Representatives of the United 
States to give serious and careful consideration to the same and to support 
the proper enactment thereof into law; be it further 
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Resolved. That a copy of this resolution be forwarded to United States Sena- 
tors Everett Dirksen and Paul H. Douglas and to United States Representative 
Harold H. Velde. 

Dated this 24th day of March A. D. 1955. 

Lester E. BEYLER,, 
Mayor. 

JoHN F. WATSON, 

Alderman. 
Leonarp R. PARKHURST, 

Alderman. 
Epson H. Hart, 

Alderman. 
Harotp R. Rossrys, 

Alderman. 
CHrist T, CHRISTENSEN, 

Alderman. 

Attest: 

MAsBrEL T. YArRRINGTON, City Clerk. 


RESOLUTION—Dertrroir BoAarp OF COMMERCE, Detrorr, MICH. 


There is an increasing unfilled demand for natural gas in the Detroit area 
by industry and for additional residential and commercial use; 
The gathering and production of natural gas is a high-risk and intensely 
competitive industry whose continued growth and efficient operation can best 
be assured under the free-enterprise system; the price structure has always 
been and will continue to be controlled by the acute competition prevailing in 
this phase of supplying natural gas for consumer use; 
The transportation and distribution of natural gas is already adequately con- 
trolled by the present regulations of the Federal Power Commission, the Michigan 
Publie Service Commission, and like bodies of the individual States: Therefore 
be it 
Resolved, That the Detroit Board of Commerce, believing in free, competitive 
enterprise, urges that Federal Power Commission control be removed from 
the gathering and production of natural gas,,and supports and endorses the 
proposals as set forth in House bill 4560 that will accomplish this end. 
By order of the board of directors, April 5, 1955. 
Respectfully submitted. 
Detroit BOARD OF COMMERCE, 
HARVEY CAMPBELL, 

[SEAL] Yrecutive Vice President. 
Tnomas R. Retp, 
Chairman, Natural Gas Committee. 


RESOLUTION BY THE Criry CouNcIL, Crry oF EAst LANSING, MICH. 


Whereas the Congress of the United States is considering proposed legislation 
to amend the Natural Gas Act of 1938 by removing from the jurisdiction of 
the Federal Power Commission regulatory powers over producers of natural 
gas; and 

Whereas the construction of the existing Natural Gas Act of 1988, by the 
Supreme Court of the United States, in June of 1954, granting intrastate pro- 
ducers of natural gas supplying interstate pipelines, has tended to result in a 
shortage of the supply of this commodity in industrial States such as Michigan, 
and has gravely impeded the operations of the free-enterprise system which 
would otherwise rectify such shortage; and 

Whereas the city of East Lansing has great need for natural gas and the 
availability of the same would enhance the residential development of the area: 
Now, therefore, be it 

Resolved, That the City Council of the City of East Lansing go on record as 
recommending the proposed amendatory legislation to the above effect, and as 
urging the Members of the Senate and the House of Representatives of the 
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United States to give serious and careful consideration to the same; be it 
further 

Resolved, That a copy of this resolution be forwarded to United States Senators 
Charles E. Potter and Patrick V. McNamara, and United States Representative 
Donald Hayworth. 

Motion by Pletz, supported by Lazell; vote, ayes 5, nays none. Adopted. 

I hereby certify that the above is a true and correct copy of the original 
resolution adopted by the City Council of the City of East Lansing at a regular 
meeting held on March 21, A. D. 1955. 

HELEN HENDRICKSON, 
Deputy City Clerk. 


Crry oF Ecorsk, CoUNTY OF WAYNE, STATE OF MICHIGAN 


At a regular meeting of the city council of the city of Ecorse held in the city 
council rooms in the municipal building at the corner of Cicotte and High Streets 
in said city on the 8th day of February, A. D. 1955, at 7: 30 p. m., Mayor William 
W. Voisine presiding. 

Present: Councilmen Buday, Goodell, Korn, Labadie, and Neal. 

Absent: Councilman Hickey. 

Moved by Councilman Korn; supported by Councilman Neal, 

Whereas the citizens of the city of Ecorse, Wayne County, Mich., have, for 
many years past been desirous of receiving adequate quantities of natural gas for 
house-space heating, commercial, and industrial needs; and 

Whereas the construction of the Natural Gas Act, as interpreted by the Supreme 
Court of the United States in June 1954, has greatly enlarged the jurisdiction 
of the Federal Power Commission over the production, gathering, and transmis- 
sion of natural gas in interstate commerce; and 

Whiereas this interpretation by the Supreme Court has caused the natural-gas 
industry generally to circumscribe consumer States from receiving adequate 
volumes of natural gas sufficient to meet their needs; and 

Whereas the city of Ecorse, because of its geographical location on the Detroit 
River in the Down River area of Detroit is a growing residential and industrial 
community dependent upon natural gas as an answer to an air-pollution condi- 
tion caused by the type of industries in our community and the adjoining com- 
munities ; and 

Whereas the city officials of the city of Escorse are doing all in their power 
to alleviate the smoke and air-pollution condition created by the use in industry 
of other fuels: Now, therefore, be it 

Resolved, That the city of Ecorse, through its duly elected city officials, go 
on record as recommending the proposed amendatory legislation now pending 
before Congress, urging the Members of the United States Senate and the House 
of Representatives of the United States to give their serious and careful con- 
sideration to said proposed amendatory legislation, and to give it their support 
to a prompt enactment thereof into law; and be it further 

Resolved, That a copy of this resolution be forwarded to United States Senators 
Chafies E. Potter and Patrick V. McNamara, and United States Representative 
John Lesinski. 

Yeas: Councilmen Buday, Goodell, Korn, Labadie, and Neal. 

Nays: None. 

Absent: Councilman Hickey. 

I, Patrick B. Tromdle, clerk of the city of Ecorse, Wayne County, Mich., do 
hereby certify that the above and foregoing is a full, true, and complete copy 
of a resolution passed by the city council of the city of Ecorse at a regular meeting 
held in the city council rooms in the municipal building at the corner of Cicotte 
and High Streets in said city on the 8th day of February, A. D. 1955. 

PATRICK B. Trompe, City Clerk. 

Dated, Ecorse, Mich, February 9, 1955. 





RESOLUTION 


Whereas the Congress of the United States is considering proposed legislation 
to amend the Natural Gas Act of 1938, by removing from the jurisdiction of the 
Federal Power Commission regulatory powers over producers of natural gas; 
and 
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Whereas the construction of the existing Natural Gas Act of 1938, by the 
Supreme Court of the United States, in June of 1954, granting the Federal Power 
Commission extensive regulatory powers over intrastate producers of natural 
gas supplying interstate pipelines, has tended to result in a shortage of the supply 
of this commodity in industrial States such as Michigan, and has gravely impeded 
the operations of the free-enterprise system which would otherwise rectify such 
shortage; and 

Whereas industry in the city of Essexville has great need for natural gas, and 
the availability of natural gas would enhance the industrial and residential devel- 
opment of the area, and also reduce vexing municipal problems involving smoke 
nuisance: Now, therefore, be it 

Resolved, That the city council of the city of Essexville go on record as recom- 
mending the proposed amendatory legislation to the above effect, and as urging 
the members of the Senate and the House of Representatives of the United States 
to give serious and careful consideration to the same and support the prompt 
enactment thereof into law ; and be it further 

Resolved, That a copy of this resolution be forwarded to United States Sena- 
tors Charles E. Potter and Patrick V. McNamara, and United States Representa- 
tive, Elford A. Cederberg. 

I hereby certify that the above resolution was adopted at a meeting of the 
council of the city of Essexville, Mich., held Monday, March 7, 1955, at 8 p. m. 

MABEL ScHuLtTz, City Clerk. 


——<———— 


RESOLUTION 


Whereas the Supreme Court of the United States has held the Federal Power 
Commission has the power and duty to fix the price of natural gas sold by pro- 
ducers and landowners to an interstate gas pipeline ; and 

Whereas this will result in the fixing of the prices of natural gas at the well- 
head by a commission in Washington and, in effect, will set a price for a com- 
modity produced on the farms, ranches, and other property of this Nation; and 

Whereas this organization believes the action of the Supreme Court will dis- 
courage the drilling of wildcat wells and will deprive landowners of substantial 
income from lease bonuses and rentals and royalties which might otherwise be 
derived from their lands: Now, therefore, be it 

Resolwed by the Farm Bureau of Union County, Ark., That we hereby go on 
record as being opposed to the Federal Power Commission, or any other Govern- 
ment commission, fixing the price at which the landowner or producer sells 
natural gas or any other product of the land. We further ask that Congress 
amend the Natural Gas Act of 1938 at the earliest possible date so as to elimi- 
nate from the Federal Power Commission jurisdiction to fix the field price paid 
to landowners, producers, and gatherers of natural gas, so as to allow natural-gas 
producers the fair commodity value of gas produced by them. We further urge 
each of the State farm bureaus and the American Farm Bureau Federation to 
tuke this same action and the secretary is hereby directed that copies hereof be 
mailed to each of the State organizations and to the national organization. 

P. A. FREELAND, President. 

Attest : 

JoHN Ham, Secretary. 

Passed November 12, 1954. 


Copy OF RESOLUTION 


Whereas under a recent decision of the Supreme Court of the United States 
interpreting the Natural Gas Act, competitive producers and gatherers of natural 
gas have been brought under Federal regulation and have been assigned utility 
status as regards gas that enters interstate commerce ; and 

Whereas it is the opinion of this body that the extension of Federal regulation 
to competitive producers of raw products, whether such raw product be natural 
gas or some other product, and the assigning of regulated utility status to the 
producers of such products, is a policy contrary to the true American political 
philosophy and is violative of the inherent rights of the several States: and 

Whereas it is also the opinion of this body that the continuance of such a policy 
of regulation will result in a scarcity of natural gas for export from producing 
States to consuming States, and a resulting increase in price to ultimate con- 
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sumers as to that natural gas which is available to consumers in nonproducing 
States; and 

Whereas it is further the opinion of this body that unless the Natural Gas Act 
is amended so that producers and gatherers of natural gas may freely compete 
free from Federal regulation and thus produce an adequate supply of natural gas 
for interstate movement, the citizens of the State of Florida will be hindered in 
their efforts to obtain natural gas as a fuel: Now, therefore, be it 

Resolwed by the Florida League of Municipalities in convention assembled at 
Tampa, Fla., That it is the belief of this body that the production and gathering 
of natural gas, including the sales thereof in the field where produced, should be 
conducted on a competitive basis free of Federal regulation, so that there may not 
be established a precedent of Federal regulation of competitive producers of raw 
products entering interstate commerce, and so that the people of the State of 
Florida, and of other States not producing natural gas, will not be denied the 
opportunity of obtaining an adequate supply of natural gas at a reasonable price 
due to searcity of supply; be it further 

Resolved, That the secretary-treasurer of the Florida League of Municipalities 
be instructed to furnish a copy of this resolution to the Cabinet Committee on 
Energy, Supplies, and Resources Policy, and to each Member of the Florida dele- 
gation to the United States Congress. 

Adopted November 23, 1954. 





REsoLuTION UNANIMOUSLY ADOPTED BY THE MEMBERSHIP OF FLoripaA STate 
CHAMBER OF COMMERCE AT 38TH ANNUAL MEETING AND BUSINESS CONFERENCE, 
MIAMI, NOVEMBER 16, 1954 

NATURAL GAS 


Whereas the Florida State Chamber of Commerce is devoted to the develop- 
ment and betterment of the State of Florida ; and 

Whereas we believe that natural gas is essential to the industrial develop- 
ment and domestic betterment of the State of Florida; and 

Whereas we believe that the Houston (Tex.) Gas & Oil Corp., after having 
made a market analysis of Florida, is apparently making a sincere effort to 
properly petition the Federal Power Commission for a certificate of public 
convenience and necessity and the authorization to build and operate a natural- 
gas pipeline of sufficient size from Louisiana to the State of Florida; and 

Whereas the so-called Phillips case is apt to have a very injurious effect upon 
the further extension of natural gas: Now, therefore, be it 

Resolved by the Florida State Chamber of Commerce, in annual meeting 
assembled in Miami, Fla., this 16th day of November 1954, That this organiza- 
tion ask its national affairs committee to support legislation similar to the 
former Kerr bill (which was vetoed) in connection with the Natural Gas Act 
of 1938; and be it further 

Resolved, That the board of directors of this organization is hereby requested 
to support the petition of the Houston ('Tex.) Gas & Oil Corp. before the Federal 
Power Commission, provided this petition be filed within 6 months from this 
time or within a reasonable length of time. 

Eart W. Brown, 
Attest: President. 


[SEAL] Watrer L. Hays, 
Corporate Secretary. 





RESOLUTION 


Inasmuch as it has come to our attention, that the Supreme Court ruling 
upon the interpretation of the act of Congress, concerning the Federal Power 
Commission’s control over the production of natural gas, and the decisions 
of that body abrogating parts of contracts, and continuing in effect expired con- 
tracts, has caused a reduction in the available supply of natural gas, which will 
undoubtedly get worse unless some action is taken. And since this shortage of 
supply of natural gas is preventing many of the citizens of Hammond from 
installing gas heating in their homes, and since there has been a bill introduced 
into the Congress to clarify the intent in regard to Federal Power Commission 
control of the production of natural gas, and remove control of production from 
such regulatory body, we wish to request the support of you, our Representative 
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in Congress, Ray J. Madden, and of you, our two Senators from Indiana, Homer E. 
Capehart and William E. Jenner, for this bill to remove control of production 
of natural gas from the Federal Power Commission, and hence encourage the 
increase of production and exploration for new sources of supply of natural 
gas, so that our Hammond citizens may be enabled to secure additional gas 
for the heating of their homes, and other uses. 

The clerk of this council is directed to send copies of this resolution to the 


three above named to express our desires. : 
Rareu T. Donnam, President. 


Passed by City of Hammond (Ind.) Common Council on February 14, 1955. 


Certified to: 
Epwarp B, Betiamy, City Clerk. 





RESOLUTION 


Whereas the Congress of the United States is considering proposed legislation 
to amend the Natural Gas Act of 1938 by removing from the jurisdiction of the 
Federal Power Commission regulatory powers over producers of natural gas; and 

Whereas the construction of the existing Natural Gas Act of 1938 by the 
Supreme Court of the United States, in June of 1954, granting the Federal Power 
Commission extensive regulatory powers over intrastate producers of natural gas 
supplying interstate pipelines, has tended to result in a shortage of the supply 
of this commodity in industrial States such as Michigan, and has gravely im- 
peded the operations of the free enterprise system which would otherwise rectify 
such shortage; and 

Whereas industry in the village of Hartford has great need for natural gas, and 
the availability of the same would enhance the industrial and residential devel- 
opment of the area: Now, therefore, be it 

Resolved, That the Village Council of the Village of Hartford go on record as 
recommending the proposed amendatory legislation to the above effect, and as 
urging the Members of the Senate and the House of Representatives of the United 
States to give serious and careful consideration to the same and support the 
prompt enactment thereof into law; be it further 

Resolved, That a copy of this resolution be forwarded to United States Senators 
Charles E. Potter and Patrick V. McNamara, and United States Representatives 
Clare E. Hoffman. 

I hereby certify that the above resolution was adopted at a regular meeting of 
the Village Council of the Village of Hartford, Mich., held Monday, April 11, 
1955, at 7:30 p. m. 

DANIEL D. LIGHTNER, 
Village Clerk. 


RESOLUTION BY THE City COMMISSION, City oF HASTINGS, MICH. 


Whereas the Congress of the United States is considering proposed legislation 
to amend the Natural Gas Act of 1938 by removing from the jurisdiction of the 
Federal Power Commission regulatory powers over producers of natural gas; 
and 

Whereas the construction of the existing Natural Gas Act of 1938 by the 
Supreme Court of the United States in June of 1954, granting the Federal Power 
Commission extensive regulatory powers over interstate producers of natural 
gas supplying interstate pipelines has tended to result in a shortage of the 
supply of this commodity in industrial States such as Michigan, and has gravely 
impeded the operations of the free enterprise system which would otherwise 
rectify such shortage; and ' 

Whereas industry in the city of Hastings has great need for natural gas and 
the availability of the same would enhance the industrial and residential develop- 
ment of the area, and also reduce vexing municipal problems involving smoke 
nuisance: Now, therefore, be it 

Resolwed, That the City Commission of the City of Hastings, Mich., go on 
record as recommending the proposed amendatory legislation to the above effect, 
and as urging the Members of the Senate and the House of Representatives of the 
United States to give serious and careful consideration to the same and support 
the prompt enactment thereof into law; be it further 
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Resolved, Vhat a copy of this resolution be forwarded to United States Senators 
Charles E. Potter and Patrick V. McNamara, and United States Representative 
Clare Hoffman and State Senator Edward Hutchinson. 

Moved by DeVany, supported by Orsborn that the above resolution be adopted 
as read. Yeas—Chenoweth, Christian, DeVany, Hampton, Ingram, Miller, Ors- 
born, Wolcott. Absent—None. Carried. 

FRANKLIN C. BecKwitH, City Clerk. 


RESOLUTION 


Whereas the Congress of the United States is considering proposed legisla- 
tion to amend the Natural Gas Act of 1938 by removing from the jurisdiction of 
che Federal Power Commission regulatory powers over producers of natural gas; 
and 

Whereas the construction of the existing Natural Gas Act of 1938, by the 
Supreme Court of the United States in June of 1954, granting the Federal Power 
Commission extensive regulatory powers over intrastate producers of natural gas 
supplying interstate pipelines, will tend to result in a shortage of the supply of 
this commodity in industrial States such as Michigan, and has gravely impeded 
the operations of the free-enterprise system which would otherwise rectify such 
shortage; and 

Whereas industry in the city of Hillsdale has great need for natural gas, and 
the availability of the same would enhance the industrial and residential devel- 
opment of the area, and also reduce vexing municipal problems involving smoke 
nuisance: Now, therefore, be it 

Resolved, 'That the Common Council of the City of Hillsdale go on record as 
recommending the proposed amendatory legislation to the above effect, and 
as urging the Members of the Seante and the House of Representatives of the 
United States to give serious and careful consideration to the same and support 
the prompt enactment thereof into law ; be it further 

Resolved, That a copy of this resolution be forwarded to United States Sena- 
tors Charles E. Potter and Patrick V. McNamara, and United States Representa- 
tive August E. Johansen. 

STATE OF MICHIGAN, 
County of Hillsdale, City of Hillsdale, ss: 

I, R. M. Vaughan, hereby certify that the above resolution was adopted at a 
regular meeting of the Common Council of the City of Hillsdale held on Monday, 


March 21, 1955, at 8 p. m. 
R. M. VaueHan, City Clerk. 


RESOLUTION RE UNITED STATES SUPREME Court DECISION IN PHILLIPS PETROLEUM 
CASE 


Whereas in June 1954 the Supreme Court of the United States, in a case entitled 
“Phillips Petroleum Co. v. Wisconsin,” construed the Natural Gas Act of 1988 
so as to make it applicable for the first time to independent producers of natural 
gas, rather than solely to the interstate gas pipelines which were the original 
object of the statute; and 

Whereas the result of this construction was to force the Federal Power Com- 
mission to impose comprehensive public-utility regulation, including price fixing 
of gas, on such producers, in direct opposition to the Commission’s own interpre- 
tation of the act since the time of its enactment ; and 

Whereas the exploration for and production and sale of gas in the producing 
areas is highly competitive as evidenced by the ease of entering the business, the 
large number (over 5,000) of individuals and organizations (most of which are 
small businesses) engaged in this phase of the industry, and by the strong compe- 
tition which the industry’s product must face from its chief rivals, coal and oil, 
all of which renders public-utility regulation completely inappropriate; and 

Whereas this is the first time in the history of the peacetime economy of this 
country that such controls have been imposed upon private, competitive enter- 
prise, and, if left unchallenged, would set a precedent for the imposition of 
Similar Federal controls on any industry or on any commodity, thus facilitating 
the trend toward nationalizing industry and turning this country into a socialistic 
State: Now, therefore, be it 
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Resolved, That the Illinois Manufacturers’ Association hereby declares that it 
is strongly opposed to such a scheme of Federal regulation and that this asso- 
ciation sees in this step toward Federal control of the economy a direct threat 
to business and industry not only in Illinois but throughout the United States. 


Fresruary 11, 1955. 


RESOLUTION OF THE ILLINOIS Or. & GAS ASSOCIATION MEMBERSHIP MEETING 


The Supreme Court of the United States, in a recent decision, held that sales 
of natural gas by producers and gatherers to purchasers who transport the gas 
in interstate commerce for resale are subject to regulation by the Federal 
Power Commission under the terms of the Natural Gas Act. 

The Federal Power Commission, as a result of such decision, has asserted 
control over the price at which natural gas subject to its jurisdiction may be 
sold by producers and gatherers, and over the production and gathering of 
natural gas in the field. 

While there is little gas produced in the State of Illinois, there is considerable 
oil production and if Federal regulation of the gas industry is permitted to con- 
tinue, we feel this is the final step before nationalization of the oil industry. 

Our forefathers and we, ourselves, have fought to preserve the rights of the 
individual, and it is certainly in the interest of the entire Nation that the pro- 
duction and gathering of natural gas should not lie under Federal control: Now, 
therefore, be it 

Resolved by the Illinois Oil & Gas Association in membership meeting duly 
assembled on December 9, 1954, That this association does hereby recommend 
and urge that the Congress of the United States enact at its next session, legisla- 
lation that shall clearly exempt production and gathering of natural gas and 
the sale thereof by producers and gatherers from the jurisdiction of the Federal 
Power Commission; and be it further 

Resolved, That a copy of this resolution be sent to each Senator and Repre- 
sentative of the S4th Congress of the United States. 


RESOLUTION 


Whereas the Supreme Court of the United States has ruled that, under present 
law, the Federal Power Commission has authority to regulate prices in the pro- 
duction and gathering of natural gas; and 

Whereas the fact that natural gas is often produced in conjunction with crude 
oil means that the disruption of the natural-gas industry through Federal regi- 
mentation is bound to affect the marketing of other petroleum products, includ- 
ing gasoline and heating oil; and 

Whereas such Federal regulation of natural gas represents a backward step 
toward Government control of private industry, with the clear danger that the 
principle involved here could spread to every industry and business including 
all branches of the oil business, leading the country down the road to national- 
ization of all forms of productive enterprise : Now, therefore, be it 

Resolved, That the Illinois Petroleum Marketers Association in convention 
assembled at Peoria, Ill, this 9th day of March 1955 go on record as calling 
upon their State’s representatives in both Houses of the United States Congress 
to support corrective legislation which will relieve field prices of natural gas of 
unnecessary and dangerous Federal regulation; and be it further 

Resolved, That the secretary of the association be instructed to forward copies 
of this resolution to each Senator and to each Congressman from the State of 
Illinois with the respectful request that they take a forthright stand in defense 
of American private enterprise by pledging their support to such eorrective 
legislation. 


The legislative committee recommends that the Illinois State Chamber of 
Commerce support legislation to amend the Natural Gas Act to clearly establish 
that the function of producing and gathering natural gas shall not be subject 
to Federal regulation. 

Adopted by the board of directors, Illinois State Chamber of Commerce 
Chicago, Il. 
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RESOLUTION 


Whereas the Congress of the United States is considering proposed legislation 
to amend the Natural Gas Act of 1938, by removing from the jurisdiction of the 
Federal Power Commission regulatory powers over producers of natural gas; 
and 

Whereas the construction of the existing Natural Gas Act of 1938, by the 
Supreme Court of the United States, in June of 1954, granting the Federal 
Power Commission extensive regulatory powers over intrastate producers of 
natural gas supplying interstate pipelines, has tended to result in a shortage 
of the supply of this commodity in industrial States such as Michigan, and has 
gravely impeded the operations of the free enterprise system which would other- 
wise rectify such shortage ; and 

Whereas industry in the village of Lawrence has great need for natural gas, 
and the availability of the same would enhance the industrial and residential 
development of the area: Now, therefore. be it 

Resolved, That the Village Council of the Village of Lawrence go on record as 
recommending the proposed amendatory legislation to the above effect, and as 
urging the Members of the Senate and the House of Representatives of the 
United States to give serious and careful consideration to the same and support 
the prompt enactment thereof into law; be it further 

Resolved, That a copy of this resolution be forwarded to United States Senators 
Charles FE. Potter and Patrick V. McNamara, and United States Representative 
Clare E. Hoffman. 

I hereby certify that the above resolution was adopted at a regular meeting 
of the Village Council of the Village of Lawrence, Mich., held Tuesday, April 5, 
1955, at 8 p. m. 

C. C. WILSON, 
Village Clerk. 


RESOLUTION 


Whereas the Congress of the United States is considering proposed legislation 
to amend the Natural Gas Act of 1938, by removing from the jurisdiction of the 
Federal Power Commission regulatory powers over producers of natural gas; 
and 

Whereas the construction of the existing Natural Gas Act of 1938, by the 
Supreme Court of the United States, in June of 1954, granting the Federal 
Power Commission extensive regulatory powers over intrastate producers of 
nutural gas supplying interstate pipelines, has tended to result in a shortage 
of the supply of this commodity in industrial States such as Michigan, and has 
gravely impeded the operations of the free enterprise system which would other- 
wise rectify such shortage; and 

Whereas industry in the village of Lawton has great need for natural gas, and 
the availability of the same would enhance the industrial and residential de- 
velopment of the area: Now, therefore, be it 

Resolved, That the Village Council of the Village of Lawton go on record as 
recommending the proposed amendatory legislation to the above effect, and as 
urging the Members of the Senate and the House of Representatives of the 
the prompt enactment thereof into law; be it further 

Resolved, That a copy of this resolution be forwarded to United States 
Senators Charles E. Potter and Patrick V. McNamara and United States Repre- 
sentative Clare E. Hoffman. 

I hereby certify that the above resolution was adopted at a regular meeting 
of the Council of the Village of Lawton, Mich., held Tuesday, April 5, 1955, at 
8 p. m. 

Howarp R. Lewts, Village Clerk. 


A RESOLUTION BY THE GOVERNING Bopy OF THE LEAGUE OF KANSAS MUNICIPALITIES 


RESOLUTION NO. 54—2, A RESOLUTION MEMORIALIZING CONGRESS TO AMEND 
THE NATURAL GAS ACT 


Whereas the Supreme Court of the United States has recently ruled that sales 
of natural gas by independent producers and gatherers made in the field in which 
the gas is produced are subject to regulation by the Federal Power Commission 





1908 NATURAL GAS 


under the terms of the Natural Gas Act when the gas is ultimately transported 
to and sold in other States; and 

Whereas the League of Kansas Municipalities has, from its inception in 1910, 
concerned itself with the problems of its member cities in supplying themselves 
with an adequate supply of natural gas at reasonable rates and it has carried on 
studies, conducted research, issued brochures, news releases, reports and recom- 
mendations to its member cities, and to all municipalities of Kansas, concerning 
the availability, regulation and cost of natural gas to the ultimate consumer ; and 

Whereas the ultimate consumer has a tremendous investment in gas-consuming 
devices for the utilization of this fuel, the protection of which is a prime respon- 
sibility of municipal governing bodies ; and 

Whereas the production of natural gas is a highly competitive business and 
its conservation is of vital concern to the various States wherein it is found; and 

Whereas the State of Kansas has for 20 years regulated the production of 
natural gas to the end that wasteful practices be prohibited, that this great nat- 
ural resource be conserved by the discouragement of early abandonment and 
the drilling of marginal wells, and by encouraging the orderly production of 
natural gas to insure maximum recovery thereof ; and 

Whereas the regulation by the Federal Government of the price of gas sold by 
independent producers and gatherers is contrary to the public interest, including 
the interests of consumers in the municipalities who are members of this league 
in the following particulars: (1) Such regulation will result in curtailing the 
development of new sources of supply of gas because it will lessen the incentive 
of independent producers to explore for and produce natural gas, will interfere 
with and impede State conservation measures and thereby result in waste of 
gas and will ultimately increase the cost of gas to the consumer and increase 
the rates of depreciation and obsolescence of his gas-consuming devices; (2) 
Federal regulation is unnecessary in that field prices are only a small portion of 
the cost of gas to consumers and in any event such prices are competitive with 
other fuel prices; (3) Federal regulation cannot be justified except on socialistic 
basis which could lead to the regulation of the price of all commodities, including 
oil, coal, and other products of nature, and would further centralize regulatory 
authority in the Federal Government and thereby usurp the powers and functions 
of the State: Now, therefore, be it 

Resolved by the governing body of the League of Kansas Municipalities, as- 
sembled at Topeka, Kans., That the Congress of the United States be memorial- 
ized to amend the Natural Gas Act so as to restore to the several States their 
historic function of regulation for conservation of natural gas, and remove 
from the field of Federal regulation sales of natural gas by independent pro- 
ducers and gatherers made in the field, even though such gas is ultimately sold 
in interstate commerce ; Be it further 

Resolwed, That the executive director of the League of Kansas Municipalities 
be instructed to furnish a copy of this resolution to each Member of the United 
States Senate and the House of Representatives. 

Adopted this day of December 1954. 








President. 
Attest: 








Executive Director. 


LEAGUE OF TEXAS MUNICIPALITIES 1954 CONVENTION 


Whereas one of the primary responsibilities of municipal government is the 
regulation of utility services within our cities ; and 

Whereas many municipalities throughout the Nation have within the past 20 
years gained access to natural gas as a household fuel ; and 

Whereas there is today a compelling public interest in developing a greater 
supply of this premium fuel to assure undiminished service at reasonable rates 
to householders throughout the Nation ; and 

Whereas the regulatory relationship between Federal, State, and municipal 
governments which have prevailed since passage of the Natural Gas Act in 1938 
has encouraged the development of gas reserves and afforded users of natural 
gas the cheapest fuel available ; and 

Whereas there has been agitation to depart from historic practice and impose 
Federal regulation upon the production and gathering of natural gas on the false 
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premise that such regulation is required to enable the municipalities to exercise 
their regulatory functions; and 

Whereas such Federal control would in effect discourage the expioration for 
this household fuel, causing available reserves to decline, price to increase, and 
depriving many municipalities of the opportunity to enjoy its benefits; and 

Whereas this would amount to an unwarranted invasion of local rights, be- 
coming regulation for regulation’s sake alone, since the business of producing 
natural gas is in no respect a utility operation but a highly competitive busi- 
ness, and since the final consumer’s price is already regulated by the municipality, 
production is regulated for conservation purposes by the State, and interstate 
transmission is adequately regulated by the Federal Government: Now, there- 
fore, be it 

Resolved, That the League of Texas Municipalities, in convention assembled on 
this 26th day of October 1954 hereby call upon appropriate Federal officials and 
members of the Texas delegation in Congress to work for the enactment of legis- 
lation to restore the historic relationship of Federal, State, and local governing 
authorities in the regulation of natural gas to the end that maximum develop- 
ment of the Nation’s natural-gas reserves might be assured for the benefit of the 
consuming public; and that we expressly disapprove of this invasion of local 
rights embodied in the assumption by Federal authority of regulatory powers 
over the production of natural gas; and be it further 

Resolved, That we reiterate our view that the local units of government con- 
stitute the natural stronghold of the American ideal of keeping government 
close to the people and allow the people their finest opportunity for effective par- 
ticipation in the processes of self-government which is the genius of our progress 
and the bulwark of our freedom. 

Passed and approved at Fort Worth, Tex., on October 26, 1954. 

Approved : 

Dr. J. L. BULLARD, 
President. 
Attest : 
B. BE. McApAms, 
Ezecutive Director. 


RESOLUTION 


Whereas the Miami Chamber of Commerce is concerned with the development 
and betterment of the entire State of Florida ; and 

Whereas we believe that natural gas is essential to the industrial development 
and domestic betterment of the State of Florida ; and 

Whereas we believe that the Houston Texas Gas & Oil Corp., after having made 
a market analysis of Florida, is apparently making a sincere effort to properly 
petition the Federal Power Commission for a certificate of public convenience 
and necessity and the authorization to build and operate a natural-gas pipeline of 
sufficient size from Louisiana to the State of Florida ; and 

Whereas the so-called Phillips case is apt to have a very injurious effect upon 
the further extension of natural gas : Now, therefore, be it 

Resolved, That the Miami Chamber of Commerce support legislation similar to 
the former Kerr bill (which was vetoed) in connection with the Natural Gas 
Act of 1938; be it further 

Resolved, That the board of directors of this organization support the petition 
of the Houston Texas Gas & Oil Corp. before the Federal Power Commission, 
provided this petition be filed within 6 months from this time or within a reason- 
able length of time. 

Adopted January 17, 1955, by the Miami Chamber of Commerce, Miami, Fla. 


O1t & GAS ASSOCIATION OF MICHIGAN RESOLUTION ON REGULATION OF 
NATURAL GAS 


Whereas, under a recent decision of the Supreme Court of the United States 
interpreting the Natural Gas Act, competitive producers and gatherers of natural 
gas have been brought under Federal regulation and have been assigned utility 
status as regards gas that enters interstate commerce ; and 

Whereas it is the opinion of this board that the extension of Federal regulation 
to competitive producers of raw products—whether such raw product be natural 
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gas or some other product—and the assigning of regulated utility status to the 
producers of such products, is a policy contrary to the true American political 
philosophy and is violative of the inherent rights of the several States; and 

Whereas it is also the opinion of this board that the continuance of such a 
policy of regulation will result in a scarcity of natural gas for export from 
producing States to consuming States, and a resulting increase in price to ulti- 
mate consumers as to that natural gas which is available to consumers in non- 
producing States or States of limited production ; and 

Whereas it is further the opinion of this board that unless the Natural Gas Act 
is amended so that producers and gatherers of natural gas may freely compete 
free from Federal regulation and thus produce an adequate supply of natural gas 
for interstate movement, the citizens of Michigan will be hindered in their efforts 
to obtain natural gas as a fuel: Now, therefore be it 

Resolved by the board of directors of the Oil & Gas Association of Michigan 
in regular meeting assembled at Mount Pleasant, Mich, That it is the belief of 
this board that the production and gathering of natural gas, including the sales 
thereof in the field where produced, should be conducted on a competitive basis 
free of Federal regulation, so that there may not be established a precedent of 
Federal regulation of competitive producers of raw products entering interstate 
commerce, and so that the people of the State of Michigan will not be denied the 
opportunity of obtaining an adequate supply of natural gas at a reasonable price ; 
be it futher 

Resolved, That the executive secretary of the Oil & Gas Association of Michigan 
be instructed to furnish a copy of this resolution to each Member of the Michigan 
delegation to the United States Congress. 

Adopted November 4, 1954. 





RESOLUTION 


Whereas, the Congress of the United States is considering proposed legisla- 
tion to amend the Natural Gas Act of 1938, by removing from the jurisdiction 
of the Federal Power Commission regulatory powers over producers of natural 
gas; and 

Whereas, the construction of the existing Natural Gas Act of 1938, by the Su- 
preme Court of the United States, in June of 1954, granting the Federal Power 
Commission extensive regulatory powers over intrastate producers of natural 
gas supplying interstate pipelines, has tended to result in a shortage of the sup- 
ply of this commodity in industrial States such as Michigan, and has gravely 
impeded the operations of the free enterprise system which would otherwise 
rectify such shortage; and 

Whereas, industry in the city of Monroe has great need for natural gas, and 
the availability of the same would enhance the industrial and residential develop- 
ment of the area, and also reduce vexing municipal problems involving smoke 
nuisance: Now, therefore, be it 

Resolved, That the City Commission of the City of Monroe go on record as 
recommending the proposed amendatory legislation to the above effect, and as 
urging the Members of the Senate and the House of Representatives of the 
United States to give serious and careful consideration to the same and support 
the prompt enactment thereof into law ; and be it further 

Resolved, That a copy of this resolution be forwarded to United States Sen- 
ators, Charles E. Potter and Patrick V. McNamara, and United States Repre- 
sentative, George Meader. 

I hereby certify that the above resolution was adopted at a regular meeting 
of the Commission of the City of Monroe, Mich., held Monday, January 17, 1955, 
at 7:30 p. m. 


[SEAL] D. A. SonEau, 
City Clerk. 


FEDERAL ENCROACHMENT 


That the council reaffirm its opposition to the unnecessary and unwarranted 
encroachment of the Federal Government upon the constitutional powers of the 
individual States; and 

That a flagrant example of such encroachment is the fixing of natural gas 
prices by the Federal Power Commission at the local fields where the gas is 
produced ; and 
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That the council support an amendment to the Natural Gas Act which would 
prohibit this practice. 
National Cotton Council, annual meeting, January 31, 1955, Houston, Tex. 


REsOLUTION—OHI0 OIL & GAS ASSOCIATION, NEWARK, OHIO 


Whereas, the Federal Power Commission has issued its order No. 174—A under 
the provisions of which either the sale of natural gas in interstate commerce or 
the transportation of natural gas which moves in interstate commerce would 
subject the producer or transporter of such gas to the jurisdiction of the Federal 
Power.Commission, and 

Whereas, this Board, after full discussion and consideration of said order No. 
174—A, believes it to be contrary to the intent and purposes for which the Natural 
Gas Act was enacted, and 

Whereas, the enforcement of said order No. 174-A would require such pro- 
ducers and transporters of natural gas to constitute themselves public utility com- 
panies within the meaning of the Natural Gas Act, and would subject them to 
regulation and control as such, involuntarily and contrary to their express desire 
to remain private producers of natural gas: Now, therefore, be it 

Resolved, That this Board takes exception to said order No. 174—A as an exer- 
cise of arbitrary authority by the Federal Power Commission not compatible with 
the meaning and intent of the Natural Gas Act, and therefore recommends to 
the several Members of Congress that action be taken by the Congress to amend, 
clarify, and restate the provisions of the Natural Gas Act so as to make it clear 
that producers and gatherers of natural gas which do not themselves sell natural 
gas in interstate commerce or transport it in interstate commerce are not subject 
to the provisions of the act, and not subject to the jurisdiction of the Federal 
Power Commission; and be it further 

Resolved, That a copy of this resolution be furnished by this association to 
every Member of Congress from the State of Ohio in whose congressional district 
natural gas is produced or gathered. 

KENNETH M. Kew, President. 

Attest: 

Ira M. Korst, Hvecutive Secretary. 

September 20, 1954. 


RESOLUTION—OHIO PETROLEUM MARKETERS ASSOCIATION, INC., COLUMBUS, OHIO 


Whereas the decision of the United States Supreme Court in June last constru- 
ing the Natural Gas Act of 1988 as authorizing and directing the Federal Power 
Commission to regulate and control field prices charged by the producers and 
gatherers of natural gas who sell their product for movement in interstate com- 
merce, presents problems of far-reaching import, and 

Whereas the Natural Gas Act has hitherto been construed and administered by 
the Federal Power Commission with definite assurance to independent producers 
and gatherers of natural gas that they might enter into contracts to sell and 
deliver their product to interstate lines without apprehension that they might 
thereby become subject to its jurisdiction or control, and 

Whereas, this act, as so interpreted by the Supreme Court, instituting Federal 
regulation of the field prices of natural gas marketed for resale in interstate com- 
merce constitutes an unprecedented and unparalleled extension of Federal 
domination of a major industry and a challenge to the entire competitive enter- 
prise system, and 

Whereas the Ohio Petroleum Marketers Association, whose members are 
engaged in marketing fuel oil and other petroleum products in the State of 
Ohio, views with concern the problems of a competitive industry now faced 
with the threat of Federal control of its operations, and 

Whereas the members of our organization anticipate serious problems where 
the Federal Government and its administrative agencies dictate the operations 
and the price policies of their competitors, and 

Whereas, the extension of Federal control of natural gas production is widely 
but questionably represented as a benefit to consumers, the members of our 
organization are deeply concerned lest in time similar or identical attempts will 
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be made to justify Federal control over the petroleum industry including the 
production of crude oil and the marketing of its products, and 

Whereas our organization and its members are firmly of the opinion that the 
American consumer has profited immeasurably from the operations of the free 
competitive market hitherto existing in the United States as compared with 
the plight of consumers dominated by totalitarian governments and view with 
deep apprehension any deviation from the principle of free and open competi- 
tion : Now, therefore, be it 

Resolved, That we, the directors of the Ohio Petroleum Marketers Associa- 
tion, reflecting also the views of our members, do hereby reaffirm our faith in 
the doctrine of free enterprise not only for ourselves but also for those engaged 
in competitive lines of business and to that end we urge the 84th Congress to 
enact appropriate legislation specifically freeing the field prices of natural gas 
from Federal control; and be it further 

Resolved, That we endeavor to implement this position by directing that 
copies of this resolution be forwarded to all Members of that Congress from 
Ohio in the hope that they may join in the enactment of such remedial legisla- 
tion. 

Adopted October 26, 1954. 





RESOLUTION BY THE CITy COMMISSION, CITY OF PorT HURON, MIcH. 


Whereas the Congress of the United States is considering proposed legislation 
to amend the Natural Gas Act of 1938, by removing from the jurisdiction of 
the Federal Power Commission regulatory powers over producers of natural 
gas; and 

Whereas the construction of the existing Natural Gas Act of 1988, by the 
Supreme Court of the United States, in June of 1954, granting the Federal 
Power Commission extensive regulatory powers over intrastate producers of 
natural gas supplying interstate pipelines, has tended to result in a shortage 
of the supply of this commodity in industrial States such as Michigan, and 
has gravely impeded the operations of the free-enterprise system which would 
otherwise rectify such shortage ; and 

Whereas industry in the city of Port Huron has great need for natural gas, 
and the availability of the same would enhance the industrial and residential 
development of the area, and also reduce vexing municipal problems involving 
smoke nuisance : Now, therefore, be it 

Resolved, That the city commission of the city of Port Huron, Mich., go on 
record as recommending the proposed amendatory legislation to the above effect, 
and as urging the Members of the Senate and the House of Representatives of 
the United States to give serious and careful consideration to the same and 
support the prompt enactment thereof into law; and be it further 

Resolved, That a copy of this resolution be forwarded to United States Senators 
Charles BE. Potter and Patrick V. McNamara, and United States Representative 
Jesse P. Wolcott. 

Motion by Gaffney, supported by Reid. Vote: Ayes 5; Nays: None, adopted. 

I hereby certify that the above is a true and correct copy of the original reso- 
lution adopted by the City Commission of the City of Port Huron at an adjourned 
meeting held on February 7, 1955. 

ALLEN R. Hutt, City Clerk. 


ReEsoLuTION oF Rocky Mountain Orn & Gas Association, OcTroBEeR 23, 1954 


Following the opinion of the United States Supreme Court in the Phillips gas 
decision, the Federal Power Commission has issued certain orders designed to 
regulate the production of natural gas in this country. 

There is a current misconception that regulating and restricting the price the 
producer receives for natural gas will protect the consumers by preventing ex- 
cessive consumer prices for retail gas; actually, the price the customer pays for 
gas is little affected by the field price paid the producer. As an example, in one 
of our largest metropolitan areas in the United States, the price paid the producer 
totals less than 4 percent of the consumer price. On the other hand, if regulation 
of the natural-gas producer is permitted in this country, the result will be that 
the natural-gas development will be discouraged and retarded, and the cousumer 
will ultimately suffer both by paying an increased price for a scarce commodity 
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and finally by having to pay the cost of replacing natural-gas facilities which 
are rendered useless through lack of supply. 

Attention is directed to the record of the oil and gas business which is one of 
maximum operational efficiency and has inured to the benefit and welfare of the 
American people. One of the reasons we use so much oil and gas is that it is 
cheap. Despite Federal and local taxes—items over which oilmen have no 
control—oil is cheaper here for the consumer than in any major country in the 
world. For example, while expending our oil supplies and reserves which have 
provided us with comforts and conveniences unheard of a generation ago, whole- 
sale gasoline prices (excluding taxes) actually decreased almost 3 percent during 
the period from 1926 to 1949. During the same period of time, commodity prices 
generally increased 55 percent. Further, the quality of our gasoline today has 
been so greatly improved that 2 gallons of today’s gasoline will do the work of 
3 gallons of gasoline made in 1926. Likewise, the price that consumers are pay- 
ing for gas today makes it by far the cheapest fuel on the market. 

The oil and gas industry is highly efficient, competitive, and a vital part of our 
economy. It has reached its present stage of development simply because it has 
been free to expand without unnecessary restrictions. Competitive free enter- 
prise must be preserved in this country, and this cannot be accomplished through 
mistaken regulation to serve a purpose which may seem at the moment to be 
temporarily expedient. Such regulation ultimately would prove to be a disservice 
to the consumers whom it purports to protect. 

It is therefore urged that the Congress of the United States consider and enact 
legislation which will definitely remove producers and gatherers of natural gas 
from newly found Federal governmental regulation and affirm that such regu- 
lation shall remain in the hands of the respective State governments and agencies 
where it rightfully belongs. 


RESOLUTION BY THE Crty COMMISSION, CIry oF St. JouNns, Micnu. 


Whereas the Congress of the United States is considering proposed legislation 
to amend the Natural Gas Act of 1938, by removing from the jurisdiction of the 
Federal Power Commission regulatory powers over producers of natural gas ; and 

Whereas the construction of the existing Natural Gas Act of 1938, by the 
Supreme Court of the United States, in June of 1954, granting the Federal Power 
Commission extensive regulatory powers over intrastate producers of natural 
gas supplying interstate pipelines, has tended to result in a shortage of the supply 
of this commodity in industrial States such as Michigan, and has gravely impeded 
the operations of the free-enterprise system which would otherwise rectify such 
shortage; and, now, therefore, be it 

Resolved, That the City Commission of the City of St. Johns, Mich., go on rec- 
ord as recommending the proposed amendatory legislation to the above effect, and 
us aurging the Members of the Senate and the House of Representatives of the 
United States to give serious and careful consideration to the same and support 
the prompt enactment thereof into law ; and be it further 

Resolved, That a copy of the resolution be forwarded to United States Sena- 
tors, Charles E. Potter and Patrick V. McNamara, and the United States Repre- 
sentative Alvin Bentley. 

Motion by Tiedt, supported by Kentfield. Votes: Ayes 4; Nays, none; adopted. 

I hereby certify that the above resolution was adopted at a regular meeting of 
the Commission of the City of St. Johns, Mich., held Wednesday, March 16, 1955, 


at 7: 30 p. m. 
Jesse A. Fincu, City Clerk. 


RESOLUTION PASSED AT THE SOUTHERN GOVERNORS’ CONFERENCE AT 
Boca Raton, Fia., NOVEMBER 13, 1954 


Whereas the Congress of the United States in 1988 passed the statute known 
as the Natural Gas Act under circumstances clearly showing that it was not 
intended to apply to the production and gathering of natural gas, and for more 
than 14 years the act was administered by the Federal Power Commission so as 
to leave the production of natural gas wholly free from Federal regulation; and 

Whereas the Supreme Court of the United States on June 7, 1954, rendered an 
opinion in the case of Phillips Petroleum Company vy. State of Wisconsin et al., 
holding that the Natural Gas Act does apply to independent producers of natural 
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gas so that the smallest producer who sells gas into interstate commerce for 
resale is subject to utility type of regulation ; and 

Wheras it is apparent that regulation attempting to govern the production and 
gathering of natural gas and prohibiting sales of gas into interstate commerce 
without compliance with such regulations will impose onerous and unworkable 
requirements on the production and sale of gas; and 

Whereas the conservation of oil and gas has been recognized as a function of 
government peculiarly within the jurisdiction of the individual States, and it 
appears that Federal regulation under the Natural Gas Act will conflict with 
State conservation rules and the efficacy of State conservation laws; and 

Whereas the extension of Federal regulation into the field of production and 
zathering of natural gas represents a further encroachment of strong central 
yvovernment into the proper domain of the respective State governments; and 

Whereas the States represented in the southern governors’ conference have 
historically and traditionally represented the States rights theory of government 
and have steadfastly maintained the principle that the sovereignty and proper 
functions of the governments of the respective States should be kept free from 
Federal interference to the full extent consistent with the maintenance and 
achievement of our national objectives: Now, therefore, be it 

Resolved by the southern governors’ conference, duly convened at Boca Raton, 
Fla., this 13th day of November 1954, That these indisputable facts be brought to 
the attention of the Congress of the United States, to the end that these evils may 
be promptly ended by adequate legislation ; and be it further 

Resolved, That the southern governors’ conference calls upon the Congress of 
the United States to amend without delay the Natural Gas Act to make it clear 
that the entire field of production, gathering and handling of natural gas, includ- 
ing the original sale into interstate commerce, is exempted entirely from Federal 


regulation. 


ee 


RESOLUTION PASSED BY THE BOARD OF DIRECTORS OF THE TEXAS AND SOUTHWESTERN 
CATTLE RAISERS ASSOCIATION AT ITS REGULAR QUARTERLY MEETING, LUBBOCK, 


Tex., OCTOBER 7, 1954 


The decision of the Supreme Court of the United States in the Phillips case 
causes us to look upon the trend toward centralization of powers in the Federal 
Government with grave concern. 

In the referred to decision the Supreme Court has put into a judicial decree 
a dangerous principle that has been encroaching upon our long-established sys- 
tem of Government for a number of years. By that decision the Court has estab- 
lished the principle that the Federal Government should fix and establish the 
price that a producer can legally pay to the landowner for gas produced from 
such owner’s land and also to establish the price that a purchaser of such gas 
can legally pay to the producer at the well. 

We believe this decision is fundamentally and dangerously wrong. It is wrong 
because it authorized the Federal Government to nullify the acts of State gov- 
ernmental agencies and violate all our long held concepts of States rights as 
established in our Federal Constitution and in practices under that constitution. 

It is wrong because it disregards the time-honored practices and systems that 
have been developed over the years under State governments and under the 
American doctrine of sovereignty of the individual States in State affairs. 

And it is fundamentally and grievously wrong because, while violating all our 
concepts and practices under the constitutional doctrine of States rights, it goes 
much further in that it steps into the field of individual rights of citizens and 
tukes from the individual the right to contract and the right to control his prop- 
erty and moves the Federal Government into the position of contracting for the 
individual and, by force of law, managing his property for him. This we believe 
to be horribly wrong and a development of the trend toward Federal encroach- 
ment that is intolerable. 

We further believe that this move by the Federal Government in the gas indus- 
try may very well be but the beginning of such efforts and that, if allowed to 
stand as our law, all industries of this country, including our cattle industry, and 
all citizens, including us, may become the wards and vassals of Federal 
bureaucracy : Therefore, be it 

Resolved, That the board of directors of the Texas and Southwestern Cattle 
Raisers Association, in regular quarterly meeting at Lubbock, Tex., on this the 
7th day of October A. D. 1954, hereby registers its strong dissent from the deci- 
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sion of the Supreme Court in the Phillips gas case and strongly recommends to 
the Congress of the United States that appropriate legislation be enacted rede- 
fining the powers of the Federal Power Commission and, in such redefinition, to 
clearly and firmly state that neither that agency nor any other ageney of the 
Federal Government shall have the power to encroach upon the prerogatives 
and long-established practices of the respective States nor upon the intrinsic 
and inalienable rights of individual citizens, nor to fix prices in any competitive 
business; be it further 

Resolwed, That the secretary be instructed to forward copies of this resolution 
to each Senator and to each Congressman. 


RESOLUTION 


Meeting of the city council of the city of Tecumseh, county of Lenawee, and 
SrateE of MICHIGAN, held on the 4th day of April 1955. 

Present: Mayor, Hanna, Councilmen Bashore, Kelso, Moore, Schwartz, Smith, 
and Titley. 

Absent: None. 

The following preamble and resolution was offered by Councilman Titley and 
supported by Councilman Smith. 

Whereas it has come to the attention of this municipality that, as a result of 
a recent decision by the Supreme Court of the United States, the Federal Power 
Commission has perniciously engaged in price fixing of natural gas produced 
in the Southwest, said natural gas being a major source of heating power for 
this city ; and 

Whereas such price fixing has resulted in the discouragement of gas producers 
in the Southwest, such discouragement being deemed a direct threat to the 
ultimate supply of natural gas to this city ; and 

Whereas this city views with alarm such a threat to this basic utility and is, 
furthermore, directly opposed to interference by governmental agencies in the 
free economy of this Nation : Now, therefore, be it 

Resolved, That the council of the city of Tecumseh recommends emphatic 
support to H. R. 3902 which is the proposed amendatory legislation now being 
considered by the Congress of the United States, which said legislation has been 
introduced to terminate this un-American activity : be it further 

Resolved, That a copy of this resolution be forwarded to United States Repre- 
sentative George Meader and to the United States Senators Charles E. Potter 
and Patrick V. McNamara. 

Ayes: Unanimous. 

Nays: None. 

Resolution declared adopted. 

Attest : 

H. H. Hanna, Mayor. 
Attest : 
NAOMI SAttows, Clerk. 


Dated : April 4, 1955. 


RESOLUTION—VILLAGE OF VICKSBURG, KALAMAZOO COUNTY, STATE OF MICHIGAN 


Whereas the Congress of the United States is considering proposed legislation 
to amend the Natural Gas Act of 1938, by removing from the jurisdiction of the 
Federal Power Commission regulatory powers over producers of natural gas; 
and 

Whereas the construction of the existing Natural Gas Act of 1938, by the 
Supreme Court of the United States, in June of 1954; granting the Federal 
Power Commission extensive regulatory powers over intrastate producers of 
natural gas supplying interstate pipelines, has tended to result in a shortage of 
the supply of this commodity in industrial States such as Michigan, and has 
gravely impeded the operations of the free-enterprise system which would other- 
wise rectify such shortage; and 

Whereas industry in the village of Vicksburg has great need for natural gas, 
and the availability of the same would enhance the industrial and residential 
development of the area : now, therefore, be it 

Resolwed, That the Village Council of the Village of Vicksburg go on record as 
recommending the proposed amendatory legislation to the above effect, and as 
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urging the Members of the Senate and the House of Representatives of the 
United States to give serious and careful consideration to the same and support 
the prompt enactment thereof into law; be it further 

Resolved, That a copy of this resolution be forwarded to United States 
Senators, Charles E. Potter and Patrick V. McNamara, and United States Repre- 
sentative, August E. Johansen. 

I hereby certify that the above resolution was duly adopted by the Village 
Council of the Village of Vicksburg, Mich., at a regular meeting held in the 
Village Hall in the Village of Vicksburg, Mich., on Monday, April 4, 1955. 

R. R. Swan, Village Clerk. 


RESOLUTION 


Whereas the Supreme Court of the United States has recently ruled that sales 
of natural gas by independent producers and gatherers in the field in which the 
gas is produced are subject to regulation by the Federal Power Commission under 
the terms of the Natural Gas Act when the gas is ultimately transported to and 
sold in other States ; and 

Whereas the decision of the Supreme Court was contrary to the interpretation 
and administration of the Natural Gas Act by the Federal Power Commission 
from the date of the passage of the act in 1938 until the decision of the Supreme 
Court on June 7 of this year ; and 

Whereas the production, transportation, and distribution of natural gas have 
expanded markedly in competition with other fuels, under the interpretation 
and administration of the act by the Federal Power Commission, wherein pro- 
duction and gathering have been conducted as competitive enterprises free of 
Federal regulation ; and 

Whereas the production and gathering of natural gas, in contrast with inter- 
state transportation and local distribution of natural gas, is not a monopoly in 
fact, but, on the contrary, is a financially hazardous business conducted by thou- 
sands of individuals and corporations on a competitive basis and cannot be 
and should not be regulated by the Federal Power Commission ; and 

Whereas regulation of the prices of gas sold by independent producers and 
gatherers is contrary to the public interest, including the interest of consumers 
in the States represented by the members of this association in the following 
particulars: 

(1) It will result in curtailing the already inadequate supply of gas flowing 
in interstate commerce, because the producers will choose to sell their gas in un- 
regulated intrastate markets, as already demonstrated by numerous withdrawals 
by producers, since the Supreme Court decision. It will destroy the incentive by 
producers to explore for and produce natural gas, and will increase the cost of 
gas which finds its way into interstate commerce because of inability of pipelines 
to operate at full capacity ; 

(2) Field prices for gas represents but a small portion of the ultimate cost of 
gas to interstate household consumers, and in any event on the average are not 
in excess of the cost of competitive fuels ; 

(3) Federal regulation of producers’ and gatherers’ prices for gas cannot be 
justified on the basis of monopoly as are true utility regulations, is not warranted 
by excessive field prices for gas, and cannot be justified except on a socialistic 
basis which would apply to all commodities such as wheat, corn, potatoes, cot- 
ton, coal, lumber, copper, lead, and zine, contrary to the American system of free 
enterprise ; 

(4) Federal regulation of producers’ and gatherers’ prices for gas is a further 
step in the centralization in the National Government of regulatory authority 
and usurps the powers and functions of the States: Now, therefore, be it 

Resolved by the Western Oil & Gas Association at its meeting in San Fran- 
cisco, Calif., on November 23, 1954, That it is the sense of this association that 
production and gathering of natural gas, including the sales thereof in the field 
where produced, should be conducted on a competitive basis free of Federal regu- 
lation, and that the United States Congress should by appropriate amendment 
of the Natural Gas Act so provide; 

Resolved further, that the secretary of this association be, and he is hereby 
authorized, to furnish copies of this resolution to such persons as he in his dis- 
cretion may determine. 
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WESTERN PETROLEUM REFINERS ASSOCIATION, 
Tulsa, Okla., April 8, 1955. 
This is to certify that the attached is a true and correct copy of the resolution 
adopted by the Western Petroleum Refiners Association on March 30, 1955. 


Pau. D. WiLLiaMs, Secretary-Treasurer. 


RESOLUTION ADOPTED BY THE BOARD OF DIRECTORS OF THE WESTERN PETROLEUM 
REFINERS ASSOCIATION AT Its REGULAR ANNUAL MEETING, SAN ANTONIO, TEX., 
Marcu 30, 1955 


The recent decision of the Supreme Court of the United States in the Phillips 
case establishes the dangerous principle that the Federal Government should 
regulate the price which a purchaser of gas can pay to the producer at the well. 
The application of this principle will result in a regulation in a competitive 
business, in peacetime, of the price of a basic commodity in the hands of its pro- 
ducer at the point of production. Such Federal price fixing will impair com- 
petitive enterprise and encourage governmental regulation of all industries. 

Therefore, be it resolved, That the board of directors of the Western Petroleum 
Refiners Association, in regular meeting at San Antonio, Tex., on March 30, 1955, 
hereby protests regulation by the Federal Power Commission of the price of 
natural gas in the hands of the producer, and strongly recommends to the Con- 
gress that appropriate legislation be enacted, redefining the powers of the Federal 
Power Commission, so as to state firmly and clearly that it shall not have such 
power : Be it further 

Resolved, That the secretary be instructed to forward copies of this resolution 
to each Member of Congress. 

Further, the board directs the attention of the entire membership of the 
Western Petroleum Refiners Association to the gravity of the threat implied, not 
only to the business of producing, processing, and selling natural gas, but also to 
all phases of the petroleum business, and urges each and every member to make 
known to Members of Congress and to the general public the urgent need for 
correcting the situation brought about by decision in the Phillips case. 


RESOLUTION 


Whereas the Supreme Court of the United States has ruled that, under pres- 
ent law, the Federal Power Commission has authority to regulate price in the 
production and gathering of natural gas; and 

Whereas the fact that natural gas is often produced in conjunction with crude 
oil means that the disruption of the natural-gas industry through Federal 
regimentation is bound to affect the marketing of other petroleum products, 
including gasoline and heating oil ; and 

Whereas such Federal regulation of natural gas represents a backward step 
toward Government control of private industry, with the clean danger that 
the principle involved here could spread to every industry and business, in- 
cluding all branches of the oil business, leading the country down the road 
to nationalization of all forms of productive enterprise: Now, therefore, be it 

Resolved, That the West Virginia Petroleum Association, in convention as- 
sembled, go on record as calling upon their State’s representatives in both 
Houses of the United States Congress to support corrective legislation which 
will relieve field prices of natural gas of unnecessary and dangerous Federal 
regulation ; and be it further 

Resolved, That copies of this resolution be sent to all West Virginia candidates 
tor election to both Houses of Congress with the respectful request that they 
take a forthright stand in defense of American private enterprise by pledging 
their support to such corrective legislation. 


RESOLUTION 


Whereas the members of the American Rice Growers Cooperative Association 
as landowners, are vitally interested in the oil and gas business and the com- 
petitive price paid to the landowner and the producer for natural gas, a product 
of the land ; and 
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Whereas the finding and producing of natural gas is not a public-utility opera- 
tion but is a highly risk taking venture and price fixing would in time dry up the 
supply of this high grade fuel to the consumers of America ; and 

Whereas price fixing in the American free competitive system is unworkable 
and unrealistic: Now, therefore, be it 

Resolved by the board of directors of the American Rice Growers Cooperative 
Association, That we go on record as favoring an amendment to the Natural 
Gas Act which would make clear that neither the Federal Power Commission nor 
any other commission or bureau in Washington shall have the power to fix the 
producers’ field price of natural gas, whether moving in interstate commerce. 
or otherwise ; be it further 

Resolved, That the officers of this association mail a copy hereof to the Inter- 
state and Foreign Commerce Committee of the House of Representatives and to 
the Interstate and Foreign Commerce Committee of the Senate of the United 
States, and that a copy hereof be forwarded to each of the Senators and Rep- 
resentatives of the Congress. 

CERTIFICATE 


I, George B. Blair, secretary of the American Rice Growers Cooperative Asso- 
ciation, do hereby certify that at a regular meeting of the board of directors, 
properly noticed and held in Beaumont, Tex., on Friday, January 14, 1955, and 
at which a quorum was present, the above resolution was unanimously adopted. 


[seat] Grorce B. Buarr, Secretary. 





NEW MExtIco OIL CONSERVATION COMMISSION, 
Santa Fe, N. Mex., March 18, 1955. 
Hon. J. Percy Prikst, 
Chairman, Interstate and Foreign Conimerce Committee, 
House of Representatives, Washington, D. C. 

Deak Str: Your attention is directed to H. R. 4560, which is the subject of 
hearings before your committee, which resolution proposes certain amendments 
to the Natural Gas Act. The New Mexico Oil Conservation Commission is in- 
terested in the proposed changes and believes it to be in the best interest of con- 
servation in the State of New Mexico if such resolution is enacted into law, or 
if some similar type of legislation becomes law. 

We would like for the committee to consider the following statements by the 
New Mexico Oil Conservation Commission in determining its action, with respect 
to House Resolution 4560, or a similar type of legislation. 

Producing States have enacted comprehensive programs designed to prevent 
waste of natural gas, to obtain the greatest ultimate recovery of gas as efficiently 
as possible and to protect the correlative rights of owners. The overall purpose 
is the protection of the economy of the States through the conservation of an 
irreplaceable natural resource. 

To this end, States have adopted such devices, among others, as minimum 
prices, unitization, proration, bans against flaring of gas, regulations requiring 
maximum utilization of casing-head gas, ratable taking, fixing of gas-oil ratios, 
control of pressure maintenance and other secondary-recovery operations. 

It has been firmly established, whenever the question has arisen, that price 
is the most important single factor in making a state’s conservation efforts ef- 
fective. The Supreme Court has recognized that a low field price for gas can 
result in economic waste and be conducive to physical waste. Such a finding, 
says the Court, was a “sufficient basis” for the Oklahoma minimum price orders, 
which prohibited the taking of gas from the formation at a price less than the 
minimum price set by the regulatory body. 

And because of the connection between price and conservation, the Supreme 
Court has held that the minimum price order applies whether the gas is pro- 
duced and sold or produced and used. In this connection the Court said: 

“* * * the connection between realized price and conservation applies to all 
production in the field, whether owners purchase from others or not and whether 
they own pipelines or not. In a field which constitutes a common reservoir of 
gas, the Commission (meaning the Corporation Commission of Oklahoma) must 
be able to regulate the operations of all producers or there is little point in reg- 
ulating any.” 

Since the price at which producers or gatherers sell their gas is the one factor 
which to a very substantial extent determines the success or failure of a State's: 
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conservation efforts, it is easy to understand why the people and administrations 
of the various producing States do not desire to permit the Federal Power Com- 
mission to fix the price of gas for producers and gatherers. It is a fair assump- 
tion that, for many reasons, the price thus fixed would be materially lower than 
the price which would result from the interplay of competition, supply and 
demand. 

To appreciate the extent to which a “too low” price defeats conservation, con- 
sider its effect in the following stated respects : 

Failure to obtain from the ground the greatest possible ultimate recovery of gas 
may result from several causes. We shall mention here only those having to do 
with price. 

When the price of gas is too low, operators cannot afford to spend much money 
looking for it. This fact prevents them from exploring and drilling in areas 
known or thought to be productive of gas only. It is a “better shot” to look for 
oil. Further, an operator who owns a gas well on a lease, from which he can- 
not obtain a fair return on his investment, is not apt to develop that lease further 
for gas. 

In drilling for oil, operators frequently encounter formations which indicate 
the possibility of prolific gas production. If and when gas is worthless, or 
practically so, the operator may even refuse to make an adequate test of the 
formation for gas. In such a case, he will either continue drilling for oil or 
plug and abandon the well as a dry hole. 

“Premature” abondonment of a gas well means that the well has been aban- 
doned before all the recoverable gas has been produced. This happens when it 
is not economic to continue producing the gas because the revenue therefrom 
will not pay even a slight profit over and above the cost of operations. The 
price obtainable for the gas is the determining factor. Many thousands of cubic 
feet of gas go to market every day because a fair price enables many “marginal” 
wells to be kept on production. 

The gas left in the ground because of the situations referred to above will 
never be recovered and will be forever lost to the States, the producers, and the 
consumers. Failure to get the greateest possible ultimate recovery is conducive 
to waste and scarcity, which in turn are conducive to a rise in the price. The 
waste, scarcity and rise in price all could be prevented by an economic price to 
begin with. 

Many of the producing states have found that one of the most important 
tools for conserving oil and gas is to regulate the rate at which these valuable 
resources may be withdrawn from the ground. This is accomplished by limit- 
ing the production of gas from fields and wells to the market demand for gas 
from the individual fields. The market demand for a field is allocated to the 
wells in the field on a pro rata basis determined by the State regulatory body. 

There, again, price is a material factor in market demand. Barring overall 
economic conditions that are either abnormally inflationary or deflationary, 
when the price of natural gas is low the demand tends to increase for practi- 
cally the same reasons that a low price for any commodity will increase the 
purehase of it. In the case of gas, the demand increases because of additional 
users and uses and sometimes new uses. With the price for gas on the “too 
low” side, some of the additional uses are so-called “inferior” uses that is, uses 
in industry for which an ordinarily cheaper and lower-grade fuel is customarily 
used. This is particularly true with respect to available gas which has not 
yet been committed to a gas sales contract. 

The low price for gas may unduly increase the market demand therefor even 
as to gas already under contract, because of the elasticity in most gas contracts 
between the minimum and maximum quantities provided for. Further, it is 
not uncommon, when the price is low, to amend or supplement the original con- 
tract to provide for additional quantities without any increase in the price. 

It is not difficult to see that the economy of a state can be hurt seriously by 
exhausting this valuable natural resource at an unreasonably low price. Per- 
mitting the Federal Power Commission to control the price of gas and, therefore, 
the rate of its withdrawal from the ground would substantially interfere with 
the right and purpose of a state to protect its economy by conserving one of its 
most valuable assets. Proration is the method through which a State can 
control the rate of withdrawal of gas from the ground by equitably distributing 
allowables to producing wells. By so doing, the state also accomplishes another 
conservation purpose—namely, by restricting the rate of production to the 
“maximum efficient rate,” injury to the reservoir and the wells’ ability to pro- 
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duce are prevented. Pulling the wells beyond their maximum efficient rates in 
order to meet an inflated market demand caused by a deflated price could result 
in permanent damage to the reservoir and to the well. 

To place price fixing for gas in the hands of a Federal agency would not only 
interfere with, but would destroy, the State’s ability to effectuate its conserva- 
tion purposes and efforts. 

A corollary to the State’s proration powers is their authority to require ratable 
taking of gas. As a part of a State’s conservation program, such power is exer- 
cised to prevent waste of gas and to protect the correlative rights of owners of 
gas in a common reservoir. Protection of correlative rights avoids excessive 
drainage as between producers sharing the same pool. 

In order to accomplish these purposes, it frequently is necessary to require a 
producer having a pipeline and a market to take the gas of his neighbor ratably 
with his own gas or to shut-in his own well. 

In such instances it may be impossible for the producers involved to agree as to 
the price at which the gas will be taken by the producer having the pipeline or 
other outlet. When that situation comes about, the State, if its policy permits, 
must be free, as against any Federal control, to fix the price through its regula- 
tory body. This power in such a State is a part of its conservation functions 
with respect to waste and correlative rights. It is a legitimate and, in some 
States, a necessary regulatory function. 

A State would be seriously handicapped if it could not fix the price, but would 
have to refer the matter of price to the Federal Power Commission. In some 
States the ability to fix the price is a useful tool in the enforcement of ratable 
take. 

Before leaving the subject of conservation, it should be noted that section 
157.28 of the Federal Power Commission’s Order No. 174-B, after providing that 
no independent producer may abandon a service “without the permission of the 
Commission first had and obtained * * * and a finding by the Commission that 
the available supply of natural gas is depleted to the extent that the continuance 
of service is unwarranted,” provides: 

“Provided, however, That nothing herein shall be construed as interfering or 
as intended to interfere with or to prevent compliance by a natural-gas company 
with valid conservation orders of a State agency relating to the production or 
gathering of natural gas.” 

The meaning of the proviso is not entirely clear. 

Taking into consideration all the ramifications and certain results of Federal 
control of sales for resale by producers and gatherers, many of which are dis- 
cussed above, it is difficult to imagine that the Federal Power Commission could 
honestly think that the disastrous effects of such regulation could be removed 
simply by writing the above proviso into Order No. 174-B. Even if such were 
possible, which we earnestly deny, the States are entitled to the kind of protec- 
tion which cannot be rescinded by the majority of an administrative board. 
Legislation is the only answer. 

Respectfully submitted. 

W. B. Macey, Secretary-Director. 


Marcu 29,1955 . 
Hon. J. PERCY PRIEST, 
House Office Building, Washington, D. C. 

DEAR CONGRESSMAN Priest: I am transmitting to you a copy of the statement 
of policy of the 17 undersigned attorneys general of the States listed beneath 
each signature. 

I urge you and the members of your committee to give this statement of policy 
your earnest and serious consideration. 

Sincerely yours, 
C. WILLIAM O’ NEILL, 
Attorney General of Ohio. 





STATEMENT OF POLICY 


We, the undersigned attorneys general of the various States, make the fol- 
lowing statement of policy in order to reemphasize a principle of constitutional 
law that must be guarded with eternal vigilance by the people of all the States 
of these United States: 
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That the recent decision by the United States Supreme Court in the Phillips 
case carries an ominous threat of increased Federal encroachment into an 
area that constitutionally and historically has been left to the jurisdiction of 
the States. That the wording and legislative history of the Natural Gas Act 
shows a clear intent by the Congress of the United States that the “production 
and gathering” of natural gas be excluded from Federal control. That the act 
was so construed by the Federal Power Commission since 1940, and such con- 
struction was relied on by the States and thousands of producers and gatherers 
in their business relations. That the Supreme Court has heretofore in a long 
line of decisions upheld the authority of the States to conserve their irreplace- 
able reserves of oil and gas through regulation by the State conservation agen- 
cies. That this decision in effect takes away the conservation power of the 
States and places it in the Federal Government. That such invasion is unwar- 
ranted and would seriously impair the sound conservation programs of the States 
to the detriment of the national defense and to the long-range supply of con- 
sumer fuel. 

That if the Supreme Court does not, on rehearing, reverse its decision in the 
Phillips case, in order to preserve the rights of the States, under the Constitu- 
tion, to develop and conserve their natural resources, we recommend that legis- 
lation be enacted to remove from Federal control the producer and gatherer of 
natural gas. 

J. P. Coleman, Attorney General of Mississippi; Eugene Cook, 
Attorney General of Georgia; Richard W. Ervin, Attorney General 
of Florida; Harold R. Fatzer, Attorney General of Kansas; T. J. 
Gentry, Attorney General of Arkansas; Fred S. LeBlanc, Attorney 
General of Louisiana; Mac Q. Williamson, Attorney General of 
Oklahoma; Richard H. Robinson, Attorney General of New- 
Mexico; John G. Fox, Attorney General of West Virginia; T. C. 
Callison, Attorney General of South Carolina; Harry McMullan, 
Attorney General of North Carolina; Latham Castle, Attorney 
General of Illinois: J. D. Buckman, Jr., Attorney General of 
Kentucky: J. Lindsay Almond, Jr., Attorney General of Virginia ; 
Robert Morrison, Attorney Gneral of Arizona; C. William O’ Neill, 
Attorney General of Ohio; John Ben Shepperd, Attorney Gen- 
eral of Texas. 


NEw York, N. Y., Mareh 28, 1955. 
J. Percy PRIEsT, 
Chairman, House Committee on Interstate and Foreign Commerce, 
Washington, D.C. 


Supplementing our telephone conversation, I regret to advise that it will be 
impossible for me to be present before your committee next Thursday. I wish, 
however, now to express to you my strong feeling in favor of H. R. 4560. I am 
an independent operator of the petroleum industry with 35 years’ experience and 
I know that any attempt in this country to regiment such operators who them- 
selves represent small business in this country will create very widespread in- 
dignation throughout the entire industry and, I believe, in other industries. Such 
regulation as was provided by the Supreme Court decision in the Phillips case 
smacks strongly of fascistic purpose and principle. Americans do not desire to 
be regimented and controlled by bureaucratic centralized government at Wash- 
ington. 

Individual initiative and free enterprise would be smothered by such regulation 
and the American system and the American way of life as we have known it in 
this country since our Government was instituted most certainly would vanish. 
Judicial interpretation of the type evidenced in the Phillips case could be used 
over a period of time to change completely the political and economic system of 
our country into a system of regulation originally proposed by the now defunct 
National Recovery Act. I believe the American people would refuse to tolerate 
such evolvement and I respectfully ask your distinguished committee to approve 
H. R. 4560 as an effective bulwark against the spread of what many regard as an 
insidious and concerted intent and purpose on the part of a small clique of men 
in our Government who still, it seems, desire to resurrect the fallacious principles 
of the National Recovery Act. 

J. EpwArp JONES, 
President, Deep South Oil Company of Teras. 
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Mip-ConTINENT O11 & GAS ASSOCIATION, 
KANSAS-OKLAHOMA DIVISION, 
Tulsa, Okla., February 1, 1955. 
Hon. WILLIAM C. CRAMER, 
Member of Congress, 
House Office Building, Washington, D. C. 

DEAR CONGRESSMAN CRAMER: At the direction of the members of the Kansas- 
Oklahoma division, Mid-Continent Oil & Gas Association, I am pleased to hand 
you herewith a copy of a resolution adopted at the association’s annual mem- 
bership meeting on December 15, 1954, calling public attention to the necessity 
for appropriate legislation to clearly exempt production and gathering of natural 
gas and the sale thereof by producers and gatherers from regulation by the Fed- 
eral Power Commission. 

Yours very truly, 
CLAREL B. MAPEs, Secretary. 


RESOLUTION OF THE ANNUAL MEMRERSHIP MEETING, TULSA, OKLA., 
DECEMBER 15, 1954 


The Kansas-Oklahoma division, Mid-Continent Oil & Gas Association, invites 
public attention to the following: 

The Supreme Court of the United States, in a recent decision held that sales 
of natural gas by producers and gatherers to purchasers who transport the gas 
in interstate commerce for resale are subject to regulation by the Federal 
Power Commission under the terms of the Natural Gas Act. 

The Federal Power Commission, as a result of such decision has asserted con- 
trol over the price at which natural gas subject to its jurisdiction may be sold 
by producers and gatherers, and over the production and gathering of natural gas 
in the field. 

It was not the intent of Congress in enacting the Natural Gas Act in 1938 that 
the production and gathering of natural gas or the sale thereof by producers and 
gatherers should be regulated by the Federal Power Commission. 

The production and gathering of natural gas, in contrast with the interstate 
transportation and local distribution of natural gas, is not in fact a monopoly or 
a publie utility operation, but, on the contrary, is a risk-taking, highly specula- 
tive and competitive business conducted by many thousand producers who com- 
pete with each other in acquiring and marketing natural gas which, in turn, 
competes as a commodity with other fuels not regulated. 

It is in the public interest and essential to the national security that the pro- 
duction and gathering of natural gas and the sale thereof should be left to the 
forces of supply and demand consistent with our Nation’s fundamental philosophy 
of competitive free enterprise. 

The Federal regulation of production and gathering of natural gas and the sale 
thereof will inevitably result in Federal regulation of the production of oil, in 
retarding exploration for and production of natural gas, in conflicts with State 
regulatory measures for the production and conservation of oil and natural gas 
and in a shortage of available supplies of natural gas for the consuming public, 
all contrary to the national interest : Now, therefore, be it 

Resolved by the Kansas-Oklahoma division of the Mid-Continent Oil & Gas 
Association in annual meeting in Tulsa, Okla., December 15, 1954, that this asso- 
ciation does hereby recommend and urge that the Congress of the United States 
enact at its next session appropriate legislation to clearly exempt production and 
gathering of natural gas and the sale thereof by producers and gatherers from 
regulation by the Federal Power Commission ; be it further 

Resolved that a copy of this resolution be transmitted to the United States 
Senators from the States of Kansas and Oklahoma and all other States and the 
members of the House of Representatives from the States of Kansas and Okla- 
homa and all other States. 

Attest: 

CLAREL B. Mapes, Secretary-Treasurer. 
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RESOLUTION BY BOARD OF DIRECTORS, FLORIDA PETROLEUM MARKETERS ASSOCIATION, 
DECEMBER 10, 1954 


Whereas the United States Supreme Court has recently authorized the Federal 
Power Commission to regulate the price at which independent natural-gas pro- 
ducers sell natural gas ; and 

Whereas the placing of the field price of natural gas under Federal regula- 
tion constitutes a grave setback to the natural-gas industry—a leading competi- 
tor of ours ; and 

Whereas if we were to take a shortsighted view, we might rejoice over this 
obstacle to the progress of a competitive business, but vision and foresight dic- 
tate the opposite attitude ; and 

Whereas Federal regulation of the independent producers of natural gas sets 
a precedent that could jeopardize the future of all private enterprise, our own 
as well as our competitors ; and 

Whereas it is clear to us that the club that dealt this blow to a competitive 
business could be used to strike down practically any other business: Now, there- 
fore, be it 

Resolved, That the board of directors of the Florida Petroleum Marketers 
Association, express deep concern over the implications of the present interpre- 
tation of the Natural Gas Act of 1938 and urge the speediest possible action 
by the Congress to enact remedial legislation ; and be it further 

Resolved, That copies of this resolution be sent to all members of the Florida 
delegation to the United States Congress that they may know the alarm of this 
group of their constituents over a legal precedent which, if not quickly remedied, 
could have the most disastrous consequences to American traditions of free 
enterprise. 


RESOLUTION 


Whereas, the production and gathering of natural gas is vital to the economy 
of the town of Worland and Washakie County, there being many Worland resi- 
dents employed in this activity and in the exploration and discovery of additional 
natural gas wells, and, 

Whereas the advancement and development of the natural gas industry will 
accrue further economic benefit to Worland, the State of Wyoming, and the 
Nation as a whole, and, 

Whereas the advancement and development of the natural gas industry, by 
virtue of requiring large amounts of capital for research and exploration, and 
incurring great risk in its operations, is dependent upon the incentives of a free 
economy, and, 

Whereas the further advancement and development of the natural-gas industry 
is being seriously threatened by a Supreme Court ruling requiring the Federal 
Power Commission to control the price of natural gas at the wellhead, and, 

Whereas competition, not Government control, is the best regulator of prices 
in normal times: Now, therefore, be it 

Resolved, That the Worland Chamber of Commerce, Inc., does hereby endorse, 
approve of, and support H. R. 4560, commonly known as the Harris bill, which 
would exempt the producers and gatherers of natural gas from control of the 
Federal Power Commission, or any other bill which will accomplish the same 
purpose ; and be it further 

Resolved, That copies of this resolution be mailed to the House Interstate and 
Foreign Commerce Committee and to Wyoming’s congressional delegation. 

Dated in Worland, Wyo., this 14th day of March, 1955. 

THE WorLAND CHAMBER OF COMMERCE, 
By Rosert C. SmirH, President. 

Attest: 

W. SHIVELY, Secretary. 


STATEMENT BY WARWICK M. DowNING 


My name is Warwick M. Downing. I am a lawyer residing in Denver, and am 
interested in the oil and gas business. I have been chairman of the Oil and Gas 
Conservation Commission of the State of Colorado, and of its predecessor, the 
Colorado Gas Conservation Commission, for some 24 years. The work is with- 
out pay, but I am an intense conservationist, and feel that I have been much 
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more than repaid by what has been accomplished in the conservation of oil and 
gas. 

I had no thought of burdening this committee with my viewpoint until I read 
in the newspaper that our distinguished mayor had told you that the people of 
Denver would be forced to pay an additional $4 million a year for natural gas 
if the Harris bill and other bills to amend the Natural Gas Act, now before 
Congress, are approved. 

The mayor, if correctly quoted, was just about as wrong as he could be. We 
citizens of Denver have a right to expect that our mayor will be accurate in his 
statements, and fair and reasonable in his conclusions. I felt, therefore, it was 
my duty as a good citizen of Denver, and as a State official having to do with 
conservation, to give you the real facts. 

I haven’t the facilities to give an accurate statement of the total paid to the 
producer at the wellhead for his gas, nor for the additional cost to the consumer 
of any increase in the amount paid to the producer. But I am sure my figures are 
reasonably correct. 

In Denver there are 12,230 customers, using gas for cooking and water-heating 
only; on the average they use during the year 36 M ec. f., at an average cost of 
90 cents per thousand cubic feet, or a total of $382.40 a year. Of this amount, 
approximately 10 percent is the amount paid to the producer at the wellhead, 
of $3.24.a year. An increase of 1 cent per thousand cubic feet in the price of gas to 
the producer at the wellhead would therefore mean an increased cost to the con- 
sumer only of 36 cents a year. 

In Denver there are 134,382 customers using gas for all purposes: On the aver- 
age they use during the year 166 M ec. f., at an average cost of 48.3 M e. f., or 
a total of $80.20 a year. Of this amount, the producer’s share is about $16 a 
year. An increase of 1 cent per thousand cubic feet in the amount paid to the 
producer would mean a total of $1.66 a year. The cost to the consumer of the 1 
cent increase, would be a little under 14 cents for a month, or less than % cent 
a day. 

The price paid to the producer of gas at the wellhead has advanced only 3 or 
4 cents per thousand cubic feet during the last 10 years. If the price should 
advance as much as 4 cents during the next 10 years, the additional cost to the 
consumer of gas for cooking and water heating only would be $1.44 a year or 
12 cents a month, and the cost to the consumer of gas for all purposes on the 
average would be 56 cents a month. 

As to the increase to the consumer of $4,000,000 claimed by our mayor to the 
people of Denver, there would be an increase of 36 cents a year for each 1 cent of 
price increase to the producer, for the 12,230 consumers of gas for cooking and 
heating water only, which would amount to the enormous sum of $4,402.80 for 
each 1-cent increase. An increase of 1 cent to the 134,382 consumers of gas for 
all purposes, would mean an increase to each consumer of $1.66 per year, or a 
total of $223,074.12. 

Adding the 2 sums together we have the grand total of $227,476.92, as the 
cost to the gas consumers of Denver for each 1 cent of increase in price to the 
producer. Remember that the cost of gas to the producer has risen only 3 or 4 
cents during the last 10 years; assume that the producers price will be sufficient 
to justify reasonable development for new sources of supply, thereby preventing 
a famine; and the maximum increase to Denver consumers for perhaps 10 years 
will be considerably less than $1 million. 

As a matter of fact, it is extremely unfair to say that the cost of gas in Denver 
will increase at all. No one knows the future, whether prices will go up or down. 
And certainly this proposed legislation simply means that the price of gas will 
stand on its own bottom, like any other commodity under our free-enterprise sys- 
tem. No one would say that Congress has cost our people many billions of dollars, 
because it hadn’t passed laws to control the cost of labor or automobiles. 

I think I can say truthfully that the citizens of Denver who are informed on 
this subject, believe strongly that the price of gas should be sufficient to continu- 
ously encourage the development of additional gas supplies, so as to guarantee gas 
at a reasonable price during the foreseeable future. They prefer to be assured of 
a dependable gas supply for the foreseeable future rather than to save a few 
pennies a month. If the price is sufficient in the future to encourage the wild- 
catter in finding new sources of supply, there isn’t the slightest danger of any 
considerable increase in the price of gas at the wellhead. Constantly keep in mind 
that 80 percent of discoveries of oil and gas are made by or through the work of 
the wildeatter. 
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The most obvious consideration is that conservation of oil and gas is a “must.” 
At least 15 billion barrels of oil have been added to our national vil supply because 
of conservation practices adopted in the various States. In Colorado, conserva- 
tion practices have added at least 160 million barrels of oil to our reserves, and 
we feel we have done a splendid job in preventing the waste of gas. In the 7 
fields in our State where we have conservation orders, we have reduced the flaring 
of gas from 128,310 M ec. f. daily, to 16,007 M e¢. f. daily, or from 87.1 percent to 
17.3 pereent. The gas so saved in 1 year would supply Denver for nearly 2 years. 

Conservation not only adds to our gas supply, but is the driving force for con- 
tinuous development. We believe Colorado covers a large part of what is prob- 
ably the biggest undeveloped gas supply known to the world. We have developed 
xn large amount of gas in northeastern Colorado. With a fair price to the pro- 
ducer at the wellhead, we can count on a tremendously increased supply, whereas 
if the avowed purpose of our mayor and his supporters is carried out; namely, 
to have the Federal Power Commission unfairly reduce the price of gas to the 
producer by using the investment-cost basis of a producing well, in a very short 
time we will have a scarcity of gas, with a great increase in price, and inability 
of the industry to supply the gas required by our people. 

But under the Supreme Court decision, the State has lost its power of con- 
servation. Nothing could be more disastrous to our Nation, my State, and my 
city. One new oil and gas field in Colorado is worth more in dollars than all the 
money that might be saved our people by the mayor’s policy. In fact, the greatest 
growth and prosperity Denver has ever known, has been caused by the oil and 
gas discoveries in northeastern Colorado during the last 5 years. Yet under the 
mayor’s policy, this development would stagnate, and the waste of gas would 
increase many, many times. 

Our mayor cites a successful fight to prevent higher consumer charges by public- 
utility companies serving our State. But what has that to do with the price paid 
to the producer at the wellhead? The mayor emphasizes only that public utilities 
are subject to regulation. But that is no reason why anyone should ask the 
Federal Government to control the price of gas, of materials, and of products 
and manufactured goods that are bought and used by public utilities. There is 
no more reason why the Federal Government should control the price of gas than 
the price of coal or wood or copper or pipe. No doubt public-utility charges would 
be reduced if a public authority controlled and reduced the price of labor and of 
supplies, but that would destroy our American free enterprise, competitive sys- 
tem, and in fact, be socialism, which is mighty close to communism. 





Lexa Orn Corp., 
Orleans, Mass., March 30, 1955. 


Re H. R. 4675 


House COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
Washington, D. C. 


GENTLEMEN : As a company solely interested in the production, exploration for 
and development of gas in its natural state we heartily endorse the passage of 
H. R. 4675, for the following reasons: 

(a) The exploration for and development of gas is a purely intrastate opera- 
tion and subject solely to the laws of the State in which such operations are 
carried on. The Federal Government has jurisdiction solely over interstate 
matters and the production of gas is definitely severable from the operation of 
transportation over State lines. 

(b) Congress has repeatedly made known its intention that the production of 
natural gas shall not be subject to the jurisdiction of the Federal Government, a 
fact concurred in by the Federal Power Commission. The Phillips case is readily 
distinguishable, as in that case the main problem was that of interstate trans- 
portation and the Supreme Court erred in not making a distinction between the 
production, intrastate, and the transportation, interstate. The decision in that 
case clearly contravenes the intention of Congress. 

(c) Sooner or later, practically every product produced in the United States 
enters into interstate commerce. If the ruling of the Phillips case is to be 
followed to its logical conclusion, then every manufactured product which ulti- 
mately goes into interstate transportation is subject to control as to price, at the 
place of production, by the Federal Government. This is clearly contrary to the 
Constitution, without specific reference other than to the well-known fact that 
all powers not specifically granted to the Federal Government by the Constitu- 
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tion are reserved to the several States. If the Phillips case is good law, then the 
cost to the beef raiser—as well as to all other products—is controllable by the 
K'ederal Government. 

(d) It is manifestly impossible to reach any conclusion as to the proper price 
to be charged by a producer of any natural resource. In every instance the costs 
vary tremendously. An oil or gas company, or miner may spend years in 
fruitless efforts to make a discovery, or it may spend a matter of 30 days. An 
oil company or gas company, such as ours, may spend a half-million dollars in 
drilling dry holes. (We have drilled 27 holes of which 23 were dry.) The cost 
of the dry holes must be recouped out of the profits of the successful ones in a 
free market of competitive pricing wherein the price is determined by the law 
of supply and demand. 

We have a loss of over $400,000 in our operations ; we now have one well which 
cost us approximately $20,000 and which is successful. It is manifestly unjust 
and confiscatory that the profit to be derived from the successful well shall be 
based solely on a cost of $20,000. That one well is our sole source of recoupment 
of the losses incurred prior to the drilling of that one well. The case is not dis- 
similar to that of a manufacturing company—for example, Du Pont—which 
spent some $10 million in research on nylon. That research is a part of the cost 
of the completion of the product. The moneys spent by a small gas company to 
find gas in various places is part of the cost of the successful completion of any 
well. 

If the thousands of small producers are to be placed under Federal control, 
there are not enough accountants in the Government service adequately to 
examine the books of such companies so as to determine the costs; no formula 
can be devised and the paperwork involved would slow up activities that, at no 
time, can a producer know what his returns will be over a period when he has 
to wait for Government approval, after intensive studies of costs, of the price 
to be charged. 

There is no other way to determine cost to the purchaser of the gas from the 
producer than the market value of the gas in the field in competition with other 
producers. There is no proof whatever—nor has any proof been attempted to be 
obtained—that the price of gas to the producer has had any upward effect on the 
price of gas to the ultimate consumer which is not due to normal and usual 
competition. 

If Federal regulation is to be had, then a distinction must be made between 
the small independent producers, which do not transport gas, and the larger 
companies whose main business is that of transportation of gas in interstate 
commerce. 

(e) If Federal regulation is to remain, as per the Phillips case, then the small 
independent wildcatter will be driven out of business; he takes all the risks of 
venture capital and without him there would not be the discovery of gas, oil, 
and natural resources on which the Nation’s economy depends. It is a well- 
known fact that the larger companies do a minimum of wildcatting; they wait 
until the small independent has gone out into the wilds to try his luck; if that 
luck is good, then the major companies step in, take up leases and drill semi- 
proven and proven locations which, without the wildcatter, would not be 
discovered. 

(f) The surest way for the Government to stifle the natural-gas industry, 
curtail production, and cause a shortage of supply, is to follow the conclusions 
of the Phillips case. 

(9) The price of gas to the consumer is regulated by State utility commissions 
which have to consider a fair return on the investment of the distributing 
companies. The primary cost of the gas, the price paid by the utility to the 
producer, is reached by normal competition and there is no evidence adduced 
that such price is or has been exorbitant or is likely to become so. Competition 
controls that in a normal manner, and any interference with that competition 
by Federal law is an interference with the normal interplay of economic factors 
which is bound t»5 fail and produce the results above mentioned. 

(h) By no stretch of economic or legal imagination can the price at the well- 
head within the State be made the subject of Federal control—Federal control 
does not reach into the State confines and has no right to do so, When such gas 
goes into an interstate pipeline the jurisdiction of the Government begins—not 
before. If this is held to be untrue, then the hole in the dike has been made to 
cause the rush of Federal control over every product—as stated above, 
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We trust that your committee will unanimously approve H. R. 4675 and that 
the Congress will approve it as again expressing its oft-repeated statement that 
it never had any intention to control the price of natural gas to the intrastate 
producer. 

Respectfully urged, 
AxeEt B. GraveM, President. 


GuGLER LITHOGRAPHIC Co. OF MILWAUKEE, 
Chicago, March 17, 1955. 
Hon. MARGUERITE STITT CHURCH, 
House of Representatives, 
Washington, D.C. 

DrearR MapAmM: Thank you so much for your letter of March 9 concerning 
our recent letter to you regarding the Natural Gas Act. 

Obviously we are not an expert in this matter, but our main concern and rea- 
son for writing you lies in the fundamental belief that price controls, all price 
controls, are a menace to our economy. We believe that the law of supply and 
demand must and will in the last analysis effectively control price and produc- 
tion, and therefore any control or restriction exerted by the Federal Govern- 
ment on any service or product is not good. 

Insofar as the amendment H. R. 4675, a copy of which you were so kind as 
to send, is concerned, we do not feel that this will overcome the situation to which 
we object. For example, the amendment states ‘“‘The Commission shall consider 
whether the price at which the natural-gas company has contracted to buy such 
natural gas is the reasonable market price thereof in the field where produced.” 
That word “reasonable” leaves the entire situation open to interpretation. Who 
is going to decide what is “reasonable”? In this situation, we contend that 
supply and demand would dictate “reasonable” much more effectively than an 
individual or a committee. 

We do, indeed, appreciate your giving thought to this matter, and hope that 
you will continue your efforts to preserve the free economy which has made 
this the great country that it is today. 

Cordially yours, 
R. J. ALLENBY. 


STATEMENT OF F. RoE WEISE, EVANSTON, ILL. 


Federal regulation of independent producers of natural gas is against the 
publie interest. First, there is no need for such regulation. Second, the appli- 
cation to such producers of the public utility regulation embodied in the Natural 
Gas Act of 1938 is practically unworkable, economically unsound, and politically 
and socially dangerous. 

In considering the desirability of Federal regulation, it is important that we 
keep in mind the occasion for the present hearings. There has been no great 
public clamor for Federal regulation. The Nation’s press has not crusaded for 
such control. No congressional study or investigation has pointed out any need 
for it. Actually, hearings are being held only because regulation has been 
inadvertently thrust upon the Federal Power Commission by the Supreme 
Court’s decision last June in the Phillips case. The Court construed the Natural 
Gas Act literally and refused to give full effect to the production and gathering 
exemption. That Congress never intended this result is clear from its acquies- 
cm in the Commission’s own directly contrary interpretation of the act since 

Certainly, Federal regulation is not necessary to insure prices which are fair 
to all. It is a matter of record that the cost of living as a whole has risen 
approximately 50 percent since the end of World War II, but the cost of gas to 
the household consumer rose only 12 percent. This outstanding record has 
been accomplished by competition. The exploration and production of gas is 
competitive in the classic sense of the term. This is attested to not only by the 
ease of entry into the business, but also by the fact that there are over 5,000 
individuals and organizations engaged in it. Moreover, competition from readily 


available substitute fuels, coal and oil, serve to keep the producers prices 
realistic. 
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That there is no need for Federal regulation would be reason enough for 
correcting this recent reinterpretation of the Natural Gas Act. But there are 
even more impelling reasons. 

As a practical matter, Federal regulation is unworkable. Presumably, Federal 
utility regulation would be based on costs. Yet one producer’s costs might be 
many times his competitors’—for a variety of reasons, such as poor luck in 
wildcatting for gas, inefficiency, etc. Should the FPC be allowed to subsidize 
and encourage the high-cost and inefficient producer to stay in business by guar- 
anteeing him profits on his costs, whatever they may be? And, of course, much 
of our gas is produced in conjunction with oil; how could costs be allocated 
between the two? These imponderables show but one thing—any method of 
Government price fixing which would be at all realistic would have to be based 
on fair values in a free market, exactly the prices which can best be achieved 
by the competitive process, free of governmental intervention. 

The local gas distributing companies have long been regulated by the States, 
and interstate pipelines have been regulated by the Federal Power Commission 
since the passage of the Natural Gas Act. These are public utilities, which ac- 
tually have franchises giving them exclusive rights in their areas, and protecting 
them from competition. Over 90 percent of the average residential consumer’s 
gas bill goes to these companies, all under public utility regulation. It is odd 
that those who promise the consumer most from Federal regulation of the pro- 
ducers ignore the fact that the producer receives less than 10 percent of what 
the ultimate consumer pays for gas. Therefore, even if we assume that Federal 
regulation might result in a decrease in the producer’s prices (an assumption 
which is probably unwarranted, even as to the immediate future) this would 
have only an insignificant effect on the consumer’s gas bill. A 25-percent cut 
in every producer’s price in the United States would net the average consumer 
less than a dime a month. 

Federal regulation is economically unsound. Like all artificial interference 
with the laws of supply and demand, it will create shortages. Just what the ad- 
voeates of control who purport to act in the consumer’s interest have to offer 
the hundreds of thousands of present applicants for gas, we are not told. Fed- 
eral regulation of the gas currently committed to the pipelines will not help 
these people. They will continue to go without gas. Already plans for three new 
pipelines to the Midwest have been postponed. The producers in the Southwest 
States understandably prefer to sell to the fast-growing industrial markets in 
their own areas, free of the uncertainties of Federal control. 

Not only will less gas be available for interstate transportation to the northern 
industrial and consuming areas, but less gas will be found each year. With the 
decrease in the interstate market, there will be less incentive for anyone to en- 
gage in the risky and costly business of exploration. The resulting depletion of 
the Nation’s available energy supplies would pose serious problems in time of 
national emergency. In the meantime, the gas shortage would necessarily drive 
prices up, despite all efforts of the FPC. 

Federal control is politically and socially dangerous. Gas production is al- 
ready subject to numerous and comprehensive conservation methods adopted by 
the producing States. Federal control will inevitably clash with many of these 
State conservation measures. Not only will this probably result in overturning 
time-honored, workable rules for preserving this great natural resource, but it 
is another example of Federal bureaucracy gradually taking over a field tradi- 
tionally reserved for local government. 

For the general business community, Federal regulation poses alarming pros- 
pects. Never before in our peacetime economy has price fixing and public utility 
control been thrust upon a competitive industry. The imposition of Federal 
controls to one segment of free enterprise will set a dangerous precedent for the 
imposition of similar controls on others, and facilitate the trend toward nation- 
alization of industry and State socialism. 

We should implement the recent recommendations of President Eisenhower’s 
Cabinet Committee on Fuels Policy by giving favorable consideration to and 
enacting some such legislation as the bipartisan Harris-Hinshaw bill. 
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- West TEXAS CHAMBER OF COMMERCE, 
Abilene, Tex., March 18, 1955. 
Hon. J. Percy Priest, 
Chairman, Interstate and Foreign Commerce Committee, 
House of Representatives, Washington, D. C. 

Dear Mr. Priest: The board of directors of the West Texas Chamber of 
Commerce adopted a resolution on January 20, 1955, as follows: 

“We respectfully petition Congress to enact remedial legislation so as to make 
it clear that the Federal Power Commission or any other Federal agency shall 
not have athority to fix the price of gas paid to the independent producer and 
gatherer of oil and/or gas.” 

Yours very truly, 
FrEepD H. Hussanps, 
Executive Vice President and General Manager. 
TayLor Counry, 
State of Tewvas. 


I hereby certify that the above statement is a true and accurate copy of the 
resolution as adopted. 
Frep H. HusBANpbs, 
Krecutive Vice President and General Manager. 
[SEAL] CLARA BUSSELL, 
Notary, Taylor County, Tex. 
Dated March 18, 1955. 


NATIONAL COTTON COUNCIL OF AMERICA, 
Washington 6, D. C., March 30, 1955. 
Hon. J. PERcY PRIEST, 
Chairman, House Committee on 
Interstate and Foreign Commerce, 
Washington, D. C. 


Dear Mr. Priest: The National Cotton Council of America, which is the 
overall organization of the cotton industry, comprised of all six segments— 
producers, ginners, warehousemen, seed crushers, merchants and spinners—has 
for a number of years become increasingly concerned with the unnecessary en- 
croachment of the Federal Government upon the constitutional powers of the 
individual States. In reaffirming its position on this subject at the annual 
meeting in February 1955, the delegate body by resolution opposed the fixing of 
natural gas prices by the Federal Power Commission at the local fields where 
gasis produced. The resolution referred to is as follows: 


“FEDERAL ENCROACH MENT 


“That the council reaffirm its opposition to the unnecessary and unwarranted 
encroachment of the Federal Government upon the constitutional powers of 
the individual States ; and 

“That a flagrant example of such encroachment is the fixing of natural gas 
prices by the Federal Power Commission at the local fields where the gas is 
produced ; and 

“That the council support an amendment to the Natural Gas Act which would 
prohibit this practice.” 

For 16 years following the enactment of the Natural Gas Act and prior to 
the Supreme Court ruling by a 5-to-3 decision in the Phillips case, rendered 
on June 7, 1954, the Federal Power Commission consistently held that it had no 
jurisdiction over sales by independent producers not engaged in interstate 
transmission of natural gas. 

As a result of the decision in the Phillips case a number of bills including 
H. R. 4560 and H. R. 4675, to amend the Natural Gas Act have been introduced. 
It is our understanding that these bills would amend the Natural Gas Act so 
as to make it clear that the authority of the Federal Power Commission to fix 
the price of natural gas does not extend to the local fields where the gas is pro- 
duced, but is limited to the gas which is actually in interstate commerce. 
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Upon this basis we support this legislation and the principles embodied therein. 
It will be appreciated if the views of the National Cotton Council, as expressed 
in this letter, will be placed in the record. We urge favorable action by the 
Congress on these measures. 
Respectfully, 
J. BANKS YOUNG, 
Washington Representative. 


RESOLUTION 


Whereas the decision of the United States Supreme Court, interpreting the 
Natural Gas Act of 1938, has the effect of restraining the free use of natural gas 
on a free and comptitive market basis and gives control of prices to the Federal 
Government: It is therefore 

Resolved by the Florida Liquefied Petroleum Gas Association, Inc., That the 
next session of Congress be urged to amend the law to remove from the Federal 
Government the power to establish prices of natural gas in the fields as this 
policy is contrary to the American principles of free competition and is in fact, 
in restraint of trade and contrary to public policy ; it is further 

Resolved, That copies of this resolution be presented to all Members of the 
United States House of Representatives and the United States Senate represent- 
ing the State of Florida, with a request that they take the necessary steps to 
correct this situation by legislative action at the 1955 session of the Congress. 

This 14th day of January 1055. 


(Whereupon, at 3: 30 p. m., the committee recessed subject to the call 
of the Chair.) 


x 





